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THURSDAY, FEBRUARY 10

D. RECONVENE MEETING OF THE BOARD

E. U. T. System: Annual Meeting with Officers of the U. T. System Faculty
Advisory Council

REPORT
The U. T. System Faculty Advisory Council will meet with the Board to discuss
accomplishments of the Council and plans for the future according to the following
agenda. Council members scheduled to attend are:
Chair: James Bartlett, Ph.D., U. T. Dallas
Faculty Quality Committee Co-Chair: Robert Nelsen, Ph.D., U. T. Dallas

Past Chair: Teresa Verklan, Ph.D., U. T. Health Science Center - Houston

AGENDA
1. Introductions
2. Chairperson’s report and overview
3. Executive Committee and Standing Committee remarks and recommendations
a. Bridge funding for "fundable"”, but non-funded research grants

Dr. Bartlett's PowerPoint, Seed Funding for Approved but Unfunded Research
Grants, is on Pages 2.1 — 2.5.

b. Creation of a System-wide base of research background and research interests
of faculty and graduate students
Dr. Nelsen’s PowerPoint, Texas for Texans Data Base, is on Pages 2.6 — 2.9.

c. Issues concerning nursing education
Dr. Verklan’s PowerPoint, Shortage of Nursing Faculty, is on Pages 2.10 — 2.18.




BACKGROUND INFORMATION

The University of Texas System Faculty Advisory Council was established in 1989 to
provide a forum for communicating ideas and information between and among faculty,
the U. T. Board of Regents, and the Executive Officers of U. T. System. Council
guidelines require that recommendations have a multi-institutional focus and that the
Council explore individual campus issues with institutional administrators prior to any
consideration. The Faculty Advisory Council consists of two faculty representatives
from each U. T. System institution and meets quarterly, usually in Austin. The Standing
Committees of the Council are: Academic Affairs, Faculty Quality, Governance, and
Health Affairs.



Seed Funding for Approved
but Unfunded Research Grants

A plan for enhancing research
productivity throughout the U. T. System

James Bartlett, PhD

The Problem:

» Federal funding agencies can fund only a
fraction of proposals approved as fundable by
peer-review panels

» Many of the most innovative proposals are
marked down in priority due to:
— Insufficient pilot data
— A limited track record of publication in the particular
research area
* And yet it is difficult to meet these objections
without first obtaining funding.
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A Solution:

» Provide seed funds to initiate unfunded
research projects while the proposals are
being revised or reconsidered at an
external funding agency.

The Georgia Tech Program:

» Focused on nanoscience/nanoengineering

* Proposals must have been reviewed and
declined by an appropriate Federal
Agency within the last 24 months.

» Copies of all reviews are part of the
submission.

» Provides 1 year of start-up support
($50,000 maximum)
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The Georgia Tech Program
(cont’d):

* Proposals are awarded by the Office of the
Provost with advice from an ad hoc Faculty
Review Committee based on:

— The external reviews from the external agency
— Scholarly content

— Scientific impact

— Budget adequacy

The Georgia Tech Program
(cont’d):

* The P.l. of each supported project will
provide an annual report including:
— A summary of activity/accomplishments
— A list of relevant publications

— A report on the re-submitted proposal and
other awards received

— A list of expenditures

2.3




Suggested modifications of the
Georgia Tech program:

Expand to cover more research areas

Expand across all U. T. System institutions

Benefits of the Program:

Efficiency: Proposals can be generated with
minimal extra time and effort by the P.I.

Quiality: Proposals will be judged in light of peer
reviews received from the external agency

Accountability: P.I.’s will produce annual reports

Innovation: The program will encourage
investigators to move into promising new fields
of research

Strategic flexibility: The program can be directed
toward high-priority research areas
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Costs:

o At up to $50,000 per award, the program

Is costly, but:

— If the program is successful, the costs may be
recouped.

» when funded, a million dollar proposal will
generate over $400,000 in indirect costs

— The costs are scalable: If only $250,000 is
available, at least five proposals can be
funded

2.5




Texas for Texans Data Base

Innovative electronic means for
collaboration among U. T. System
Institutions

Robert Nelsen, PhD

Background

The WAG Report said that U. T. System institutions
needed to improve the means for collaboration
among institutions and to improve the quality and
guantity of graduate students.

As such, the FAC recommends that the following
three data bases be established and maintained by
U. T. System:
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I. Graduate Student Recruitment Data
Base

To be used by various graduate programs to contact
potential graduate students in the State

To be created from data compiled by Undergraduate
Deans and Deans of Students

Data sorted by discipline on Juniors and Seniors
considering going to graduate school

Student Information within Recruitment Data
Base

Brief one paragraph bio
List of research interests

Research experience
Awards (e.g., Dean’s list)

Email addresses and contact information
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I1. Research Data Base and Interactive
Chat Room

To be used by faculty seeking to collaborate with
other faculty at other institutions

To be compiled from data collected by Offices of
Sponsored Projects and Research Vice-Presidents
(or Provosts if institution has no Research Vice-
President)

To be sorted by key categories, fields, and areas
used by researchers in publications and on grants

Research Data Base Content

All current research grants (title, Pl, and amount
awarded)

All submitted grants that are either pending or did
not receive funding (title, PI, amount requested)

Voluntary list of faculty with list of research
interests and URL for faculty member’s web page

Interactive chat room that will allow real-time
online communication and meetings as well as
allowing faculty to post requests for information or
potential collaboration projects
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I1I. U. T. System Searchable Data Base

(for the future)

A Google-like data base linking all U. T. System
Institutions’ Websites

Purposes of U. T. System Searchable Data Base

Search tool (somewhat like Google) for high school
and undergraduate students to find out about
various institutions and their programs

Recruiting tool for faculty

Collaborative tool for faculty

2.9




Presentation to the Board of Regents:

Shortage of Nursing Faculty

M. Terese Verklan, PhD, CCNS, RNC

February 2005

Acknowledgements

e Patricia L. Starck, DSN, RN, FAAN

Dean, School of Nursing, UT Health Science Center
at Houston

Co-chair, Nursing Workforce Data Advisory
Committee
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Scope and Significance of Problem

* More than 1M vacant positions for RNs by 2010
due to tdemand for healthcare and net
replacements due to retirement

39% of RNs employed in nursing hold BSN or MSN
(TX: 23%)
>39,000 vacancies projected to require BSN/MSN

3
Scope and Significance of Problem (cont.)

* Intensifying the shortage is the 1 deficit of masters
and doctorally prepared faculty =» limits the
number of students admitted

US Schools of Nursing declined ~ 16,000 qualified
applicants
TX: 36—50% of qualified applicants not enrolled due to
lack of educational capacity:

» Lack of budgeted faculty positions

» Lack of qualified faculty applicants

> Lack of clinical sites
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Contributing Factors:

Departure from Academic Life

o **| in 36-45 group
43.8% left academia to assume private sector positions
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Contributing Factors:

Departure from Academic Life (cont.)

* Employment of Doctoral Graduates
28.6% employed outside School of Nursing in 2002

% planning to be employed outside of School of Nursing
T by approximately 50% since 1980

Proportion of RNs with doctorates employed in School
of Nursing with > BSN decreased from 68% (1992) to
42% (2000).
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Contributing Factors:

Salary Differentials

Instructional Faculty Position Median

Associate Professor (Doctoral) $ 74,556
Associate Professor (Master's) $ 60,556
Assistant Professor (Doctoral)  $ 65,212
Assistant Professor (Master's)  $ 55,262

75" %ile

$ 81,116
$ 67,259
$ 67,259
$ 61,310

Contributing Factors:

Salary Differentials (cont.)

Clinical/Administrative

Positions Median
Chief Nurse Anesthetist $ 128,875
VP for Nursing $ 113,100
Nurse Anesthetist $ 105,890
Nursing Director $ 93,344
Nurse Practitioner $ 69,416

75%ile

$ 139,625
$ 134,122
$ 114,647
$ 103,083
$ 76,407

10
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Faculty Workload & Role Expectation Issues

¢ Job Dissatisfaction

Overall satisfaction, job security, opportunity for
advancement, workload, effectiveness of leadership,
salary, benefits

Junior faculty > dissatisfaction than senior
» Workload dissatisfaction 54.7% vs 29.5%

11

Short-Term Strategies for Expanding Capacity

of Current Faculty

* Faculty expanded in non-traditional ways with
current resources

Change objection to use of expert non-nurse faculty
Creation of interprofessional core courses

Is a Master’s degree in nursing essential for teaching?

> Estimated 3000 Advanced Practice Nurses with doctoral degrees
who do not have MSN=>can’t teach

» Some BSN to PhD programs do not receive a MSN

12
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Short-Term Strategies (cont.)

* Sponsor educational sessions that emphasize
academic careers (v)

* Examine current curricula/programs and streamline
to facilitate more timely program completion (v")

* Attract more second degree students=»accelerated
programs (v)

13

Short-Term Strategies (cont.)

* Examine retirement policies

Design phased retirement plans that support inclusion of
productive retired faculty

* Recognize value of retired scholars

Emory U created Emeriti Center composed of retired
professors across disciplines

USC Emeriti Center offers modest research stipends to
retired faculty, recognizes them for continued scholarship
and supports community lecture series

14
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Long-Term Strategies for Expanding the Future

Pool of Nursing Faculty

* Recruitment
Develop a positive message
> Nurses must be valued

Recruit at younger ages

» Focus on decision-making process of middle and high school
students

» Johnson &Johnson’s national Campaign for Nursing’s Future
> Partnerships between high-school districts and faculty

15

Long-Term Strategies for Expanding the Future

Pool of Nursing Faculty

* Recruitment (cont.)
Seamless basic and advanced nursing preparation
> Streamline trajectory (accelerated programs)
Sources of financial aid

» Remuneration for lost pay while attending school
» Grants—>loans that are later forgiven

Support students from admission to graduation

> Use of aggressive mentoring programs for struggling students

16
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Long-Term Strategies (cont.)

¢ Retention

Enhance work environment

> Provide better salaries, lower faculty/student ratios, more
autonomy, and better merit system

» Requires heavy support from state legislators
Support faculty

» Formal development and mentorship programs—teaching,
research

17

Long-Term Strategies (cont.)

e Collaboration

Other disciplines
» Most healthcare disciplines do not “mix”

> Would develop attitudes and skills for effective
communication/teamwork

Local Community

> Legislative support essential (funding source)

> Reconsider Nurse Practice Acts that limit creative approaches to
current problems

» Partnerships with private industry, healthcare institutions, etc

18
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F. APPROVAL OF MINUTES

G. CONSIDER AGENDA ITEMS

1. U. T. Board of Regents: Presentation of the Accountability and
Performance Report for 2004-2005 and request to accept Report

REPORT

Dr. Geri H. Malandra, Associate Vice Chancellor for Accountability, will present the

U. T. System Board of Regents' Accountability and Performance Report for 2004-2005
following the PowerPoint presentation attached on Pages 3.1 — 3.12. Following the
presentation, the Board will be asked to accept the Report.

The Report, separately bound in a blue notebook, was mailed to the Board with this
Agenda Book. Highlights of the Report may be found on the pages following the
Highlights tab in the Report. Additional copies of the full Report will be available at the
meeting.
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Purpose

e Continuous improvement
e Sound management
* Operational transparency

e Communication with internal and external
stakeholders

* Influence on state and national accountability public
policy

* Annual report submitted for Board’s Winter meeting
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U. T. System Planning Context

Accountability and
Performance
Reporting
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Institutional
Strategic

& Long-Range
Plans

Compacts

Framework

* Scope
© 70 measures for all academic institutions
° 46 measures for all health institutions
° 15 measures for the U. T. System as whole
° 5-year longitudinal trends
° |nstitutional peer comparisons (10-15 selected indicators)
° Implications for future planning

* Organizing Themes

© Linked to U. T. System’s overarching missions, values, goals and
priorities and Texas’ Closing the Gaps goals

° Students

° Research and Health Care

° Community Service and Collaborations

° Efficiency and Productivity 4
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Enhancements for 2004-05

e Additions, based on recommended “measures for future
development:”

° Trends in LSAT and GMAT entrance exam scores

° Medical student satisfaction

° Trends in sponsored revenues from all sources

° Economic impact of capital expenditures

° Refined methodology to report value of total endowments

° Ratio of research expenditures to research space at academic institutions
° Energy use

° Small class trends

° Expanded rankings to include national rankings of degrees awarded to
minority students

° Centers of Excellence listed and described for each institution

Dynamic Measures

Example: Student Access and Success

Context/Progress Outcome/Impact
# and % increase of first- Graduation rates
time, degree-seeking Licensure test pass rates
freshmen
# degrees awarded
# students enrolled on 12th ‘
day Diversity of graduates
Financial aid Student experience
Persistence rates (for the future)

Student learning outcomes

Post-graduation experience
(employment)
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Sample Findings: Student

Ethnic Composition of Undergraduates as a Percent of Total
Undergraduate Population Fall 2003 at Academic Institutions

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

S
S
=

0%

UTA  Austin UTB/TSC UTD UTEP UTPA UTPB UTSA  UTT System

@ White @ Black O Hispanic O Asian B Native American @ International @ Unknown ‘

The proportion of Hispanic freshmen at U. T. academic institutions slightly
exceeded proportion of Hispanic students in statewide high school
graduating class (34%). 7

Sample Findings: Student Access

% Non-white Undergraduates at U. T. Academic Institutions
Fall 1999 and 2003

100%-{ 95% 95%
89% ggoy 92%

g
5
[ [ [ [ | [ |

UTA Austin uTte/ uTb UTEP UTPA  UTPB  UTSA UTT  System

TSC

m99  B003

Overall minority enroliments continue to increase at most U. T. academic
institutions.
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Sample Findings: Student Success

First-Year Persistence Rates at U. T. Academic Institutions
Students Entering Fall 1998, 2000, and 2002

100%-
90%-]
80%:
70%:
60%0-]
50%
40%:
30%:
20%-
10%-

0%-

UTA UT Austin uTD UTEP UTPA UTPB UTSA utT

[ Fall 1898 @ Fall 2000 O Fall 2002 |

Over the past 3 years, 1-year persistence rates have increased at most
U. T. academic institutions.

Sample Findings: Student Success

Six-Year Graduation Rates of Undergraduates from the
Same Institution--U. T. Academic Institutions, Total

80%

70% 1

60% 1

50% 1

40%

30%

20%

10%

0%

UTA  UTAustin  UTD UTEP UTPA UTPB UTSA

D Enrolled Fall 1995 @ Enrolled Fall 1996 O Enrolled Fall 1997 ‘

4-, 5- and 6-year graduation rates are increasing

steadily at U. T. academic institutions. 10
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Sample Findings: Student

Success

Graduate and Professional Enraliment by Ethnic U. T. Health-Related Institutions Graduate/Professional

Certificates and Degrees Awarded in 2003, Ethnic Composition

100%
90%
80%
70%
60%
50%
40%
30%
20%

100%

70%

10%
10%
0%
SWMC uTMB HSC-H HSC-SA System 0%
SWMC UT™MB HSC-H HSC-SA System
@White @Black OHispanic DOAsian ®Native @ nternational @ Unknown
American @ White: @ Black OHispanic OAsian m Native American @ Intemational @ Unknown
7,945 graduate/professional 1,697 graduate/professional
students enrolled in 2003 degrees awarded in 2003
11

Sample Findings: Teaching,

Research, Health Care Excellence

Total Research Expenditures by U. T. System Institutions
2000-2004
($ in millions)

$1,600
1,400 B
s1.200 H B
$1047
1,000 B Bz la =
$759
=N H N
5600 H B B B
s400 He B EE N
495
e e = = -
$0
2000 2001 2002 2003 2004

*Total research expenditures exceeded $1.5 billion in FY 2004
*48% increase between 2000 and 2004

eSources: 63% federal; 22% private; 15% state 12
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Sample Findings: Teaching,

Research, Health Care Excellence
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376

National Ranking, Total R&D Expenditures
All Public and Private Universities FY 1998-2002

Rank
1998 1999 2000 2001 2002
29 @30 34 32
9 3 —@—3% < @® 33 Austin
a4 - — .
-_5_1___4.?_5;_____-5.0--—--;-'——k ~44 swmc
60 54 a7 45 MDACC
83
+—83 87 s —3 86 HSC{H
98 o — B - — - —— = 92 UTMB
& 99 93 HSC-SA
100 96 96
189 UTD
200 2 — o= ——ll 202 UTEP
215 214
i \ 224 2;7 —@ 225 UTA
L —®— - — - —@®24% - — - @ 249UTSA
- 246
@—266— - — @—
268
PR 373 —@ 374 UTRA
=7 394

Source: National Sclence Foundation Survey of Academic Research and Developrment, 2004
http.//www. nst. gov/sbe/srs/nsfO4330/pdf/sectb. pdf

Of 617 ranked
institutions:

3 U. T. System
Institutions are in
the top 50 of all
public and private
research
universities in total
research
expenditures.

«3 are in the top 51-
100.

4 are in the top
204-250.

*1is in the top 375.
13
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Research, Health Care Excellence

Academic

Sample Findings: Teaching,

Health

Endowed Positions as % of All Budgeted
Tenure/Tenure Track Positions -- U. T. Academic Institutions

2000-2004
45%
________—B—8— 00

40% = = =
35% A
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25% A
20% A
15%

5% =+ t -+ i \

$ $ $ ——
0% - i T T
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—&—Arlington —@—Austin Brownsville/Texas Southmost
——>¢—Dallas —e—EIPaso —@—Pan American

San Antonio Tyler
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U. T. Health-Related Institutions--Endowed Positions as %6
of Budgeted Tenure/Tenure Track Positions
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10%
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—»—-HSC-SA —¥—MDACC ——HC-T

# positions increased an average of
21% from 1999 to 2003

# positions increased an average of
27% from 1999 to 2003
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Sample Findings: Teaching,

Research, Health Care Excellence

Patents Issued by U. S. Patent and Trademark Office
Top-Ranked Universities
2002 and 2003
2002 2003
Rank # Patents Rank # Patents
University of California 1 431 1 439
MIT 2 135 3 127
California Institute of Technology 3 109 2 139
University of Texas System 5 93 4 96
Stanford University 4 104 5 85
Johns Hopkins University 6 81 7 70
University of Wisconsin System 6 81 6 84
University of Michigan 12 47 8 63
Columbia University 13 45 9 61
Cornell University 21 35 10 59
University of Florida 15 42 19 59
Source: Chronicle of Higher Education, March 5, 2004. 5

Sample Findings: Collaborations

* Educational Collaborations
° U. T. Medical Branch and U. T. Austin MD/PhD program

 Research Collaborations

% U. T. San Antonio and U. T. HSC-San Antonio Life Sciences Institute

« K-12 Collaborations

° U. T. El Paso Collaborative for Academic Excellence

* Business and Community Collaborations

° U. T. Dallas Texas Instruments Semiconductor Plant

16
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Sample Findings: Collaborations

with and Service to Communities

U.T. System HUB Expenditures by Category

FY 2000 - FY 2004 U. T. System HUB

expenditures have
increased in every
category over the
past 5 years
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*Special Trades Construction 17

Key Findings: Organizational

Efficiency and Productivity

U. T. System Endowments
Value 8/31/99 Value 8/1/04 | % Change
Total Academic $ 1.8 billion $ 2.5 billion 40%
Total Health-Related $ 1.5 billion $ 1.9 billion 29%
System Administration $ .14 billion $ .17 billion 19%
Total U. T. System $ 3.3 billion $ 4.5 billion 35%

The total includes endowments managed by UTIMCO as well
as those held in trust by other entities on behalf of
U. T. System institutions.

18
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Institutional Profiles

+ National and program rankings and analysis
« Institution award highlights

+ Institution mission statements

+ Peer comparisons

+ Centers of Excellence

19

Practicing Accountability

* Use of the report
° Almanac and ready reference
° Highlight successes and key issues
° Reflect major U. T. System initiatives: tuition deregulation, WAG
report, efficiency studies, special investments

» Set future goals

° Work with EVCs and presidents to analyze trend lines, use peer
comparisons — do we need specific targets?

° Align with institutional planning and Compacts
° Align with State accountability framework

° Basis for specialized, in-depth studies and cross-tabulation

analysis
y 20
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2. U. T. Board of Regents: Discussion, recommendations, and appropriate
action regarding Los Alamos National Laboratory

RECOMMENDATION

Chancellor Yudof will make a recommendation that the Board not pursue a bid for
management and operation of Los Alamos National Laboratory.

BACKGROUND INFORMATION

On February 4, 2004, the Board authorized the Chancellor and other U. T. System
officials, at his direction, to plan for a potential bid by taking all steps the Chancellor
deems reasonable to proceed with the necessary preparation to compete for the
management contract to operate the Los Alamos National Laboratory, with the
understanding that this authorization includes approval to budget and expend funds of
up to $500,000 for this purpose; to contract for needed services and supplies; to seek
agreements with potential academic and industrial partners; and to utilize consultants, in
conformance with State laws and Regental policy, as needed to assist in the U. T.
System’s preparation for participation in the bid process. At the July 16, 2004 meeting
of the Board, Chancellor Yudof reported the U. T. System had registered interest in a
potential bid with the Department of Energy for management and operation of Los
Alamos National Laboratory.

3. U. T. System: Presentation and appropriate action regarding authorization
to enter into a Memorandum of Understanding and future implementing
agreements with Sandia Corporation, operator of Sandia National
Laboratories, for an expanded and formalized relationship and increased
interaction and collaboration in educational and research activities

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Business Affairs, the Executive
Vice Chancellor for Health Affairs, the Vice Chancellor for Governmental Relations and
Policy, and the Interim Vice Chancellor and General Counsel that authorization be given
for the Chancellor to execute, on behalf of the Board, a Memorandum of Understanding
with Sandia Corporation, operator of Sandia National Laboratories, in substantially the
form attached on Pages 9 - 21, and the necessary implementing agreements, as
outlined in the Memorandum to be finalized in the future, for an expanded and
formalized relationship and increased interaction and collaboration in educational and
research activities.



Vice Chancellor Smith will outline the proposed agreement and introduce U. T. faculty
members who would be involved in the collaborative activities proposed.

BACKGROUND INFORMATION

The purpose of the proposed Memorandum is to provide the basis for implementing
(1) an expanded and formalized relationship between Sandia and U. T. System that
will assess and enhance performance excellence at Sandia National Laboratories,
and (2) increased interactions and collaborations between individual staff, faculty,
and students at Sandia and the institutions comprising U. T. System.

This Memorandum supplements the Memoranda of Understanding (MOU) entered into
by The University of Texas at Austin (MOU #02-S-348) and by The University of Texas
at Arlington, The University of Texas at Dallas, The University of Texas Southwestern
Medical Center at Dallas, and The University of Texas System (MOU #03-S-386).
These two Memoranda providing for collaborative research activities are incorporated
into the new Memorandum by reference.

To further the expanded and formalized relationship between Sandia and U. T. System,
the Sandia Board of Directors has elevated the Organizational Structure for Oversight
of Science and Technology at Sandia through the following actions by resolution on
January 26, 2005: The Sandia Board of Directors has established a designated U. T.
System Director’s position to be filled through election by the Board of Directors. That
U. T. System Director will organize and lead technical peer reviews of Sandia’s science
and technology foundations, working through a newly formed Subcommittee of the
Mission Committee of the Board of Directors.

A brief summary of the proposed agreement follows:
1. Peer Review and Scientific Accountability

a. U. T. System agrees to develop, perform, and be accountable for the peer
review process of the Sandia Assurance System for Science, Technology
and Engineering. The review panels will be composed of appropriate
nationally recognized leaders from leading universities, corporations, and
agencies.

b. Beginning October 1, 2005, U. T. System will provide advice and
assessment of the state of health and planning related to Sandia's
science, technology, and engineering capabilities.



U. T. System will maintain an office on site and staffed by qualified
personnel from U. T. System institutions to provide oversight of the peer
review process. Full staffing of the office will be completed by

October 1, 2005.

Sandia will reimburse U. T. System, under a separate implementing
agreement delineating the terms and conditions, for the reasonable and
authorized costs of maintaining and staffing the office; salaries and Sandia
work-related travel for the assigned staff; and authorized expenses related
to the reviews.

Research Program Interfaces and Collaborations

a.

In addition to the current and ongoing activities and organizational
relationships detailed in the two existing MOUs referenced above, Sandia
and U. T. System agree to undertake unclassified, joint research projects
that take advantage of the complementary competencies of Sandia and
U. T. System as illustrated below:

e Simulation Engineering provides real-time sensor updates to
simulations. Two complementary approaches are worth pursuing:
broadly applicable simulation-engineering research for the National
Science Foundation and National Nuclear Security Administration/
Advanced Simulation and Computing Program, and potential first
application to real-time updated simulation engineering of the Texas
Power Grid (in preparation for extending the work to the U.S. power
grid) for the Department of Energy and for the Department of
Homeland Security to prevent cascading failures and to mitigate the
effects of terrorist attacks on the power infrastructure.

e UT-Sandia Petawatt High Energy Density Physics Capability will
leverage the unique 100 Joule petawatt laser at U. T. Austin and the
unique 500 Joule petawatt and 2000 Joule terawatt lasers at Sandia
for a combined regional capability in this emerging research area.

e Sustainable Energy and Water Security and Sustainability builds
on the unigue energy and geochemical expertise of the U. T. System
and the Texas-based petrochemical industry and the Sandia expertise
in energy and water-related science and engineering. This program
will address the mid-term and long-term alternatives for a sustainable
supply for mobile energy under sponsorship by an industry consortium,
a petrochemical corporation after appropriate fairness-of-opportunity
process, or the Department of Energy. The initial focus will be on
energy and water resources and on dynamic modeling and simulation.



b.

e Joint U. T. System-Sandia Health Security Program builds on the
expertise in infectious diseases and radiological bioscience within the
U. T. System, and the Sandia expertise in biomedical-related sensors,
microsystems, nanotechnology, computational biology, measurement
science, and proteomics to pursue major program opportunities. The
initial focus will be on cell membrane biology, chemistry, and
proteomics because of their importance to counterterrorism and
health security. The program will seek to position itself to become a
Department of Homeland Security Center of Excellence and to
respond to a National Institutes of Health PO1 Research Program
Project.

In undertaking the joint projects, the project-specific funding for joint
research will be provided through the Principal Investigator to the
participating institutions.

Educational Collaboration

a.

Sandia and U. T. System agree to utilize joint appointments so that Sandia
scientists can provide staff for graduate programs at U. T. System
institutions and U. T. System personnel can engage in long-term
involvement in Sandia research programs.

U. T. System agrees to provide on-site courses to Sandia personnel
through the use of resident U. T. System professors and to provide
distance learning opportunities. These offerings could include courses
from continuing education programs throughout the U. T. System, such as
those offered by the Center for Lifelong Engineering Education as well as
specialty, topical research courses of mutual interest between Sandia and
U. T. System. Sandia will pay for any courses provided to Sandia
personnel under separate implementing agreements.

U. T. System agrees to explore opportunities for granting resident tuition
status to Sandia personnel and families who are accepted to attend U. T.
System institutions. Since legislation may be required to accomplish this,
U. T. System cannot commit to the success of this endeavor at the time of
the signing.

Term of the Agreement

The agreement will remain effective for five years, subject to either party
withdrawing on 30 days’ notice.



5. Future Implementing Agreements

a. Peer Review. An implementing agreement providing for reimbursement
of U. T. System costs will be executed prior to October 1, 2005.

b. Educational Programs. Implementing agreements providing for
reimbursement of instructional costs will be executed by the U. T.
institution providing the courses.

C. Research Programs. Implementing agreements providing for project-
specific funding will be provided through the principal investigator to the
participating institutions.

To assure accountability, annual reports will be prepared summarizing activity under the
Memorandum of Understanding. On October 1 of each year, a report summarizing the
results of the peer review process will be forwarded by the on-site coordinator to the
Vice Chancellor for Research and Technology Transfer and to the Chancellor. On the
same date, a report summarizing results of joint research activities will be forwarded by
the participating institutions to the Vice Chancellor for Research and Technology
Transfer and to the Chancellor, and a report summarizing results of the educational
collaboration will be forwarded by the participating institutions to the Executive Vice
Chancellor for Academic Affairs and to the Chancellor.

Following receipt of the reports on October 1, the Chancellor will prepare for the Board
of Regents a summary of the preceding year’s activities.



Memorandum of Understanding
Between
Sandia Corporation
and
The University of Texas System

This agreement is by and between Sandia Corporation ("Sandia"), operator of Sandia
National Laboratories, with principal offices located in Albuquerque, New Mexico, and
The University of Texas System ("UTS").

Purpose

The purpose of this agreement is to provide the basis for implementing (1) an expanded
and formalized relationship between Sandia and UTS that will assess and enhance
performance excellence at Sandia National Laboratories and (2) increased interactions
and collaborations between individual staff, faculty and students at Sandia and the
institutions comprising UTS.

Background

Sandia has a number of missions defined by National Nuclear Security Administration
(NNSA), Department of Energy (DOE) and the Department of Homeland Security
(DHS), among which are deterrence of attack with nuclear weapons, non-proliferation,
energy, homeland security, research, work for other federal agencies, and the fostering
of science and engineering education. Much of the work is funded in relatively large
programs at the laboratory level and conducted by staff working in multidisciplinary
teams under the direction of a project manager.

The University of Texas System's primary missions are education, research, health care
and public service of regional, national and international significance. Research at the
institutions of UTS is aimed at expanding the educational opportunities available to
undergraduate and graduate students, at promoting scholarly inquiry and to the
development of knowledge and understanding. UTS maintains strong and
internationally recognized research programs in science and engineering that contribute
to the academic achievement and stature of institutions and assist UTS in fulfilling its
responsibilities to the state and the nation.

To further the expanded and formalized relationship between Sandia and UTS, the
Sandia Board of Directors has elevated the Organizational Structure for Oversight of
Science and Technology at Sandia through the following actions by resolution of the
Board on January 26, 2005: The Sandia Board of Directors has established a



designated UTS Director’s position to be filled through the election by the Board of
Directors. That UTS Director will organize and lead technical peer reviews of Sandia’s
science and technology foundations, working through a newly formed Subcommittee of
the Mission Committee of the Board of Directors. The Subcommittee will be composed
of at least two Board members including the Chair and at least two advisors from
universities, two from industry, and two from government agencies and/or federal or
national laboratories.

Mutual Commitments

1. This agreement supplements the Memoranda of Understanding entered into by
The University of Texas at Austin (MOU# 02-S-348) and by The University of
Texas at Arlington, The University of Texas at Dallas, The University of Texas
Southwestern Medical Center at Dallas and The University of Texas System
(MOU# 03-S-386). The two MOUSs are hereby incorporated by reference.

2. Peer Review and Scientific Accountability.

a. UTS agrees to develop, perform, and be accountable for the peer review
process of the Sandia Assurance System for Science, Technology and
Engineering. The review panels will be composed of appropriate nationally
recognized leaders from the leading universities, corporations, and
agencies.

b. Beginning October 1, 2005, UTS will provide forthright and unfiltered
advice and assessment of the state of health and planning related to
Sandia's Science, Technology, and Engineering capabilities. The reviews
will cover the integrated effectiveness of the science, technology, and
engineering research and development performed under the Laboratory
Directed Research and Development Program, the Research Foundations
of the Nuclear Weapon Program, the research sponsored by the Office of
Science, and other precompetitive foundational research from other
sponsors. The scope does not include the programmatic deliverables to
external customers.

C. The opinions expressed represent the opinions of the committees and not
that of the UTS.

d. At least 50% initial composition of the review committees will be drawn
from the current membership of Sandia's ST&E External Advisory Boards
to ensure continuity of knowledgeable reviewers. The committee
membership will evolve, consistent with and in accordance with the
process developed by UTS. UTS or Sandia can disqualify chairs and
members based on conflict of interest or exceptional bias that cannot be
effectively mitigated. The chairs and membership of each board must be
mutually acceptable to UTS and to Sandia.
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UTS will maintain an office on site and staffed by qualified personnel from
UTS institutions to provide oversight of the peer review process. Full
staffing of the office will be completed by October 1, 2005.

UTS will provide to the Chief Technology Officer of Sandia quarterly
reports detailing the results of the peer review oversight and the value
added by the oversight process in accord with the best practices jointly
derived by UTS and Sandia from relevant studies by National Academy of
Sciences and from the Guidance of the DOE Office of Science and the
Government Performance Research Act and from the UTS research on
scientific accountability.

Sandia will reimburse UTS, under a separate implementing agreement
delineating the terms and conditions, for the reasonable and authorized
costs of maintaining and staffing the office, salaries and Sandia
work-related travel for the assigned staff, and for the reasonable and
authorized expenses related to the reviews.

Sandia and UTS agree to provide a screening mechanism so that UTS will
not provide peer review or evaluation that would create a conflict of
interest for UTS.

3. Research Program Interfaces and Collaborations

a.

4.

a.

In addition to the current and ongoing activities and organizational
relationships detailed in the two MOUs referenced above in Item 1, Sandia
and UTS agree to undertake joint research projects that take advantage of
the complementary competencies of Sandia and UTS as illustrated in
Exhibit A.

In undertaking the joint projects, the project-specific funding for joint
research will be provided through the Principal Investigator to the
participating institutions. At the request of the participating scientist or
engineer to his or her own department, proposal preparation will be
provided by the participant’s institution as in-kind contributions.

Funding pre-project expenses that go beyond reasonable in-kind
contributions of personnel time will be the responsibility of the principal
investigator.

Educational Collaboration

Sandia and UTS agree to utilize joint appointments so that Sandia
scientists can serve as staff for graduate programs at UTS institutions and
UTS personnel can engage in long-term involvement in Sandia research
programs.
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b. UTS agrees to provide on-site courses to Sandia personnel through the
use of resident UTS professors and to provide distance learning
opportunities, as described in Exhibit B. These offerings could include
courses from continuing education courses throughout the UTS, such as
those offered by the Center for Lifelong Engineering Education as well as
specialty, topical research courses of mutual interest between Sandia and
UTS. Sandia shall pay for any courses provided to Sandia personnel
under separate implementing agreements.

C. UTS agrees to explore opportunities for granting tuition benefits to Sandia
personnel and families who wish to attend UTS institutions. Since
legislation may be required to accomplish this, UTS cannot commit to the
success of this endeavor at the time of the signing. Further developments
will be included in Exhibit C.

Patent, Technical Data and Works of Authorship

Patents, technical data, and works of authorship arising from the activities under this
Agreement will be subject to the conditions set forth in Appendix A of this agreement.

Conditions for Sandia Participation

1. It is agreed and understood that any work done or actions taken by Sandia must
be in accordance with the terms and conditions of the prime contract between
Sandia Corporation and the DOE for the operation of Sandia National
Laboratories; and, must be in accordance with any successor contracts for
operation of Sandia National Laboratories. In case of any conflict between this
Agreement and the prime contract for the operation of Sandia, the prime contract
shall take precedence.

2. It is further agreed and understood that Sandia is required by the DOE to include
certain terms and conditions in all implementing agreements it enters into with
third parties. UTS and Sandia agree that, to the extent applicable to this
Agreement, such terms and conditions shall be set forth in writing in such
implementing agreements.

Conditions for UTS' Participation

It is agreed and understood that any work done or actions taken by UTS must be in
accordance with the terms and conditions of the policies of the Board of Regents of the
University of Texas System ("BOR’), particularly with respect to BOR Intellectual
Property Policy, as set forth in The University of Texas System Regents’ Rules and
Regulations 90101 through 90106. In the case of any conflict between this Agreement
and BOR Intellectual Property Policy, the latter shall take precedence.
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Implementing Agreements

1. The details of the level of support to be furnished to one organization by the other
with respect to funding will be developed in specific implementing agreements
subject to availability of funds. Agreements or projects that set forth specific
arrangements for program implementation shall be separately developed and
agreed to in implementing agreements facilitated by this Agreement. Specific
funding and tasking will be established under such implementing agreements.
Appropriate patent and other intellectual property provisions shall be included in
implementing agreements entered by the parties on a case by-case basis.

2. No claims for consequential damages, incidental damages, claims for lost profits,
or other indirect damages arising out of or resulting from the work conducted
under implementing agreements facilitated by this Agreement shall be allowed.

Duration

This Agreement shall remain in full force and effect for a period of five (5) years from the
date this agreement is executed by all parties. Either party may withdraw from this
agreement at its sole discretion upon thirty (30) days written notice to the other party.
Any agreement reached by the parties to designate a Responsible Party according to
the provisions set forth in Appendix A, shall survive the termination of this Agreement.

Entire Agreement

The foregoing supplements the previously referenced agreements (MOU# 02-S-348
and MOU# 03-S-386) which have been incorporated by reference and will continue to
be in effect. The three MOUs compose the entire agreement and understanding
between the parties, superseding any previous or contemporaneous understandings,
commitments, or agreement, oral or written, with respect to the subject matter of these
MOUs. If there is any conflict between this MOU and the previously referenced MOUSs,
the terms of this MOU shall control.

On Behalf of:

The University of Texas System Sandia Corporation

Mark G. Yudof Dr. Paul Robinson
Chancellor President

The University of Texas System Sandia National Laboratories
Date: Date:
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Exhibit A: Program Areas Proposed for Initial Implementation of this MOU

Potential program areas are listed in Exhibit A to motivate the immediate
implementation of this agreement and will be updated periodically as the projects will
change over time.

1. Simulation Engineering provides real-time sensor updates to simulations. Two
complementary approaches are worth pursuing: broadly applicable simulation-
engineering research for the NSF and NNSA/ASC and potential first application to
real-time updated simulation engineering of the Texas Power Grid (in preparation for
extending the work to the US power grid) for the DOE and for DHS to prevent cascading
failures and to mitigate the effects of terrorist attacks on the power infrastructure. The
work at UT Arlington and at Sandia on understanding the Texas Power Grid and the
work in the Center for Electromechanics, UT Austin, on the control of the power
systems in the all electric ship may help illustrate, develop, and market this approach.

2. UT-Sandia Petawatt High Energy Density Physics Capability will leverage the
unique 100 Joule petawatt laser at UT Austin and the unique 500 Joule petawatt and
2000 Joule terawatt lasers at Sandia for a combined regional capability in this emerging
research area. We will continue to mutually support each other's pursuit of funding for
each institution's petawatt lasers and strive to find a path to fund the required target
chamber at Sandia. The proposal is sufficiently mature to seek funding but the
challenge is to find funding that does not conflict with the Nuclear Weapon mission
priorities or prior commitments.

3. Sustainable Energy and Water Security and Sustainability builds on the unique
energy and geochemical expertise of the UTS and the Texas-based petrochemical
industry and the Sandia expertise in energy and water-related science and engineering.
The growing dependence on unconventional sources, including methane from coal, and
the political uncertainties in the oil-rich regions of the world are motivating petroleum
companies to seek near-term (< 5 year), mid-term (5 to 15 year), and long-tern

(>15 year) alternatives. This program will address the mid-term and long-term
alternatives for a sustainable supply for mobile energy under sponsorship by an industry
consortium, a petrochemical corporation after appropriate fairness-of-opportunity
process, or the DOE. The initial focus will be on energy and water resources and on
dynamic modeling and simulation. Other promising areas include downstream fuels
processing, nonconventional natural gas systems, carbon sequestration, and
large-scale energy storage.

4. Joint UTS-Sandia Health Security Program builds on the UTS expertise in
infectious diseases and radiological bioscience within the UTS and the Sandia expertise
in biomedical-related sensors, microsystems, nanotechnology, computational biology,
measurement science, and proteomics to pursue major program opportunities. The

14



initial focus will be on cell membrane biology, chemistry, and proteomics because of
their importance to counterterrorism and health security. The program will seek to
position itself to become a DHS Center of Excellence and respond to a NIH PO1
Research Program Project.
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Exhibit B: Criteria for Courses and Associated Interactions

In addition to the already developed suite of courses offered by the Center for Lifelong
Engineering Education under consideration, Sandia will initiate a summer program of
educational and research interactions between the Sandia National Laboratories and
the UT System. These interactions and the resulting courses are intended to provide
Sandia access to world-class, unigue educational opportunities that are the result of
ongoing research at the University of Texas System campuses.

These topical research short courses are to be offered on-site at Sandia National
Laboratories in conjunction with a summer research leave opportunity for a UT System
faculty member and graduate student. Courses are to be based upon a joint proposal
from a Sandia National Laboratories technical staff member and UT System faculty
member and accepted by the Sandia ST&E Executive Council. Each proposal will
consist of a white paper describing a research area of ongoing and mutual interest to
both parties. The UT System faculty member and the Sandia Point of Contact will
propose to the ST&E Executive Council a conceptual area for a research short course
and a research area. The timetable for submission and consideration of proposals is to
be determined. The courses would be presented throughout the summer.

Each course will be open to students across Sandia National Laboratories who are
interested in the topical research area and who are approved by their Sandia manager
to take the course. A Sandia National Laboratories staff member seeking a graduate
degree must be admitted to the graduate program of the appropriate UTS institution.
Sandia National Laboratories will provide suitable educational facilities for course
delivery. Auditing will be at the discretion of the student's Sandia manager.

The UT System faculty and graduate student will be appropriately located within a
research organization at Sandia National Laboratories. Research collaboration between
the faculty and the research organization should culminate in joint proposals, refereed
journal publications, patent disclosures, Doctoral Studies Program acceptances or other
tangible outcomes. The UT System faculty will have access to Sandia National
Laboratories' facilities (experimental and computational) during the course of the
research leave. Sandia National Laboratories will pay for appropriate clearance

(L or Q clearance) if location within a restricted technical area is required. The UT
System faculty and graduate student must be US citizens.

This opportunity should increase the ongoing research collaborations between Sandia
National Laboratories and the UT System. The UT System faculty will benefit from
access to ongoing Sandia research as well as access to state-of-the-art facilities.
Sandia will benefit through the educational opportunities for technical staff outside their
current research assignments and collaboration on nascent research topics. Both
organizations will benefit through increased creativity from collaborative research.
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Exhibit C: Status of Initiative to Explore Opportunities for Granting Resident
Tuition Status to Sandia Personnel and Families Who Are Accepted to Attend
UTS Institutions

Action by UTS, the Regents of the UTS, and the Texas Legislature may be required to
provide resident tuition status to Sandia Personnel and families who are accepted to
attend the UTS Institutions. Such action will be explored after the MOU has been
implemented and the benefit to the State of Texas of the expanded and formalized
relationship between UTS and Sandia has been demonstrated. Exhibit C will be
updated annually to record progress on this initiative.
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Appendix A

Patent, Technical Data and Works of Authorship

1. Ownership rights to subject inventions and works of authorship arising under all
funded or unfunded arrangements between UTS and Sandia shall be consistent with
appropriate Sandia contractual obligations to the Department of Energy (DOE), any
applicable federal statutes and the Intellectual Property Policy of The University of
Texas System Board of Regents.

2. Ownership rights of UTS in subject inventions developed by UTS' employees,
contractors, faculty or students, funded in whole or in part by Sandia, are governed by
35 USC 200 et seq., and by the Intellectual Property Policy of The University of Texas
System Board of Regents.

3. Ownership rights of Sandia in subject inventions developed by Sandia employees or
contractors, irrespective of the source of funding, shall be controlled by Sandia's
contract with DOE and all class waivers applicable to such inventions granted to Sandia
by DOE.

4. Ownership rights of copyrightable works of authorship either solely authored or
co-authored by employees, contractors, faculty or students of UTS or Sandia shall be
controlled by 17 USC 201 and by the Intellectual Property Policy of The University of
Texas System Board of Regents; provided, however, that Universities' rights in such
works that are funded in whole or in part by Sandia are governed by 48 CFR 52.227-14,
with Alternates I, Il, lll and IV as appropriate.

5. Ownership rights in subject inventions and works of authorship created by part time
Sandia/part time UTS' employees shall be consistent with Sandia's obligations to DOE
and any applicable federal statutes and the Intellectual Property Policy of The University
of Texas System Board of Regents.

6. Except as otherwise provided by 48 CFR 52.227-14 (g), and to the extent provided
by 42 USC 5908 and 35 USC 202(c)(4), the United States Government shall retain a
nonexclusive, nontransferable, irrevocable, paid up license to practice, or have
practiced, throughout the world for, or on behalf of the United States, all works of
authorship created and inventions conceived or first reduced to practice during the
course of a government funded contract between Sandia and Universities.

7. Itis explicitly understood that with respect to subject inventions and works of
authorship arising under any research projects carried out under a separate agreement
between Sandia and UTS such as a Visiting Scientist Agreement, Cooperative
Research and Development Agreement, Work For Others Agreement, lease agreement
for laboratory equipment, materials and facilities, that the terms of such agreements
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relating to inventions and works of authorship shall, to the extent inconsistent herewith,
supersede the terms herein; provided, however, such terms and conditions shall be
negotiated and mutually acceptable to the parties.

8. The following categories of patents, technical data and works of authorship
developed under this Agreement, irrespective of ownership, are subject to this
agreement:

* subject inventions whose co-inventors and works of authorship whose co-authors
include both Sandia and UTS' contractors, employees, faculty or students;

* subject inventions and works of authorship created by Sandia employees or
contractors utilizing UTS' equipment, personnel or facilities on the premises of UTS
for which UTS is not compensated by Sandia;

* subject inventions and works of authorship created by UTS' employees,
contractors, faculty or students utilizing Sandia equipment, personnel or facilities on
the premises of Sandia for which Sandia is not compensated by UTS.

9. Upon filing an invention disclosure at either Sandia or UTS relating to one or more
of the above-enumerated categories, a copy thereof shall be sent by the filing party to
designated representatives of the other party. The designated representatives of UTS
and the Sandia Patent and Licensing Office shall agree within ninety (90) days after
receipt thereof that either Sandia or UTS shall:

* Undertake patent or other protection of the subject invention disclosed;

» Undertake an analysis of the potential value of the subject invention which it shall
share with the other party upon request; and

* Undertake licensing or other commercialization of the subject invention.

The party assuming responsibility for the above matters is referred herein as the
Responsible Party.

10. Within such 90-days period, the parties shall also reach agreement as to how each
shall share the proceeds of licensing such inventions. Such agreement shall be based
on the parties' determination as to the value of the contribution of each party to such
invention. In determining the value of the contribution of each party, consideration shall
be given to, among other matters, the extent of the intellectual contribution of
employees, contractors, faculty and students, as well as the value of the non-monetary
support of each party to the invention. By the way of example, such non-monetary
support includes the use of equipment or facilities of one party, which have not been
otherwise expressly compensated for by the other party. Once made, such agreement
shall be final unless otherwise agreed to by the parties.
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11. If UTS and Sandia Patent and Licensing Office are unable to agree within such
ninety (90) day period as to which of them shall be the Responsible Party for patenting
and licensing of the technology or how the parties shall share in licensing proceeds,
then such not agreed upon issues shall be resolved by the respective UTS designated
representatives as reflected on the Attached Appendix E and the Sandia Vice President
for Science, Technology and Partnerships. Their mutual decision shall be rendered
within thirty- (30) days after referral to them and that decision shall be final.

12. If the Responsible Party should decide not to continue performance of the tasks
described in paragraph 9 above with respect to any invention, it shall so advise the
other party in a timely fashion so as to effectively allow the other party to assume such
tasks if it so desires.

13. The Responsible Party shall be responsible for payment of all costs of patenting and
commercialization. Such party should be entitled to reimbursement for the reasonable
out-of-pocket and commercialization costs incurred by it from the proceeds of such
commercialization before any such proceeds are shared between the parties.
Documentation with respect to such costs shall be provided to the other party. No party
shall be liable for the costs of foreign patent prosecutions or enforcement actions, and
such costs may not be deducted from the proceeds of commercialization unless agreed
by the parties.

14. The Responsible Party shall also have full authority, and the same is hereby
granted, to represent the interests of the parties and shall make periodic reports and
provide other information to the other parties regarding the commercialization of the
technology, including patent status and the commercialization efforts made. The
Responsible Party shall also make disbursements semi-annually to the other parties,
beginning on the January 1 or July 1 following the first receipt of such proceeds.

15. The parties not responsible for patenting and commercialization of any invention
shall cooperate with such efforts by making information and other internal resources
reasonably available as appropriate and shall use reasonable efforts to promote the
cooperation of its contractors or employees who are inventors. The parties not
responsible for patenting and commercialization shall execute all documents necessary
and appropriate to allow the Responsible Party to carry out patenting and
commercialization responsibilities, including the execution of powers of attorney.

16. With respect to scholarly works of authorship created in the above apportionment
situations, the parties agree to grant to each other a non-exclusive, paid-up and
royalty-free license to exercise throughout the world all rights of whatever kind or nature
now or hereafter protected by the Copyright Law of the United States (the "Copyright
Law") in and to all scholarly works produced pursuant to this Agreement, including the
rights to reproduce, distribute, prepare derivative works, distribute copies to the public,
and perform publicly and display publicly, subject to any rights required to be assigned
or granted in order to permit publication of such scholarly works. The management of
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commercialization and sharing of commercialization proceeds of all other works of
authorship or other copyrightable materials subject to this Agreement shall be handled
in the manner set forth above for patentable inventions.

17. Each party represents that it has the full power and authority to agree with the other
parties how inventions subject to this Agreement are protected and commercialized and
how the income from licensing thereof shall be shared by the parties.

18. Nothing in this Agreement, expressed or implied, is intended to confer any right
remedies, claims or interests upon a person not a party hereto.
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4. U. T. Board of Regents: Regents' Rules and Requlations, Series 30101 -
Amendment to replace the U. T. System-wide Classified Personnel Pay Plan
with plans at the institutional level

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Business Affairs, the Vice Chancellor for Administration, and the Vice Chancellor and
General Counsel that the Regents' Rules and Regulations, Series 30101 be amended
as set forth below in congressional style to allow the U. T. System Classified Personnel
Pay Plan to be replaced with plans at the institutional level:

1. Title
Classified Personnel Pay Plan
2. Rule and Regulation

Sec. 1 Institutional Classified Personnel Pay Plan. The institutions of the
U. T. System and System Administration shall adopt and maintain a
classified personnel pay plan that conforms to the guidelines
established by the Chancellor in a Business Procedures Memorandum.
Each institution’s president shall be responsible for the development
and operation of the respective institution’s classified personnel pay
plan. The Chancellor shall be responsible for the development and
operation of System Administration’s classified pay plan.

BACKGROUND INFORMATION

At the November 2004 Board of Regents' meeting, several questions were raised
concerning the recommended changes to the Regents' Rules and Regulations
regarding the U. T. System Classified Personnel Pay Plan.

The provision of the Regents' Rules required U. T. System to maintain a centralized pay
plan for classified employees and delegated authority to the Chancellor for approval of
the pay plan. The proposed new provision would abolish the U. T. System Classified
Pay Plan and replace it with institutional pay plans in compliance with a Business
Procedures Memorandum (BPM), as outlined on Pages 23.1 — 23.5. The BPM provides
guidelines for development of individual classified pay plans following elements
currently contained in Section 2 of the rule proposed for amendment. The BPM is
included for information only. The Board is not being asked to approve the BPM.
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The BPM was developed with input from a System-wide Pay Plan Task Force
comprised of members from the institutions and has been approved by the U. T. System
Office of General Counsel.

The current U. T. System Classified Pay Plan is a compilation of each U. T. institution's
classified personnel pay plan and provides for standardized job codes, job titles, and
individual salary ranges. Under the current centralized process, each U. T. institution
is required to submit any changes in these categories for approval by U. T. System
Administration. During Fiscal Year 2004, over 900 such changes were forwarded to

U. T. System for handling. However, the justifications for requested changes are
unique to each of the U. T. institutions, as each must make local determinations of titles
and salary ranges to be, and to remain, competitive within the respective service areas.
U. T. System Administration is not in the best position to make these individual
determinations on behalf of the 15 institutions.

At a time when the U. T. System continues to identify opportunities to improve
operational efficiencies through deregulation, the System-wide Classified Personnel Pay
Plan remains an internal constraint on efficient business operations. Human resource
professionals at the U. T. institutions advise that significant institutional resources are
expended following the current pay plan process. The institutions have requested the
flexibility to make decisions regarding classified titles and pay ranges based on indivi-
dual business needs. With the changes brought about by technology, the dynamic
growth of and change in job titles, and rapid shifts in the labor market, requiring institu-
tions to request centralized review of changes to their pay plans before implementation
places undue constraints on the efficient operations of the U. T. System.
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THE UNIVERSITY OF TEXAS SYSTEM

Business Procedures Memorandum
Classified Pay Plan

Purpose

Policy

Structure and Standards
Definitions

Authority

Applicability
Interpretation

Approval and Revisions

1. PURPOSE

2. POLICY

This Business Procedures Memorandum requires that each University of Texas
System institution and System Administration maintain a Classified Pay Plan in
accordance with the standards set forth below.

Each institutional Classified Pay Plan shall include a listing of job titles of all
positions which do not entail significant instructional responsibilities or
responsibilities for the administration of instructional or research organizations.
The members of the Board have delegated to the President of each institution, or
his or her delegate, the authority for the maintenance of an institutional Classified
Pay Plan. Each delegate shall determine the inclusiveness of the Classified Pay
Plan for the institution and have the responsibility to maintain the pay plan on an
annual basis. Each delegate shall comply with all appropriate requests for
institutional compensation information in a timely manner.

3. CLASSIFIED PAY PLAN STRUCTURE AND STANDARDS

3.1

Type of Plan
Each delegate may determine the Classified Pay Plan structure that most

appropriately meets the needs of the institution and is in compliance with the
standards set forth below.
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3.2

Required Classified Pay Plan Elements

3.2.1

3.2.2

3.2.3

3.24

3.2.5

3.2.6

Job Titles

Descriptive job titles shall be used for positions that are similar in
scope and function. Institutional pay plans shall have suitable
descriptive titles.

Job Codes

A uniform job code system shall be used to designate job classes
within each institutional Classified Pay Plan.

Salary Ranges

Each title in an institutional Classified Pay Plan shall have a
minimum and maximum for each salary range. Each institution may
base its Classified Pay Plan on those compensable factors it
determines to be appropriate. Salary ranges for each job
classification should reflect the competitive labor market
environment applicable to each institution.

Job Descriptions

A standardized job description shall be developed and made available
for each job title appearing in an institutional Classified Pay Plan.

This job description should include at minimum: the job code; title;
purpose of the job; required education and experience and any required
certification, registration, or licensure; job functions; and supervisory
responsibilities.

Fair Labor Standards Act (FLSA) Category

Each institutional Classified Pay Plan shall provide a reference to the
appropriate overtime category under the FLSA.

Equal Employment Opportunity Code (EEQ)

Each institutional Classified Pay Plan shall include the appropriate
EEO code for each classified title.
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3.2.7 Index

Each institutional Classified Pay Plan should include an index that
includes all classified titles for each occupational job family included
in the pay plan. Other indices may be included as determined by an
institution.

3.2.8 Compensation Policies

Each institution should include relevant institutional compensation
policies and appropriate statements of compensation philosophy in its
Classified Pay Plan.

3.3 Pay Plan Accessibility

To facilitate sharing of knowledge and administrative resources, each institution
shall make its Classified Pay Plan accessible on an internet or other site
determined by The University of Texas System. This accessibility may be
accomplished through linkage from the institutional Classified Pay Plan to the
designated University of Texas System site. All of the essential institutional pay
plan elements required in Section 3.2 above shall be included in the Classified
Pay Plan that is linked to The University of Texas System site. Each institution is
responsible for assuring that subsequent changes to the Classified Pay Plan are
reflected on the linked site.

3.4 System-wide Pay Plan
The Classified Pay Plans of the institutions of The University of Texas System
and System Administration shall be collectively deemed to be the System-wide
Pay Plan.
4. DEFINITIONS

Classified Pay Plan

An institution structure for classifying positions into occupational families that do
not have the assignment of significant instructional responsibilities or
responsibilities for the administration of instructional or research organizations,
which provides a framework for the assignment of job titles, job class codes,
FLSA category, EEO codes, and salary grade or range.
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Classified Positions

Positions with similar qualifications, requirements and level of
responsibility that are grouped together in occupational job families
which, when organized hierarchically, create a classified pay plan
structure.

Classified Job Title

Job titles that are subject to the salary administration and
classification guidelines of and included in the Classified Pay Plan.
Titles are descriptive of the work performed and its relative level.

Job titles may be generic or specific and can use numerical indicators,
letter designations, or descriptive adjectives.

Compensation Policies

The general philosophy and principles of monetary rewards
established by the institution that guide the compensation and related
practices within fiscal resources. These principles and the policies on
which they are based guide compensation program design, procedures
and practices to: assure support for the mission of the institution;
attract and retain a well-qualified workforce; provide equitable and
fair compensation for similar qualifications and work; ensure
compliance with applicable laws and regulations; recognize and
reward superior performance; and pay at levels that are competitive
within the relevant labor markets.

EEQO Code

The numeric code assigned to each job title based on the Equal
Employment Opportunity Commission (EEOC) job group definitions.

Fair Labor Standards Act (FLSA)

Federal legislation that sets minimum wage, overtime pay, equal pay,
record keeping, and child labor standards for employees who are
covered by the act and are not exempt from specific provisions.

FLSA Category

The designation of a job that indicates whether it is exempt from or
subject to the overtime provisions of the Fair Labor Standards Act.
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Job

The grouping of tasks, duties, and responsibilities assigned to one or
more positions. A job refers to the tasks, duties, and responsibilities
rather than how well the work is performed.

Job Code
The unique numeric or alpha-numeric designation that is assigned to a
specific job title, occupational group, or title series within the

occupational group to which the title is assigned.

Job Description

The summary of the major duties and critical tasks of a job that
identifies the minimum qualifications such as education, experience
and certification required for a classification. Preferred qualifications
may also be included.

Salary Ranges

The span from minimum to maximum that constitutes a pay or salary
grade or salary range established for a particular job or job grade. A
salary range must include a minimum and maximum and may include
midpoints.

. AUTHORITY

The authority for this Business Procedures Memorandum is provided by: Regents’
Rules and Regulations, Series 30101, Classified Personnel Pay Plan.

. APPLICABILITY

This Business Procedures Memorandum is applicable to each institution of The
University of Texas System and to System Administration.

INTERPRETATION

The Assistant Vice Chancellor for Employee Services officially interprets this
Business Procedures Memorandum and is responsible for its revision as necessary
to meet the changing needs of The University of Texas System and any
subsequent statutory requirements.

. APPROVAL AND REVISIONS

Month xx, 2005
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5.

U. T. Board of Regents: Regents' Rules and Requlations, Series 80601 -

Amendment to increase delegated authority to accept settlement amounts

for property and casualty insurance

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, Series 80601, be amended as set forth below in congressional style to
increase the settlement amount for property and casualty insurance and surety bond
claims that may be approved by the Executive Vice Chancellor for Business Affairs.
These settlements are for claims other than life, disability, and health claims for which
the U. T. System is the claimant.

It is further recommended that the Board authorize the Executive Vice Chancellor for
Business Affairs to approve all self-insurance settlement payments under the
Comprehensive Property Protection Plan (CPPP), without regard to the dollar amount.

1.

Title

Property and Casualty Insurance and Surety Bonds

Rule and Regulation

Sec. 1

Sec. 2

Authority to Purchase. The terms of any insurance policies and surety
bonds, other than life, disability, and health insurance policies for any
U. T. System institution or for System Administration, shall be
negotiated by the Director of Risk Management. The Executive Vice
Chancellor for Business Affairs shall approve the purchase or renewal
of policies with premiums in excess of $500,000.

Notice of Loss and Approval of Claims. At the time a loss occurs
applicable to either System-wide or individual insurance policies and
surety bonds, the Director of Risk Management shall be notified by the
chief business officer of the institution. For all claims, other than life,
disability and health claims, in which the University is a claimant, the
Director of Risk Management shall approve all loss claims and
settlements under $250,000. The Executive Vice Chancellor for
Business Affairs shall approve any settlement between $250,000 and
$500,000 $1,000,000, and any settlements under the University’s

Comprehenswe Propertv Protection Plan. Neﬂ#eaﬂen—ef—the
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: o ! challl o | for ratification.

Settlement of commercial insurance or surety bond claims in excess
of $1,000,000 must have the approval of the Board of Regents.

Sec. 3  Settlement of Catastrophic Claims. In the case of a catastrophic
occurrence where the loss is so extensive that partial commercial
insurance payments in excess of $1,000,000 are necessary, the
Chancellor is delegated authority to execute all documents related
to the partial payment or adjustment. The Board of Regents will be
notified by the Chancellor of all partial payments received in excess
of $1,000,000. Final settlement of commercial insurance claims in
excess of $1,000,000 will require approval by the Board.

BACKGROUND INFORMATION

Previously, the Regents' Rules and Regulations authorized the Executive Vice
Chancellor for Business Affairs to approve any settlement not to exceed $500,000
with notification to be provided to the Board at his/her discretion. The Executive Vice
Chancellor for Business Affairs could also approve settlements over $500,000 and up
to $1,000,000, but those settlements required ratification by the Board. Settlements in
excess of $1,000,000 required approval by the Board.

The proposed rule would allow the Executive Vice Chancellor for Business Affairs to
approve commercial insurance settlements not to exceed $1,000,000, as well as all
settlements made under the self-insurance portions of U. T. System's property
insurance program.

Settlement of commercial insurance and surety bond claims in excess of $1,000,000 will
still require approval of the Board. These settlements are made between the University
and a commercial insurance company. It is recommended the threshold be at a level
consistent with the authority of the Executive Vice Chancellor for Business Affairs to
approve other transactions with outside parties.

U. T. System's property insurance program, known as the Comprehensive Property
Protection Plan (CPPP), was originally established in November 1995, with approval of
the Board. The CPPP was enhanced in 2003 when the Board approved and patrtially
funded the revised self-insurance structure to specifically address named wind and
flood exposures.

The CPPP is comprised of three different programs, two of which include self-

insurance funds. The third program includes traditional insurance coverage for
boiler and machinery losses and associated loss of income.
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The self-insurance fund for the Fire and All Other Perils program covers up to

$7.25 million per loss. This essentially funds the deductible on the commercial
insurance policy. The self-insurance fund for the Named Wind and Flood program
covers up to $50 million per loss. If a loss under this program exceeds the available
balance in the self-insurance fund, debt may be issued to fulfill the obligation of the
program. If that occurs, the debt issuance will require Board approval pursuant to the
Regents' Rules.

Settlements within these self-insurance programs are guided by the terms and
conditions of the insurance policy and the CPPP Plan Guides. Any large claim requires
significant coordination and is thoroughly vetted with the U. T. institution that suffers
the loss. Once the loss amount is established with the assistance of an independent
adjusting firm, a settlement agreement is reached with the Chief Business Officer of the
affected U. T. institution.

Since distributions from these funds are internal to the U. T. System, are time sensitive,
and are directed by the policy and guide documents, it is most appropriate and efficient
to allow the Executive Vice Chancellor for Business Affairs to approve CPPP self-
insurance settlements.

In summary, the proposed rule allows for a more efficient claim settlement process for
commercial insurance claims and claims funded through the property self-insurance
funds. Board approval is still required on settlements over $1,000,000 involving
recoveries from commercial insurance companies.

6. U. T. Board of Regents: Proposed appointment of members to the
Board of Directors of The University of Texas Investment Management
Company (UTIMCO)

RECOMMENDATION

In accordance with the requirements of the Regents' Rules and Regulations,

Series 10402, Chairman Huffines requests approval of the proposed appointment of
the following Regents to serve on The University of Texas Investment Management
Company (UTIMCO) Board of Directors for terms ending April 1, 2007, or until the
successor of each is chosen and qualifies, or until their earlier resignation or removal:

Regent Caven (to replace Regent Barnhill)
Regent Rowling (to replace Vice-Chairman Clements)
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BACKGROUND INFORMATION

Pursuant to Texas Education Code Section 66.08, the Board of Regents shall
appoint the nine directors of UTIMCO. At least three members of the U. T. System
Board of Regents and the Chancellor shall be appointed to the UTIMCO Board of
Directors by the Chairman of the Board of Regents, by and with the consent of the
Board of Regents.

Vice-Chairman Clements has served on the UTIMCO Board of Directors since
May 2001 and Regent Barnhill has served on the UTIMCO Board of Directors since
July 2004.

The proposed appointments of Regent Caven and Regent Rowling have been reviewed
by the Office of General Counsel and the Counsel and Secretary and were found to be
consistent with State law and the provisions of the UTIMCO Code of Ethics.

7. U. T. Board of Regents: Announcement of establishment of a special
ad hoc committee

H. RECESS FOR MEETINGS OF THE STANDING COMMITTEES AND
COMMITTEE REPORTS TO THE BOARD

The Standing Committees of the Board of Regents of The University of Texas
System will meet as set forth below to consider recommendations on those
matters on the agenda for each Committee listed in the Agenda Book. At the
conclusion of each Standing Committee meeting, the report of that Committee
will be formally presented to the Board for consideration and action.

Audit, Compliance, and Management Review Committee: Chairman Estrada
Agenda Book Page 29

Finance and Planning Committee: Chairman Hunt
Agenda Book Page 34

Academic Affairs Committee: Chairman Krier
Agenda Book Page 43

Health Affairs Committee: Chairman Clements
Agenda Book Page 51

Facilities Planning and Construction Committee: Chairman Barnhill
Agenda Book Page 55
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RECESS TO EXECUTIVE SESSION PURSUANT TO TEXAS GOVERNMENT
CODE, CHAPTER 551

1. Consultation with Attorney Regarding Legal Matters or Pending and/or
Contemplated Litigation or Settlement Offers - Section 551.071

2. Personnel Matters Relating to Appointment, Employment, Evaluation,
Assignment, Duties, Discipline, or Dismissal of Officers or Employees -
Section 551.074
U. T. Dallas: Candidate interview, discussion, and appropriate action

regarding personnel matters related to the possible selection and
employment of a president

J. RECONVENE IN OPEN SESSION TO CONSIDER ACTION FROM EXECUTIVE
SESSION

K. SPECIAL REPORT

U. T. Austin: Report of the Commission of 125

REPORT

The Commission of 125 is a group of citizens convened to express a vision of how
The University of Texas at Austin can best serve Texas and the larger society during
the next 25 years. The Commission was proposed during the 2001-2002 academic
year, 125 years after the Constitution of 1876 mandated that Texas establish "a
university of the first class". In the spirit of that mandate, the group was named the
Commission of 125. Mr. Kenneth M. Jastrow, I, Chairman of the Commission and
Chairman and CEO of Temple-Inland, will make a PowerPoint presentation set forth
on Pages 28.1 — 28.8.

L. ADJOURN
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THE UNIVERSITY OF TEXAS AT AUSTIN

The Commission of 125

PLANNING FOR THE FUTURE

The University of Texas System
Meeting of the Board of Regents

February 10, 2005
Presentation by Kenneth M. Jastrow, II, Chair
The Commission of 125

THE UNIVERSITY OF TEXAS AT AUSTIN

Commission Timeline

Commission Established
Fall 2002

Commission Meetings
2003-2004

Commission Report Delivered

September 2004

The Commission of 125

PLANNING FOR THE FUTURE
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THE UNIVERSITY OF TEXAS AT AUSTIN

Commission Membership

128 Regular Members

90 Honorary Members

218 Total Members

Members chosen for occupational, geographic, and ethnic diversity.

mission of 125
FUTURE

THE UNIVERSITY OF TEXAS AT AUSTIN

Committees and Chairs

Character, Scale & Access
Undergraduate Experience
Graduate & Professional Education
Research

Libraries, Museums & Information
Technology Resources

Service to Society

External Relationships

Resources & Infrastructure

Cassandra Carr
Cappy McGarr
Fred Hegi

Steve McKnight

Prudence Mackintosh

Melinda Perrin

David Beck

The Commission o 125

PLAN R THE FUTURE

Jake Foley
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Mission Statement

Through the work of the Commission of 125, citizens will
express a vision of how The University can best serve Texas
and the larger society during the next 25 years, determine
what must occur to realize that vision, and recommend a
course of action. In the process, the Commission will also
determine what must occur for The University to be
recognized consistently as one of the nation’s top five public
institutions.

PLANNING F HE FUTURE

Ty
' 2 THE UNIVERSITY OF TEXAS AT AUSTIN

Core Purpose

To transform lives for the benefit of society

Core Values

Learning — A caring community, all of us students, helping one another grow.

Discovery — Expanding knowledge and human understanding.

Freedom — To seek the truth and express it.

Leadership — The will to excel with integrity and the spirit that nothing is impossible.
Individual Opportunity — Many options, diverse people and ideas, one University.
Responsibility — To serve as a catalyst for positive change in Texas and beyond.

ssion of 125

HE FUTURE
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THE UNIVERSITY OF TEXAS AT AUSTIN

The Vision

The University of Texas will be the best in the world at
creating a disciplined culture of excellence that generates
intellectual excitement, transforms lives, and develops
leaders. The University of Texas will define for the 21t
century what it means to be a university of the first class.

THE UNIVERSITY OF TEXAS AT AUSTIN

A Consensus

The Commission decided that all its recommendations fell
under a single overarching imperative, to be supported by
two strategic initiatives.
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A Single Imperative

Create a Disciplined Culture of Excellence

ommission of 125
G FOR THE FUTURE

gl
': THE UNIVERSITY OF TEXAS AT AUSTIN

...Supported by Two Strategic
Initiatives

Develop a new undergraduate core curriculum to better
prepare students for lives of accomplishment.

Establish a more demanding standard for leadership of
academic departments and research centers, and give
those leaders the authority and resources to succeed.

ission of 125

HE FUTURE
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The imperative and strategic initiatives are

supported by:

16 operational recommendations

grouped in four categories

The Commission of 125
PL » FOR THE FUTURE

gl
': THE UNIVERSITY OF TEXAS AT AUSTIN

Operational Recommendation
Groups

Establishing an Environment that Promotes Excellence.

Producing a Comprehensive Master Plan.

Creating Life-Enhancing Student Learning Experiences.

Serving Texas and the World and Strengthening The
University’s Engagement with Society.

The Commission of 125

PLANNING FOR THE FUTURE
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The Next Step

Administration Reviews and Interprets Report and Plans
Implementation.

Interim Progress Reports to Commission Members from
the President for Five Years.

Commission Members Reconvene Annually for Five
Years to be Informed of Progress.

B heC ion o 125

gl
': THE UNIVERSITY OF TEXAS AT AUSTIN

The Commission of 125 firmly believes that The University of
Texas can best serve society by fulfilling its aspiration to be the
best public university.
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The Commission of 125

PLANNING FOR THE FUTURE
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TABLE OF CONTENTS
FOR

COMMITTEE

Committee Meeting: 2/9/2005
Austin, Texas
Board Meeting: 2/10/2005
Austin, Texas

Robert A. Estrada, Chairman
Rita C. Clements

Judith L. Craven, M.D.
Woody L. Hunt

Cyndi Taylor Krier

A. CONVENE

1. U.T. System: Approval to renew the contract with Ernst &
Young, LLP, as the external auditor for 2005 audit of funds
managed by The University of Texas Investment Management
Company (UTIMCO), and to negotiate for additional audit
services related to UTIMCO

2. U.T. System: Report on the Fiscal Year 2004 Annual Financial
Report including beginning balance testing performed by
Deloitte & Touche, LLP

3. U.T. System: Report on the 2004 State Auditor's Office financial
statement audits of U. T. System institutions

4. U.T.System: Report on System-wide Internal Audit Activity
(Red, Yellow, Green Report)

B. RECESS TO EXECUTIVE SESSION

U. T. Board of Regents: Personnel Matters Relating to Appointment,
Employment, Evaluation, Assignment, Duties, Discipline, or Dismissal
of Officers or Employees - Texas Government Code Section 551.074

U. T. System: Discussion with institutional auditors
concerning evaluation and duties of System and
institutional employees involved in audit and compliance
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C. RECONVENE IN OPEN SESSION AND ADJOURN

AUDIT, COMPLIANCE, AND MANAGEMENT REVIEW

Committee
Meeting
10:00 a.m.
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1. U. T. System: Approval to renew the contract with Ernst & Young, LLP, as
the external auditor for 2005 audit of funds managed by The University of
Texas Investment Management Company (UTIMCO), and to neqgotiate for
additional audit services related to UTIMCO

RECOMMENDATION

Chairman Estrada recommends approval to renew the auditing services contract

with Ernst & Young, LLP, to perform audits for the fiscal year ending August 31, 2005,
for funds managed by The University of Texas Investment Management

Company (UTIMCO) as listed below:

Permanent University Fund (PUF)

The University of Texas System General Endowment Fund (GEF)
Permanent Health Fund (PHF)

The University of Texas System Long Term Fund (LTF)

The University of Texas Short Intermediate Term Fund (SITF)

cop o

Approval is also requested for U. T. staff to negotiate and enter into a contract with
Ernst & Young, LLP, to provide additional audit services related to UTIMCO, including
UTIMCO's voluntary implementation of the Sarbanes-Oxley Act of 2002.

BACKGROUND INFORMATION

Fiduciary responsibility for the PUF, GEF, PHF, LTF, and SITF rests with the U. T.
Board of Regents. Section 66.08 of the Texas Education Code requires that U. T.
System have an annual financial audit performed of the PUF.

A Request for Qualifications (RFQ) was distributed by U. T. System staff in April 2003.
Four proposals were received. After a review of the proposals and firm interviews by
Regent Estrada and U. T. System staff, the Board of Regents authorized U. T. System
staff to negotiate and enter into an auditing services contract with Ernst & Young, LLP,
at the July 7, 2003 Board of Regents' meeting. The contract was for one year with a
right to renew in one-year increments for four years. The contract was renewed by the
Board of Regents on February 4, 2004. The fiscal year ending August 31, 2005, is the
second year this contract has been up for renewal.
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2. U. T. System: Report on the Fiscal Year 2004 Annual Financial Report
including beginning balance testing performed by Deloitte & Touche, LLP

REPORT

Mr. Randy Wallace, Associate Vice Chancellor - Controller and Chief Budget Officer,
will discuss the overall process of the Annual Financial Report preparation and
compilation, including certifications and representations made by the institutions.

Mr. Rodney Lenfant, Deloitte & Touche, LLP, will report on the work performed relating
to financial statement line items that will be part of the beginning balances reported in
the Fiscal Year 2005 financial statements. Additionally, he will report on the firm's plan
for conducting the 2005 audit including methodology, staffing, training, and associated
timelines.

The detailed Client Service Plan is attached on Pages 30.1 — 30.19. The Engagement

Objectives and Audit Approach are set forth in Section 1l on Pages 30.5 — 30.6. The
Audit Scope is set forth in Section Il on Page 30.7.

BACKGROUND INFORMATION

In November 2003, the U. T. System Board of Regents approved an initiative to
implement the "spirit" of the Sarbanes-Oxley Act as a good faith effort toward
manifesting financial accountability and compliance in the public sector. As a result,
in June 2004, the Board of Regents sought proposals for a comprehensive annual
financial statement audit by an independent certified public accounting firm to obtain
assurance that U. T. System has a sound financial base and adequate resources to
support the mission of the organization and the scope of its programs and services.

A Request for Qualifications (RFQ) was distributed by U. T. System staff in June 2004.
Two proposals were received. After a review of the proposals and firm interviews by
Committee Chairman Estrada and U. T. System staff, the Board of Regents authorized
U. T. System staff to negotiate and enter into an auditing services contract with
Deloitte & Touche, LLP, at the July 16, 2004 Board of Regents’ meeting. The contract,
which terminates on April 1, 2006, provides U. T. System the option to renew for two
additional one-year terms.
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Deloitte

Deloitte & Touche LLP
Suite 2300

333 Clay Street
Houston, TX 77002-4196
USA

Tel: +1 713 982 2000

Fax: +1 713 982 2001
www.deloitte.com

February 2005

Audit, Compliance and Management Review Committee
The University of Texas System

Dear Members of the Audit, Compliance and Management Review Committee:

We are pleased to submit our client service plan setting forth the scope and approach for our audit of the financial
statements of the University of Texas System (the “System”) for the year ending August 31, 2005. We look forward to
discussing our client service plan with you and answering any questions you may have.

We have designed our overall client service plan to meet the requirements of both the Audit, Compliance and
Management Review (ACMR) Committee and management. Our client service plan has been designed to address the
System as a whole, rather than each institution separately. It will remain flexible to accommodate future changes. We
augment our client service team with deep specialist knowledge while attempting to maximize continuity of our most
talented professionals to address your service needs.

Our client service plan for 2005 focuses on business risks and operating areas that could have an impact on external
reporting. Our overall engagement goals are to:

e Perform a high quality audit of the System which meets or exceeds management’s and the ACMR Committee’s
expectations,

e Provide both meaningful internal control and business oriented constructive service suggestions,

e Respond on a timely basis to management’s needs and coordinate with management to ensure timely financial
reporting,

e Continue to provide open, effective and ongoing communication with management and the ACMR Committee, and
e Work with you as a team to provide the high level of service you expect and deserve.

We feel we have developed a client service plan that is responsive to the System’s needs and expectations. The System’s
vision for the future is challenging and exciting. We look forward to helping the System meet the challenges that lie
ahead in an aggressive, energetic and forthright manner.

In addition to our firm’s commitment, you have my personal commitment that we will work hard to ensure that our
services will meet or exceed your expectations. Please call me at (713) 982-2621 if you have any questions at any time
throughout the year regarding this client service plan or any aspect of our service to the University of Texas System.

Sincerely,

72,4_,75.474_:6'

Rodney Lenfant
Lead Engagement Partner

Member of
Deloitte Touche Tohmatsu
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Client Service Team

The key to delivering an audit that adds value to your organization is ensuring
the service team is comprised of experienced professionals who understand The
University of Texas System’s (the System’s) operations and can overlay that with
an in-depth knowledge of the public higher education, health care and investment
management industry trends. As the organization chart shows, your service team
is comprised of team members who have the required experience and stature,
which results in the ability to deliver to the System a wealth of insight and the
highest quality resources within Deloitte & Touche LLP.

Advisory Team

D. Roger Nanney Robert N. Campbell, llI Amy Chronis
Managing Partner, National Industry Leader, Office Managing Partner

George Scott
Lead Client

Service Partner Mid-America Region Public Sector for Central Texas

Rodney Lenfant

Lead Assurance
Partner

Health Care Investment Higher Education Information Tax Actuarial
Management Systems

Vicki Paul Wendy Alicia Rose George Mike Robert

Keiser Drogosch Fletcher Inve(s:g.nent Scott Fr.ltz Penshorn
Assurance National Assurance Advisory Assurance National

Partner Audit Partner Partner Partner Partner Audit Partner Partner

Rick
Davenport
Principal

Nancy
Evetts

Director

Cind ] : Ken .
Rodney Sin';n:rzls(on HoIer Seniors Rodney Reem Raj Mehta Garner Michael
Senior )
:;Et:::e Reimburee. Senior sat:?f ALenfant ASamra Manalger Senior Green
ssurance ssurance Manager Principal
Partner Drn'ggttor Manager Partner Director 9 P
Kathie
. Schwerdtfeger
;ra_:‘ey Ben Julia Michelle Seni 9
uiary Scott Petty Strain M:r?a“g):er
MSemor Manager Senior Senior
anager Manager Manager
Jennifer Seniors Lisa Gildon
Robinson and Seniors Senior
Manager Staff and Manager
Staff
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Engagement Objectives
and Audit Approach

The Deloitte & Touche Audit is grounded in an assessment of risk, and then

tailored based on the risks identified and the effectiveness of internal controls.

Our assessment of risk and the reliability of the System’s internal controls have

a significant bearing on the nature and depth of our audit procedures.

The purpose of our engagement to audit the consolidated financial
statements of the System for the year ending August 31, 2005 is to evaluate,
in all material respects, the fairness of presentation of the consolidated
financial statements in conformity with accounting principles generally
accepted in the United States of America (GAAP) and in conformity with the
audit standards set forth in the Government Auditing Standards (GAS), issued
by the Comptroller General of the United States. Our audit will also comply
with generally accepted auditing standards (GAAS), the audit standards issued
by the American Institute of Certified Public Accountants (AICPA).

Our audit of the System’s consolidated financial statements for the year
ending August 31, 2005 will be conducted in accordance with GAS and
GAAS. We will plan and perform our audit to obtained reasonable assurance
about whether the consolidated financial statements are free of material
misstatement, whether caused by error or fraud. However, because of the
characteristics of fraud, particularly those involving concealment and falsified
documentation (including forgery), a properly planned and performed audit
may not detect a material misstatement. Therefore, an audit conducted in
accordance with GAS and GAAS is designed to obtain reasonable, rather than
absolute, assurance that the consolidated financial statements are free of
material misstatement. An audit is not designed to detect error or fraud that
is immaterial to the consolidated financial statements.

An audit includes obtaining an understanding of internal control sufficient
to plan the audit and to determine the nature, timing, and extent of audit
procedures to be performed. An audit is not designed to provide assurance
on internal control or to identify reportable conditions. Our audit scope does
not include providing an opinion on internal control.

An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit
also includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall consolidated
financial statement presentation.

Hou10255 / 2
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Engagement Objectives and Audit Approach

The objective of our audit is the expression of an
opinion on the fairness of the presentation of System'’s
consolidated financial statements in conformity GAS
and GAAS, in all material respects. Our ability to express
an opinion, and the wording of our opinion, will of
course, be dependent on facts and circumstances at the
date of our report. If, for any reason, we are unable to
complete the audit or are unable to form or have not
formed an opinion, we may decline to express an
opinion or decline to issue a report as a result of this
engagement. If we are unable to complete our audit or
if our auditors’ report requires modification, the reasons
therefore will be discuss with System’s management
and the Audit, Compliance and Management Review
(ACMR) Committee.

Communications
Resulting from the Audit

We have tailored our audit approach to focus on those
attributes and risks that are important to achieving
control and reporting objectives. We have the benefit of
being objective outsiders in considering the information
we gather. The result is that we are able to add the
perspective of our experience and expertise to translate
our audit findings into recommendations and insights
concerning existing or potential problems. We accept
the responsibility for keeping management and the
ACMR Committee apprised of any significant matters
that we believe warrant consideration whenever they
come to our attention.

From time to time during the year as we become aware
of issues, they will be reported and discussed with the

appropriate levels of management at both the individual
institutions and System Administration. These issues will
be discussed with the respective institutions and System
Administration, as well as presented, in writing to those
parties, the ACMR Committee and the State Auditor’s

Office. Internal control matters, material internal control
weaknesses and reportable conciliations, if any, will be

summarized in a formal letter to the ACMR Committee.

Statement of Auditing Standards No. 61, Communica-
tion with Audit Committees, issued by the AICPA,
requires independent auditors to communicate certain
matters to the audit committees. Upon completion of
our audit, we will communicate to you any of the
following aspects that we consider to be significant:

e Changes in significant accounting policies

e Management judgments and accounting estimates
e Significant audit adjustments

e Significant uncorrected misstatements

e Significant disclosures not made

e Disagreements with management

e Consultation by management with other auditors on
significant matters

e Major issues discussed with management prior to our
retention as auditors

e Difficulties encountered in performing the audit
e Management consulting services provided by us
e lIrregularities and illegal acts

e Fraud

Communication of
Audit Adjustments

As we become aware of material or significant misstate-
ments during our audit procedures, those misstatements
will be promptly reported to the individual institution’s
management and to System Administration’s manage-
ment. All significant audit adjustments and significant
uncorrected misstatements, if any, will be communi-
cated in accordance with GAS and GAAS to the ACMR
Committee and included as an attachment to the
management representation letter.

Hou10255 /3
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Section 111

Audit Scope

The scope of our audit has been designed to provide the coverage required to meet

the engagement objectives as previously stated. Consideration will be given to

accounting systems and internal controls in existence and the work of the

System’s and individual institutions’ internal audit departments.

We will perform reviews of general computer controls of certain System
institutions and will provide feedback to the appropriate levels of manage-
ment or the ACMR Committee on our findings from this review. We will also
perform reviews of various business cycles at all institutions.

At selected institutions, we will perform sufficient auditing procedures,
including an evaluation of the internal control structure as well as substantive
tests, to provide a reasonable basis to form conclusions about the significant
assertions (existence or occurrence, completeness, rights and obligations,
valuations or allocations, presentation an disclosure) embodied in the consoli-
dated financial statements. Our Deloitte & Touche team will lead the fieldwork
at these institutions; however, the engagement team will also consist of both
internal audit and subcontractors at these sites.

Focused audit procedures will be performed for all remaining institutions in
what are considered “high risk” areas or where added audit emphasis is
considered necessary. For non-risk areas at these institutions, we will perform
inquiries, analytic procedures and other limited audit procedures as deemed
necessary to satisfy ourselves that such amounts are reasonably stated in
relation to the consolidated financial statements taken as a whole. The
fieldwork at these institutions will be performed by internal audit; however, a
Deloitte & Touche manager and partner will be assigned to oversee all work
performed by internal audit at these institutions.

We have not been engaged to audit the stand-alone financial statements
of the University of Texas Investment Management Company (UTIMCO) for
the year ended August 31, 2005. The assets and revenues of UTIMCO are
material to the consolidated financial statements of the System. Because of
the materiality of those items, auditing standards will require us to perform
procedures at UTIMCO in order to gain sufficient evidence that the amounts
are not materially misstated as they relate to the consolidated financial
statements of the System, even if we do not serve as UTIMCO's auditors.

If we do not perform the audit of the stand-alone financial statements of
UTIMCO and another firm is chosen to do so, our procedures will need to
be modified to take the procedures performed by the other firm into
consideration.

Our audit plan by institution is included as Appendix A to this document.

Hou10255 / 4
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Management’s Responsibility

The consolidated financial statements are the responsibility of the System’s
management.

In this regard, management has the responsibility for, among other things:

e Establishing and maintaining effective internal control over consolidated
financial reporting

e Identifying and ensuring that each institution within the System complies
with the laws and regulations applicable to its activities

e Properly recording transactions in the accounting records

e Adjusting the consolidated financial statements to correct material
misstatements

e Making appropriate accounting estimates
e Safeguarding assets

Management is responsible for the overall accuracy of each individual
institution’s financial statements and the overall consolidated financial
statements and their conformity with GAS and GAAS, and for making all
consolidated financial records and related information available to us.

Additionally, management is responsible for the design and implementation of
programs and controls to prevent and detect fraud and for informing us about
all known or suspected fraud involving (1) management, (2) employees who
have significant roles in internal control, and (3) others where the fraud could
have a material effect on the consolidated financial statements. Management
is also responsible for informing us of its knowledge of any allegations of
fraud or suspected fraud affecting the System received in communications
from employees, former employees, regulators or others.

Hou10255 / 5
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Internal Control/

Information Technology

Our audit approach allows us to continually update our understanding of the

System’s control environment. The control environment comprises the conditions

under which the accounting processes and internal controls are designed,

implemented and function.

This includes the overall attitude, awareness and actions of management and
the Board of Regents, concerning the importance of internal controls. Our
assessment of the control environment contributes to our risk identification
process and is important in determining the extent to which we can rely on
controls when we establish the level of our audit testing.

Our audit methodology integrates the evaluation and testing of information
systems into all phases of the audit. Our IT specialists will focus on the
System’s computerized systems, determining risk and assessing the adequacy
of the controls designed to mitigate those risks.

These specialists focus on key concerns related to information management,
such as:

e Information resource strategy and planning

e Information system operations

e Relationships with outsourced vendors

e Information security

e Business continuity planning

e Application systems implementation and maintenance
e Database implementation and support

e System software and hardware support

e Network systems support

We anticipate performing detailed internal control and information technology
procedures at UT Austin, the Health Science Centers in Houston and San
Antonio, UTMB, UT MD Anderson (as a part of the audit of its stand-alone
audit) and UT Southwestern. Due to this being an initial audit, we do not
currently anticipate adopting a control reliance strategy across the System

(i.e., we do not plan on relying on internal controls currently in place to reduce
our audit tests). However, we will assess certain internal controls in place and
advise the System regarding material weaknesses, reportable conditions or
areas for improvement. Our audit scope does not include providing an opinion
on internal control.

Hou10255 / 6
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Coordination with
Internal Audit and Subcontractors

Our coordination with internal audit has already begun. One of the first services

provided to the System was a week-long training session for internal auditors

from each institution, covering our audit approach and our proprietary audit
software, AS/2. That session also provided Deloitte & Touche with additional

insight into the processes and culture of the System and its institutions.

Internal audit provided a significant number of hours for the beginning
balance testing, playing a key role in this testing at every institution. The
System Administration internal audit group provided a periodic forum for
the internal auditors of the various institutions to communicate status and
guestions with the Deloitte & Touche management team. Those forums were
invaluable in keeping both the internal and external audit groups focused on
the goals and deadlines; we anticipate continued use of those forums as the
audit progresses.

The System expects to provide approximately 15,000 hours of internal audit
time to support the financial statement audit; to date, approximately 6,500
of those hours have been used. We are currently working with the various
internal audit groups to determine the most effective and efficient use of the
remaining available hours.

Deloitte & Touche is also utilizing the services of the following historically
underutilized business (HUB) subcontractors: McConnell & Jones; Mir, Fox &
Rodriguez; Fernandez & Company; and Wiener Strickler. Based in Houston,
Fort Worth, and El Paso, these firms represent the diversity of the state of
Texas. We have worked with each of these HUB firms during previous projects.
Their work is exemplary, and their staff is familiar with our audit approach.
Our combined team is poised to serve the System seamlessly.

Certain of these subcontractors were involved with the beginning balance
procedures. Our audit plan for the remaining audit work includes using
subcontractors at UT-Austin, the Health Science Centers in Houston and San
Antonio, UTMB, UT MD Anderson and UT-Southwestern. The subcontractor
personnel will work as staff external auditors at those institutions, performing
tests of cash, capital assets, accounts payable and other account balances. As
prime contractor, Deloitte & Touche will remain ultimately responsible for the
outcome and success of the project.

The integration of auditors from Deloitte & Touche, the System’s internal
audit groups, and our HUB partners will be key to the success of the audit of
the System’s 2005 financial statements. Our audit plan includes specific
assignments for each group, constant coordination among the individuals
assigned, and communication across all levels to ensure that resources are
used effectively and that audit areas are appropriately addressed.

Hou10255 / 7
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Preliminary Audit

Risk Assessments

Our audit planning process includes a preliminary assessment of audit risk — which is the risk that an error has
occurred in the financial statements. Our risk assessment classifies risk as either high or normal. Our risk assessment
is relative within the System; therefore, it is not intended, even in a perfect control environment, that all audit risks
should be considered “normal.” We make risk designations solely for the purpose of allocating audit resources. An
area may be designated as high risk because of its inherent nature (complex, nonroutine, necessity for estimations
and judgments, etc.). Such designation does not imply inadequate financial control. Through both our preliminary
planning and our audit procedures on beginning balances, we have identified the following as potential risk areas:

Preliminary Audit Risk Assessment —
Academic Institutions and System Administration

Audit Area

Response

Student Accounts Receivable

The management, accounting and reporting of accounts
receivable are of major importance to the System.
Management of accounts receivable involves the rendering
and collection of student and grantor bills in a timely,
efficient and accurate manner to expedite cash flow and
minimize bad debt write-offs. Accounting and reporting of
accounts receivable center around cut-off, valuation and
realization.

* Review receivables performance on an annual basis.

¢ Evaluate and test key elements of the accounting process.

¢ Review the adequacy of the System’s methodologies and
procedures used to establish the cut-off of student accounts
receivable and the allowance for doubtful accounts estimate.

e Understand and document the control environment and
processes for student accounts receivable collection, billing
and write-offs.

e Conclude as to the adequacy of doubtful accounts allowances
through the review of collection and aging statistics.

Contributions, Grants and Contracts

The System receives contributions from a diverse number of
sources. Accounting and reporting of contributions, grants
and contracts center around cut-off, valuation and
realization.

¢ We will gain an in-depth understanding of the System’s
process for recording contributions, grants and contracts, and
related deferred revenues and receivables.

e Assess the adequacy of the documentation used to determine
donor restrictions.

e Review pledges receivable for collectibility and evaluate the
appropriateness for the discount factor utilized for extended
pledges.

e Determine that grant requirements have been met for earning
revenues.

Derivative Financial Instruments

The System utilizes a broad array of investment vehicles,
some of which are considered to be derivative financial
instruments.

e Understand the use of derivative financial instruments and
management’s assessment of exposure to credit risk.

¢ Evaluate the effectiveness of control procedures for
identifying, valuing, recording and reporting derivative
financial instruments

Hou10255 / 8
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Preliminary Audit Risk Assessments

Audit Area

Response

Reserves for Self-Insured Risks

The System estimates a range of loss for its professional,
property and casualty, employee health and general liability
claims based on its past experience, as well as its current
operating environment. These estimates include reserves
from known claims and unreported incidents. The vagaries
of the estimation process and the magnitude of exposure
require careful examination.

Review the effectiveness of the risk management system.
Evaluate and test key elements in the incident reporting
systems based on claims being evaluated or litigated.

Utilize firm actuarial specialists to review actuarial
methodologies used to calculate incurred but not reported
liability exposures.

Correspond with internal and external legal counsel regarding
sufficiency of reserves set on known incidents.

Information Technology

The System relies on computer-generated information

to a large extent. This information is typically used by
management to make critical management and operating
decisions. Therefore, regardless of the level of our
substantive tests, we will need assurance about the
reliability of the systems that produce this information.

Assign Deloitte & Touche Enterprise Risk Services (ERS)
specialists to oversee and lend support to the review and
evolution of computer-related controls. The review and
evaluation process by such specialists will address:

— Information security

— System acquisition, development and maintenance
— Computer operations Information systems support
ERS will also perform tests of selected business cycles.

Treasury

The System utilizes a broad array of investment vehicles for
funds not currently required for operations or capital
expenditures.

Include professionals with appropriate expertise and
experience (such as managers and partners from our Financial
Instruments Specialist group) to review methodologies, policies
and procedures.

Statement on Audit Standards No. 99

Hold an engagement team discussion of key risk factors.
Inquire of management as to the risk of fraud.

Document our understanding of related parties and test
selected related party procedures and transactions.

Test journal entries and financial estimates, with a focus on
unusual entries and management judgment.

Evaluate the appropriateness and consistency of the
assumptions and methodologies used to develop significant
estimates. Recalculate critical formulas where appropriate.
Evaluate reasonableness of related disclosures.

Understand and evaluate conflict of interest policies followed
by the System.

Hou10255 / 9
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Preliminary Audit Risk Assessments

Preliminary Audit Risk Assessment —
Hospitals and Health Centers

Audit Area

Patient and Physician Accounts Receivable

The management, accounting and reporting of patient
accounts receivable are of major importance. Management
of patient accounts receivable involves the rendering and
collection of patient bills in a timely, efficient and accurate
manner to expedite cash flow and minimize bad-debt
write-offs. Accounting and reporting patient accounts
receivable centers around validation and realization. Timing
and cut-off of physician receivables is another

area of focus for these institutions.

Response

Review patient receivables performance on an annual basis.

Evaluate and test key elements of patient accounting
process.

Review the adequacy of methodologies and procedures
used to establish the allowance for doubtful accounts
estimate and contractual allowances.

Recompute contractual adjustments for each significant
class of revenue/receivable for reasonableness.

Determine, when considered appropriate, whether
consistent procedures and methodologies are used by the
various institutions.

Conclude as to the adequacy of doubtful accounts
allowances through the review of collection and aging
statistics.

Estimated Third-Party Settlements

Proper and consistent accounting for third-party receivables
and settlement accounts is critical to a hospital’s financial
position. The quality and nature of the underlying financial
information and systems affect the reasonableness of these
amounts. Complex third-party payment arrangements and
methodologies and changes in patient mix, service level
and cost structure require extensive analysis of third-party
settlement accounts.

Utilize reimbursement specialists for detailed review.
Review impact of tentative and final settlements received.
Update settlement position for prior years, based on third-
party clearings (charges, discharges, days, etc.).

Review allocated and unallocated reserves for adequacy
against potential exposures.

Reserve for Self-Insurance

These areas represent audit risk as the determination of
such liabilities is difficult and requires accurate reporting
and recording of claims data, and the application of
management judgments as to the financial impact of
changing trends, conditions, practice patterns, settlement/
payment patterns, and changes in the business
environment. These estimates include reserves for known
claims and unreported incidents. The estimation process
and the magnitude of exposure require careful
examination.

Review the effectiveness of the risk management system.
Evaluate and test key elements in the incident reporting
systems based on claims being evaluated or litigated.
Utilize firm actuarial specialists to review actuarial
methodologies and assumptions used to calculate incurred
but not reporting liability exposures.

Correspond with internal and external counsel regarding
sufficiency of reserves set on known incidents.

Compliance with Billing Regulations

The federal government is becoming increasingly active and
aggressive in pursuing what it perceives to be fraudulent
billing practices. The System has developed its compliance
program and is aware of the issues currently being pursued
by the government in other areas of the country.

Discuss controls and procedures with appropriate personnel.

Review institution responses to Deloitte & Touche
compliance questionnaire with compliance officers

Hou10255 / 10
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Audit Timeline

The following schedule illustrates our proposed timetable for services on a
system-wide level. More precise timing will be discussed with management at
each institution and is, of course, flexible.

Timing of our services will be adjusted throughout the course of our audit, as
necessary, to facilitate an orderly close and to accommodate the timetable agreed
to with management. Our final audit work procedures are scheduled to allow

us the opportunity to identify all material adjustments by November 1, 2005.

Our ability to meet that deadline assumes timely completion of the trial balances
and supporting schedules by institution management.

Academic Institutions and
System Administration

HEEEN
-

Audit Planning and Risk Assessment

Beginning Balance Testing

Interim Audit Work
Final Audit Work

Conclude and Report
Hospitals and Health Centers
Audit Planning and Risk Assessment
Beginning Balance Testing

Interim Audit Work
Final Audit Work
Conclude and Report

Communication and Coordination
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Progress to Date

Our first services to the System were provided in the form of a week-long training

session for selected internal auditors representing all institutions in the System.

The training included hands-on simulations using Deloitte & Touche’s

proprietary audit software, AS/2.

Your internal audit personnel have access to AS/2 for use in support of the audit.
The training also included details on the Deloitte & Touche audit approach, as well
as specific training for the information technology specialists. We found that the
training assisted the Deloitte & Touche team in learning about the individual
institutions and the processes for working with them.

Because the System has not previously been subjected to a stand-alone audit,
auditing standards require that we perform procedures on the beginning balances
in order to determine that they are appropriate. We have completed the majority of
the fieldwork for the beginning balance testing procedures. As a result of those
procedures, the following items have been identified that may result in adjustments:
depreciation of library books; recognition of tuition revenue for class days in
August; accrual of contract salary expense for days worked in August; accurate
cut-off of accruals for expenses and capital assets at year end; and recognition of
revenues related to physician receivables. Additionally, we have identified areas of
improvement to be addressed by management, the most important of which relates
to the timeliness and effectiveness of account reconciliations and the financial close
and reporting process.

Although outside the normal course of an audit, we proposed to the System a
review of the closing processes at the institutions in order to provide feedback

on efficiencies and areas for improvement. That review process is currently ongoing.
We expect to provide feedback specific to the larger institutions within the next
month.

Our contract with the System requires that we communicate with the Texas State
Auditor’s Office (SAO) regarding various meetings to be held in connection with
the audit. Deloitte & Touche management and representatives from the Board of
Regents, System Administration controller's office and internal audit met with
representatives from the SAO in December to determine the frequency and purpose
of the communications required by the contract. That meeting resulted in an
agreement that Deloitte & Touche would provide notification to the SAO regarding
formal entrance and exit conferences and meetings with the ACMR committee of
the Board of Regents. Additionally, Deloitte & Touche will alert the SAO regarding
significant issues discovered in the audit process on a periodic (i.e., monthly,
bi-monthly or as needed basis) in order to allow the SAO the opportunity to
participate in meetings regarding those issues.

Our next steps are to finalize our audit plan and communicate that plan to our
liaisons at each institution. We will work with them to identify mutually acceptable
specific dates for interim and final fieldwork, and discuss any issues identified
during our work. As issues arise, we will continue to keep the ACMR committee
apprised.

Hou10255 / 12

2005 Client Service Plan ® The University of Texas System © Page 12

30.15



Recent Developments

The Governmental Accounting Standards Board (GASB) promulgates accounting

and financial reporting rules for governmental organizations, including colleges

and universities. The GASB has issued the following standards:

Statement No. 40, Deposit and Investment Risk Disclosures, an
amendment of GASB Statement No. 3

This Statement establishes and modifies disclosure requirements related to
investment risks: credit risk (including custodial credit concentrations of credit
risk), interest rate risk, and foreign currency risk. The national rating agencies’
ratings of the securities held will be an additional required disclosure. This
Statement also establishes and modifies disclosure requirements for deposit
risks, including custodial credit risk and foreign currency risk. Though no
accounting changes will be required for implementation of this standard,
governments will be required to expend considerable effort to ensure that all
information now required to be included in the notes to the financial state-
ments is available. The provisions of this Statement are effective for financial
statements for the fiscal year ending August 31, 2005.

Statement No. 42, Accounting and Financial Reporting of Capital Assets
and for Insurance Recoveries

This statement requires governments to report the effects of capital assets
impairment in their financial statements when they occur rather than as a part
of ongoing depreciation expense. A capital asset is considered impaired if a
significant, unexpected decline in the service utility of an asset is evident and
the event is outside the normal life cycle of the asset. Utility is defined as the
asset’s capacity to provide service. Indicators of impairment include: physical
damage or obsolescence, change in legal/environmental factors, technological
development, change in manner or duration of use, or change in demand for
use. The guidance also enhances comparability of financial statements by
requiring all governments to account for insurance recoveries in the same
manner. This statement will become effective for the System in the fiscal year
ending August 31, 2006.

Statement No. 44, Economic Condition Reporting: The Statistical
Section — an Amendment of NCGA Statement 1

This Statement establishes and modifies requirements related to the
supplementary information presented in a statistical section. A statistical
section includes information in the following categories: Financial Trends,
Revenue Capacity, Debt Capacity, Demographic and Economic, and
Operations. This statement will become effective for the System in fiscal year
ending August 31, 2006, if the System incorporates a statistical section into its
annual financial report.
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Recent Developments

Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment
Benefits Other Than Pensions

This Statement establishes standards of accounting

and financial reporting for postemployment health care
and other benefits (OPEB) if provided separately from

a pension plan. It requires systematic, accrual-basis
measurement and recognition of OPEB cost over a
period that approximates employees’ years of service.

It also requires employers to provide information about
actuarial accrued liabilities associated with OPEB’s and to
what extent progress is being made in funding the plan.
The standard anticipates that an actuarial valuation
would be required at least once every two years in order
to properly record the liability. Significant disclosures
regarding the assumptions used in calculating the
liability are also required. This statement will become
effective for the System in fiscal year ending August 31,
2008.

Statement No. 46,
Net Assets Restricted by Enabling Legislation

The purpose of Statement 46 is to help governments
determine when net assets have been restricted to a
particular use by the passage of enabling legislation
and to specify how those net assets should be
reported in financial statements when there are
changes in the circumstances surrounding such
legislation. This standard is intended to alleviate
difficulties in identifying enabling legislation restrictions
by clarifying that “legally enforceable” means that an
external party—such as citizens, public interest groups,
or the judiciary—can compel a government to use
resources only for the purposes stipulated by the
enabling legislation. Statement 46 is effective for
periods beginning after June 15, 2005.

The GASB has also issued an exposure draft of a pro-
posed standard, Accounting for Termination Benefits.
The proposed standard would require more timely
recognition of the expense related to benefits provided
to terminated employees outside of a post-employment
benefit plan. The comment period on this proposed
standard is open until March 2005.
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Audit Plan by Institution

The University of Texas .. Assess

System Component Partner(s) Manager(s) Subcontractor Internal Audit Controls IT Work
UT Administration Lenfant, G Scott  Petty, Strain Wiener Strickler  Financial Yes Yes
UT Arlington Samra Petty Financial No @
UT Austin Lenfant, G Scott  Petty, Strain Wiener Strickler IT & Financial = Yes Yes
UT Brownsville Samra Strain Financial No @
UT Dallas Samra Petty Financial No No(™
UT El Paso Samra Petty Financial No @
UT Pan American Samra Strain Financial No No™
UT Permian Basin Samra Strain Financial No @
UT San Antonio Samra Strain Financial No @
UT Tyler Samra Strain Financial No @
UT Southwestern Fernandez

Medical Dallas Keiser T. Guidry & Company IT & Financial = Yes Yes
UT Medical Branch McConnell

Galveston Keiser B Scott & Jones IT & Financial = Yes Yes
UT Health Science Mir, Fox

Center Houston Lenfant Robinson & Rodriguez IT & Financial = Yes Yes
UT Health Science McConnell

Center San Antonio Lenfant Robinson & Jones IT & Financial = Yes Yes
UT M.D. Anderson Mir, Fox

Cancer Center Lenfant B Scott & Rodriguez IT & Financial = Yes Yes
UT Health Center

at Tyler Samra B Scott Financial No No(™

(MThis institution does not use the DEFINE system.

@This institution uses the DEFINE system. Testing on the DEFINE system will be done at UT-Austin.
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Contact Information

Appendix B

The University of Texas System Engagement Team

Name
Davenport, Rick

Drogosch, Paul
Evetts, Nancy
Fletcher, Wendy
Fritz, W. Michael
Garner, Ken
Gildon, Lisa
Green, Michael
Guidry, Tracey
Holder, Cindy
Keiser, Vicki
Lenfant, Rodney
Mehta, Raju
Penshorn, Robert
Petty, Julia
Robinson, Jennifer
Rose, Alicia
Samra, Reem
Schwerdtfeger, Kathryn
Scott, Ben

Scott, George
Simonson, Mark
Strain, Michele

Austin

400 West 15th Street
Suite 1700

Austin, TX 78701

Office
Irving

Detroit
Houston
Houston
Columbus
Fort Worth
Dallas
Chicago
Dallas
Houston
Houston
Houston
Houston
Houston
Houston
Houston
Boston
Dallas
Austin
Houston
Austin
Minneapolis

Austin

Chicago
180 North Stetson
Chicago, IL 60601

Columbus

Boston
200 Berkeley Street
Boston, MA 02116

155 E. Broad St. 18th Fl
Columbus, OH 43215

Phone
469-417-3575

313-396-3185
713-982-2291
713-982-2696
614-229-4806
817-347-3376
214-840-7811
312-946-3075
214-840-7369
713-982-2563
713-982-2527
713-982-2621
713-982-2955
713-982-2697
713-982-2571
713-982-4672
617-437-2293
214-840-7376
512-691-2333
713-982-3369
512-691-2397
612-397-4407
512-691-2375

Dallas

2200 Ross Avenue
Suite 1600

Dallas, TX 75201

Detroit

600 Renaissance Cntr.

Suite 900
Detroit, M148243

E-Mail
rdavenport@deloitte.com
pdrogosch@deloitte.com
nevetts@deloitte.com
wfletcher@deloitte.com
wfritz@deloitte.com
kgarner@deloitte.com
lgildon@deloitte.com
micgreen@deloitte.com
tguidry@deloitte.com
ciholder@deloitte.com
vkeiser@deloitte.com
rlenfant@deloitte.com
rmehta@deloitte.com
rpenshorn@deloitte.com
jpetty@deloitte.com
jerobinson@deloitte.com
aliciarose@deloitte.com
rsamra@deloitte.com
kschwerdtfeger@deloitte.com
benscott@deloitte.com
gscott@deloitte.com
msimonson@deloitte.com

mstrain@deloitte.com

Fort Worth

301 Commerce Street
Suite 2950

Fort Worth, TX 76102

Irving

6363 North State Hwy 161
Suite 800

Irving, TX 75038

Houston

333 Clay Street
Suite 2300
Houston, TX 77002

Minneapolis

120 South Sixth Street
400 One Financial Plaza
Minneapolis, MN 55402
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3. U. T. System: Report on the 2004 State Auditor's Office financial statement
audits of U. T. System institutions

REPORT

The State Auditor's Office is conducting a statewide financial audit on the state's
Comprehensive Annual Financial Report (CAFR) for the year ended August 31, 2004.
The office is required to express an opinion on major funds in addition to the overall
opinion on the state's CAFR. One of those major funds is an enterprise fund that
reflects the operations and balances of all Texas public universities.

Mr. Kelton Green, Managing Senior Auditor, State Auditor's Office, will provide an
update on the statewide financial audit conducted for the year ended August 31, 2004.
The update will highlight and discuss any issues noted at the U. T. System institutions
that were part of that audit.

The State Auditor selected the following institutions for work to be performed in this
financial audit:

The University of Texas System Administration

The University of Texas at Arlington

The University of Texas at Austin

The University of Texas M. D. Anderson Cancer Center

The University of Texas Southwestern Medical Center at Dallas
The University of Texas Medical Branch at Galveston
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4. U. T. System: Report on System-wide Internal Audit Activity (Red, Yellow,
Green Report)

REPORT

Mr. Charles Chaffin, Chief Audit Executive and System-wide Compliance Officer, will
report on System-wide audit activity (Red, Yellow, Green Report), including progress
toward audit plan completion, for the first quarter of Fiscal Year 2005.

The first quarter activity report on the Status of Outstanding Significant Recommen-
dations is set forth on Pages 32.1 - 32.4. Additionally, a list of other audit reports issued
by the System-wide audit program and the State Auditor's Office follows on Page 33.

There are two types of audit findings/recommendations: reportable and significant. A
"reportable” audit finding/recommendation should be included in an audit report if it is
material to the operation, financial reporting, or legal compliance of the audited activity,
and the corrective action has not been fully implemented. "Significant" audit findings/
recommendations are reportable audit findings/recommendations that are deemed
significant at the institutional level by each U. T. institutional internal audit committee or
designee.

Significant audit findings/recommendations are submitted to and tracked by the System
Audit Office. Quarterly, the chief business officers are asked for the status of
implementation; the internal audit directors verify implementation. A summary report is
provided to the Audit, Compliance, and Management Review Committee of the U. T.
Board of Regents. Additionally, the Committee members receive quarterly a detailed
summary of new significant recommendations.
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(A

THE UNIVERSITY OF TEXAS SYSTEM

Status of Outstanding Significant Recommendations

4th Quarter

1st Quarter

Ranking Significance

Targeted Overall Progress Material to Institution's
Report - . . # of Significant . # of Significant| Implementation | Towards Completion Fin. Stmts. ("F"),
Date Institution Audit Ranking Findings Ranking Findings Date (Note 1) Compliance (*C"),
and/or Operations ("O")

1998-07 |[UTHSC-H Federal Contracts & Grants Review 1 1 3/31/2005 Satisfactory C

2000-04 JUTHSC-H Medical Service Research & 1 1 1/31/2005 Satisfactory C
Development Plan Summary of
Operations Review

2001-04 [UTPA Internet Security 1 I 0 12/31/2004 Completed o

2001-08 JUTMDACC Lotus Notes Environment 2 2 4/1/2005 Satisfactory o

2001-10 JUTMDACC Disaster Recovery/Business 1 1 7/31/2005 Satisfactory (0]
Continuity Planning

2001-11 |UTT Information Technology General 1 1 3/1/2005 Satisfactory o
Security Review

2002-04 |UTB General Controls Audit of 1 1 2/28/2005 Satisfactory (@]
Information Technology

2002-05 JUTA Network Support Audit 4/30/2005 Satisfactory (@]

2002-05 JUTSYS ADM Office of Information Resources 1/31/2005 Satisfactory o
Follow-up

2002-07 JUTHSC-H Healthcare Billing Compliance 1 1 2/15/2005 Satisfactory F,C
Review

2002-08 |UTHSC-SA Institutional Compliance Program 2 2 2/28/2005 Satisfactory C

2002-08 |UTSYS ADM Travel and Entertainment 1 1 2/28/2005 Satisfactory O, C
Expenditures

2002-10 JUTSYS ADM UTHC-Tyler Clinical Trials 1 1 2/1/2005 Satisfactory O, F

2002-11 JUTMDACC Temporary Personnel 1 1 2/28/2005 Satisfactory o

2003-03 JUTPA General Controls 5 3 2/28/2005 Satisfactory (6]

2003-05 JUTMB Galveston Delivery of Operating Room 2 2 2/28/2005 Satisfactory o
Services

2003-06 JUT Austin University Data Center 1 1 12/31/2004 Satisfactory o

2003-06 JUTA Internal Audit Office Peer Review 1 1 1/31/2005 Satisfactory Cc,0

2003-06 JUTD General Controls 1 1 1/31/2005 Satisfactory C,0

2003-07 |[UTMDACC Payroll Operations 1 I 0 6/1/2004 Completed o

2003-08 |UTMB Galveston Pharmacy Costs of Goods Sold 1 1 12/31/2004 Satisfactory O, F
Review

2003-08 |JUTMB Galveston School of Medicine Office of 1 1 12/31/2004 Satisfactory C,0
Student Affairs

2003-08 |UTPA Center for International Programs 1 0 9/30/2004 Completed F,C

2003-09 JUTB Lab Safety 2 0 9/30/2004 Completed (0]

2003-09 JUTHC-T Medical Services, Research and 1 1 12/31/2004 Satisfactory O,F

Development Plan AFR

Information Received from Internal Audit Directors and Chief Business Officers

Consolidated by: System Audit Office
January 2005
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THE UNIVERSITY OF TEXAS SYSTEM

Status of Outstanding Significant Recommendations

4th Quarter 1st Quarter Ranking Significance
Targeted Overall Progress Material to Institution's
Report - . . # of Significant . # of Significant| Implementation | Towards Completion Fin. Stmts. ("F"),
Date Institution Audit Ranking Findings Ranking Findings Date (Note 1) Compliance (*C"),
and/or Operations ("O")
2003-09 JUTHSC-H Quality Assessment of The Office 8 4 2/23/2005 Satisfactory C,0
of Auditing and Advisory Services
2003-09 JUTSYS ADM System Available Balances 1 1 2/28/2005 Satisfactory F
2003-11 JUT Austin Harry Ransom Humanities 1 0 9/30/2004 Completed F
Research Center
2003-11 JUTMDACC Pharmacy Charge Capture 1 1 5/1/2005 Satisfactory (@)
2003-11 JUTSA Research Development 1 1 2/28/2005 Satisfactory (0]
2003-12 JUTD Lab and Biological Safety 1 1 3/31/2005 Satisfactory C,0
2003-12 |[UTPB AFR FYE 8/31/03 1 I 0 9/30/2004 Completed F
2004-01 |UTEP Information Technology - General 2 1 3/1/2005 Satisfactory (@]
Controls Review
2004-01 JUTMDACC PeopleSoft Payroll 1 1 8/31/2005 Satisfactory (0]
2004-01 JUTMDACC 2003 Mainframe Disaster Recovery 1 1 12/31/2004 Satisfactory o
Test
2004-01 JUTSA Lab Safety 2 1 1/1/2005 Satisfactory C,0
2004-02 JUT Austin Compliance Inspection: Account 3 1 2/28/2005 Satisfactory C
Reconciliation and Segregation of
Duties
2004-02 |UTHC-T Inventories Audit FY 2003 1 1 1/31/2005 Satisfactory F, O
2004-02 JUTHSC-SA MSRDP Front-End Billing 3 3 8/31/2005 Satisfactory o
2004-02 JUTMB Galveston Compliance Inspection: Account 2 2 3/31/2005 Satisfactory F, O
Reconciliation and Segregation of
Duties
2004-02 JUTMDACC Compliance Inspection: Account 1 0 9/1/2004 Completed F,C
Reconciliation and Segregation of
Duties
2004-03 JUT Austin Information Security Management 2 2 8/31/2005 Satisfactory C,0
2004-03 |UTB Contracts and Grants 1 1 2/28/2005 Satisfactory C,0
2004-03 JUTPA Accounts Receivable and 2 2 2/28/2005 Satisfactory C
Allowance for Bad Debts
2004-03 JUTSA Information Technology 2 2 4/30/2005 Satisfactory F, O
Organization and Planning Controls
2004-04 JUTHC-T Capital Assets FYE 8/31/03 2 2 8/31/2005 Unsatisfactory (1) C,0
Satisfactory (1)
2004-04 JUTHC-T Discretionary Funds 2 2 8/31/2005 Satisfactory F, O
2004-05 JUTA Office of Research - 1 1 12/31/2004 Satisfactory C
Grants/Contracts
2004-05 |UTD Time and Effort Reporting 1 0 12/31/2004 Completed C

Information Received from Internal Audit Directors and Chief Business Officers

Consolidated by: System Audit Office
January 2005




A

THE UNIVERSITY OF TEXAS SYSTEM
Status of Outstanding Significant Recommendations

4th Quarter 1st Quarter Ranking Significance
Targeted Overall Progress Material to Institution's
Report N ) ) # of Significant ) # of Significant| Implementation | Towards Completion Fin. Stmts. ("F"),
Date Institution Audit Ranking Findings Ranking Findings Date (Note 1) Compliance ("C"),
and/or Operations ("O")
2004-06 |UTB Financial and Applications Controls [N 1 1 5/31/2005 Satisfactory C,0
Audit of the Financial Aid Office
2004-06 JUTHSC-SA Cash and Investments 1 1/31/2005 Satisfactory o
2004-06 |UTHC-T Surgical Services 1 12/31/2004 Satisfactory F,C,O
]
2004-07 \UTEP Facility Services 1 3/31/2005 Satisfactory (@]
]
2004-07 |UT Southwestern Construction Management 0 11/4/2004 Completed C,0
]
2004-07 JUTMB Galveston Basic and Clinical Research 6 8/31/2005 Unsatisfactory (1) F,C, O
Management (BACRM) & Contracts Satisfactory (5)
and Grants (C & G)
2004-08 JUT Austin Texas Box Office/Paciolan 1 12/31/2004 . o
. ; Satisfactory
Ticketing System
2004-08 JUTD Equal Employment Opportunity 0 3/1/2005 Completed C
2004-09 |UTPB Lab Safety 5 8/31/2005 ) C
2004-09 JUTSA Research Compliance - Time and 1 8/31/2005 . C
. Satisfactory
Effort Reporting
2004-09 JUTSA Year End Financial Review for 3 5/31/2005 Satisfacto F
FY 2003 v
2004-09 JUTMB Galveston Agreed Upon Procedures on 4 2/28/2005 ) F, O
Financial Statement Fund Balance
2004-09 JUTMB Galveston Endowment Compliance Program 3 4/30/2005 C, 0
of the Office of University Satisfactory
Advancement ("OUA")
2004-09 JUTHC-T Cash and Cash Equivalents 1 2/28/2005 } C,0
2004-09 JUTHC-T Other Receivables 1 2/28/2005 Satisfactory C.0
2004-10 |UTB Physical Plant 3 4/30/2005 . C.O
Satisfactory
2004-10 JUTSA Physical Security Initiative 0 11/30/2004 (0]
Completed
Totals 90 89

Information Received from Internal Audit Directors and Chief Business Officers
Consolidated by: System Audit Office
January 2005
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THE UNIVERSITY OF TEXAS SYSTEM

Status of Outstanding Significant Recommendations

4th Quarter

1st Quarter

Ranking Significance

Targeted Overall Progress Material to Institution's
Report N ) ) # of Significant ) # of Significant| Implementation | Towards Completion Fin. Stmts. ("F"),
Date Institution Audit Ranking Findings Ranking Findings Date (Note 1) Compliance (*C"),
and/or Operations ("O")

STATE AUDITOR'S OFFICE AUDITS
2002-05 JUTMDACC Statewide Single Audit report for 1 1 12/31/2004 Satisfactory n/a

Year Ended August 31, 2001
2002-09 |UTB A Financial Review 1 1 2/28/2005 Satisfactory n/a
2002-11 JUTMB Security Over Electronic Protected 1 1 4/20/2005 Satisfactory n/a

Health Information at Selected

Texas Academic Medical

Institutions
2002-11 |UTMDACC Security Over Electronic Protected 3 3 8/31/2005 Satisfactory n/a

Health Information at Selected

Texas Academic Medical

Institutions
2003-02 |UT Austin Statewide Audit FYE 8/31/02 1 s 0 8/31/2005 Completed n/a
2004-02 JUTSA Financial Review 3 3 5/30/2005 Satisfactory n/a
2004-06 JUT Austin Protection of Research Data at 3 12/31/2005 Satisfactory n/a

Higher Education Institutions
2004-06 |UT Southwestern Protection of Research Data at 3 3 12/31/2005 Satisfactory n/a

Higher Education Institutions
2004-06 JUTHSC-SA Protection of Research Data at 3 3 4/30/2005 Satisfactory n/a

Higher Education Institutions
2004-06 JUTSYS ADM Protection of Research Data at 3 3 4/30/2005 Satisfactory n/a

Higher Education Institutions
2004-10 JUTHSC-H Cash Controls 9 2/1/2005 Satisfactory n/a

Totals 22 30

n/a - State Auditor's Office recommendations are significant by definition.
Color Legend: Note:

Any audit with institutionally significant findings. Not necessarily a failure - just an area that needs

high level attention. Corrective action will be taken subsequent to the quarter in which the finding was reported.

_Significant progress has been made during the quarter the significant finding was reported.

A red audit becomes a yellow when significant progress has been made.

-AII issues were appropriately resolved during the quarter the significant finding was reported.

_AII issues have been appropriately resolved.

Information Received from Internal Audit Directors and Chief Business Officers

Consolidated by: System Audit Office
January 2005

Completed - The institutional Internal Audit Director deems the significant issues have
been appropriately addressed and resolved.

Satisfactory - The institutional Internal Audit Director believes that the significant issues
are in the process of being addressed in a timely and appropriate fashion.

Unsatisfactory - The institutional Internal Audit Director does not feel that the significant

issues are being addressed in a timely and appropriate fashion.




* OTHER U. T. SYSTEM AUDITS COMPLETED - 9/2004 through 11/2004

Month Institution Audit
Received by

System

2004-09  |UT El Paso Endowments

2004-09  |UT El Paso Environmental Health and Lab Safety

2004-09  |UT El Paso Follow-up: Scholarships

2004-09  |UT El Paso Office of International Programs

2004-09  |UTMB - Galveston Department of Neurology Change of Management Review
2004-09 |UTHSC San Antonio Cash and Investments

2004-09 |UTHSC San Antonio Endowments

2004-09 |UTHSC San Antonio Follow-up: Willed Body Program

2004-09 |UTHSC San Antonio School of Nursing Internal Control Review

2004-09  |UTHC Tyler Health Information Management Departmental Audit

2004-09  |UT System Admin UT Dallas Management Review

2004-09  |UT System Admin WTO - Geology Foundation Jackson Estate Trust Minerals
2004-09  |UT System Admin WTO - Apache

2004-10  |UT Dallas Financial Aid

2004-10  |UT Dallas Health Information Portability and Accountability Act ("HIPAA™)
2004-10  |UT Dallas Joint Admission Medical Program ("JAMP")

2004-10  |UT Dallas Texas Administrative Code ("TAC") 202 (Information Security Compliance)
2004-10  |UT El Paso Information Security Office

2004-10  |UT Pan American Compliance Inspection - Grants & Contracts

2004-10  |UT Pan American Dean's Office - College of Health Science and Human Services
2004-10  |UT Pan American Joint Admission Medical Program ("JAMP")

2004-10  |UT Permian Basin Texas Administrative Code ("TAC") 202 (Information Security Compliance)
2004-10  |UT Tyler Office of the Provost and the Vice President for Academic Affairs
2004-10  |UT Southwestern Clinical Practice Plan Charge Edits Monitoring

2004-10 |UTMB - Galveston Physical Security Initiative

2004-10  |UTHSC Houston Endowments

2004-10 |MDACC Endowments

2004-10 |MDACC Health Information Portability and Accountability Act ("HIPAA™)
2004-10 |MDACC Indigent Patient Charge Capture

2004-10 [MDACC Institutional Review Board - Human Subjects

2004-10 [MDACC Internal Controls

2004-10  |UTHC Tyler Accounts Payable

2004-10  |UTHC Tyler Endowments

2004-10  |UTHC Tyler Health Information Portability and Accountability Act ("HIPAA™)
2004-10  |UTHC Tyler Patient Accounts Receivable and Allowance for Doubtful Accounts
2004-10  |UT System Admin EVC for Business Affairs Change in Management

2004-10  |UT System Admin UTPA NCAA Agreed-Upon Procedures FYE 8/31/03

2004-11  |UT Arlington Biology Department Review

2004-11  |UT Arlington Honors College Departmental Review

2004-11  |UT Arlington School of Architecture Departmental Review

2004-11  |UT Austin Executive Education and Ford Career Center McCombs School of Business
2004-11  |UT Austin Retail Cash - Project Summary

2004-11  |UT Austin Retail Cash - University Duplicating Services

2004-11  |UT Brownsville IT Vulnerability Follow-Up

2004-11  |UT Brownsville Joint Admission Medical Program ("JAMP")

2004-11  |UT Brownsville Compliance Program for Misconduct in Science and Research
2004-11  |UT Brownsville Office of the President M & O Expenditures

2004-11  |UT Brownsville Physical Plant

2004-11  |UT Brownsville School of Education Change in Management Audit

2004-11  |UT Dallas Server Management Compliance

2004-11  |UT Dallas University Events and Travels - Student Affairs

2004-11  |UT Permian Basin Auxiliary and Service Contracts

2004-11  |UT Permian Basin Joint Admission Medical Program ("JAMP")

2004-11  |UT San Antonio Change in Management Departmental Reviews

2004-11  |UT San Antonio Scholarship Management

2004-11  |UT Southwestern Clinical Data Repository

2004-11  |UT Southwestern Performance Measures

2004-11  |UT Southwestern Web Access Vulnerability Testing

2004-11  |UTHSC San Antonio Library - Internal Controls Review

2004-11 UTHSC San Antonio Procurement

2004-11  |UTHSC San Antonio IT Vulnerability Follow-Up

2004-11  |UT System Admin Security Controls for the STARS Risk Management System
2004-11  |UT System Admin UTEP NCAA Agreed-Upon Procedures FYE 8/31/03

* STATE AUDITOR'S OFFICE AUDITS COMPLETED - 9/2004 through 11/2004
Report Institution Audit
Issuance
Date
2004-10  |UTHSC Houston Cash Controls

Information Received from Internal Audit Directors and Chief Business Officers
Consolidated by: System Audit Office

January 2005
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1. U. T. System: Approval of Docket No. 120

RECOMMENDATION

It is recommended that Docket No. 120, printed on green paper at the back of the
Agenda Book beginning on Page Docket - 1, be approved.

It is also recommended that the Board confirm that authority to execute contracts, doc-
uments, or instruments approved therein has been delegated to appropriate officials of
the respective institution involved.

Fees, which are usually considered at the regularly scheduled Board meeting in Feb-

ruary each year, will be submitted for Docket consideration at the special called meeting
of the Board on March 10, 2005, to consider tuition and fee proposals.

2. U. T. System: Presentation of Monthly Financial Report

REPORT

Mr. Randy Wallace, Associate Vice Chancellor - Controller and Chief Budget Officer,
will present the December Monthly Financial Report (MFR), representing the operating
results of the institutions, as follows on Pages 34.1 - 34.27.

The MFR, prepared since 1990 to track the financial results of the U. T. System institu-
tions, 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 com-
pared to the prior year both in terms of dollars and percentages.
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The University of Texas System
Monthly Financial Report

Foreword

The Monthly Financial Report (MFR) for 2005 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.

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
health.
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UNAUDITED
The University of Texas System
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December
December Year-to-Date
Year-to-Date FY 2004 Fluctuation
FY 2005 (Restated) Variance Percentage
Operating Revenues
Student Tuition and Fees $372,472,452 $298,703,939 $73,768,513 24.7%
Sponsored Programs 667,400,243 619,896,818 47,503,425 7.7%
Net Sales and Services of Educational Activities 59,901,657 41,187,271 18,714,386 45.4%
Net Sales and Services of Hospitals 654,591,776 588,751,133 65,840,643 11.2%
Net Professional Fees 248,387,295 228,214,904 20,172,391 8.8%
Net Auxiliary Enterprises 110,298,988 90,021,629 20,277,359 22.5%
Other Operating Revenues 68,853,330 65,347,791 3,505,539 5.4%
Total Operating Revenues 2,181,905,741 1,932,123,485 249,782,256 12.9%
Operating Expenses
Salaries and Wages 1,398,955,292 1,274,067,127 124,888,165 9.8%
Payroll Related Costs 331,697,665 298,835,625 32,862,040 11.0%
Professional Fees and Contracted Services 77,117,713 73,339,794 3,777,919 5.2%
Other Contracted Services 96,423,826 86,109,988 10,313,838 12.0%
Scholarships and Fellowships 183,731,392 159,461,577 24,269,815 15.2%
Travel 29,424,348 24,944,122 4,480,226 18.0%
Materials and Supplies 286,786,703 258,863,874 27,922,829 10.8%
Utilities 57,020,995 51,036,780 5,984,215 11.7%
Telecommunications 20,416,453 19,776,359 640,094 3.2%
Repairs and Maintenance 40,191,886 38,195,276 1,996,610 5.2%
Rentals and Leases 30,269,053 24,022,714 6,246,339 26.0%
Printing and Reproduction 10,491,993 10,272,967 219,026 2.1%
Bad Debt Expense 4,089 4,089 0 0.0%
Federal Sponsored Programs Pass-Throughs 6,231,415 4,792,402 1,439,013 30.0%
Depreciation and Amortization 128,390,665 113,454,038 14,936,627 13.2%
Other Operating Expenses 128,632,301 127,008,964 1,623,337 1.3%
Total Operating Expenses 2,825,785,789 2,564,185,696 261,600,093 10.2%
Operating Loss (643,880,048) (632,062,211) (11,817,837) -1.9%
Other Nonoperating Adjustments
State Appropriations 549,402,753 540,451,295 8,951,458 1.7%
Gift Contributions for Operations 70,745,914 57,985,735 12,760,179 22.0%
Net Investment Income 148,702,831 71,533,726 77,169,105 107.9%
Long Term Fund Distribution 56,980,706 54,503,648 2,477,058 4.5%
Interest Expense on Capital Asset Financings (44,748,709) (31,557,548) (13,191,161) -41.8%
Net Other Nonoperating Adjustments 781,083,495 692,916,856 88,166,639 12.7%
Adjusted Income (Loss) 137,203,447 60,854,645 76,348,802 125.5%
Adjusted Margin (as a percentage) 4.6% 2.3%
Available University Fund Transfer 0 0 0 0.0%
Investment Gains (Losses) 1,127,515,449 1,100,062,012 27,453,437 2.5%
Adj. Inc. (Loss) with Investment Gains (Losses) $1,264,718,896 $1,160,916,657 $103,802,239 8.9%
Adj. Margin % with Investment Gains (Losses) 30.6% 30.9%
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Comparison of Year-to-Date FY 2005 Adjusted Income (Loss)
to Year-to-Date FY 2004 Adjusted Income (Loss)
For the Four Months Ending December 31, 2004

U. T. System Administration

U. T. Arlington

U. T. Austin

U. T. Brownsville

U. T. Dallas

U. T. El Paso

U. T. Pan American

U. T. Permian Basin

U. T. San Antonio

U.T. Tyler

U. T. Southwestern Medical Center - Dallas
U. T. Medical Branch - Galveston

U. T. Health Science Center - Houston

U. T. Health Science Center - San Antonio
U. T. M. D. Anderson Cancer Center

U. T. Health Center - Tyler

Elimination of AUF Transfer

Total Adjusted Income (Loss)

Investment Gains (Losses)
Total Adjusted Income (Loss) with
Investment Gains (Losses)

The University of Texas System

Year-to-Date Variance of
Year-to-Date FY2004 Current

FY2005 Adjusted Year-to-Date
Adjusted Income (Loss) to Prior Fluctuation
Income (L0ss) (Restated) Year-to-Date Percentage
$ 93,862,172 $ 26,632,194 $ 67,229,978 252.4%
6,777,747 2,771,817 4,005,930 144.5%
43,624,094 46,375,408 (2,751,314) -5.9%
1,450,886 226,104 1,224,782 541.7%
1,877,541 2,077,086 (199,545) -9.6%
1,376,919 1,069,151 307,768 28.8%
2,355,288 2,825,617 (470,329) -16.6%
(551,953) (4) (799,424) 247,471 31.0%
9,994,673 4,931,949 5,062,724 102.7%
(733,830) (6) (725,247) (8,583) -1.2%
2,434,700 6,747,288 (4,312,588) -63.9%
(20,857,834) (11,056,770) (9,801,064) -88.6%
1,020,571 4,848,590 (3,828,019) -79.0%
5,842,959 3,306,010 2,536,949 76.7%
22,664,901 6,768,183 15,896,718 234.9%
1,509,613 1,310,022 199,591 15.2%
(35,445,000) (36,453,333) 1,008,333 2.8%
137,203,447 60,854,645 76,348,802 125.5%
1,127,515,449 1,100,062,012 27,453,437 2.5%
$ 1,264,718,896 $ 1,160,916,657 $ 103,802,239 8.9%
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THE UNIVERSITY OF TEXAS SYSTEM
EXPLANATION OF VARIANCES ON THE MONTHLY FINANCIAL REPORT
For the Four Months Ending December 31, 2004

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.

institutions with a current year-to-date adjusted loss.

(1)

()

3)

(4)

(5)

(6)

()

U. T. System Administration — The $67.2 million
(252.4%) increase in adjusted income over the same
period last year was primarily due to an increase in net
investment income due to improved financial market
conditions and a mineral rights lease sale. Due to the
elevated price of oil, the lease sale netted a higher than
normal sale bonus.

U. T. Arlington — The $4 million (144.5%) increase in
adjusted income over the same period last year was
primarily due to an increase in designated tuition rates.
Designated tuition increased from $46 per semester
credit hour in the fall of 2003 to $73 per semester
credit hour in the fall of 2004.

U. T. Brownsville — The $1.2 million (541.7%)
increase in adjusted income over the same period last
year was primarily due to increases in the Texas
Southmost College contract.

U. T. Permian Basin — The $552,000 year-to-date net
loss was primarily due to additional faculty hired to
accommodate the increased student enrollment. This
loss represents 1.6% of budgeted revenues. UT
Permian Basin is anticipating ending the year with a
$1.7 million negative margin.

U. T. San Antonio - The $5.1 million (102.7%)
increase in adjusted income over the same period last
year was primarily due to increased tuition and fees
and increased net auxiliary enterprise revenue.
Tuition and fees increased due to a 6% increase in
enrollment as well as an increase in tuition and fees of
17%. The net auxiliary enterprise revenue increase is
due to the new student housing and meal plans for
2005.

U. T. Tyler — The $734,000 year-to-date net loss was
primarily due to increased salaries and wages as well
as increases in depreciation expense and interest
expense related to three new capital projects. This
loss represents 1.4% of budgeted revenues. U. T.
Tyler is anticipating ending the year with a $1.7
million negative margin.

U. T. Southwestern Medical Center — Dallas — The
$4.3 million (63.9%) decrease in adjusted income over
the same period last year was primarily due to a prior
year correction of indirect cost revenue and a decrease
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(8)

Explanations are also provided for

in gift contributions. The adjustment to prior year
overhead had a negative impact on the December
year-to-date margin of $1.8 million. The reduction of
gift contributions of $3.4 million was due to a large
donation in 2004 for the clinical transformation
initiative project that did not recur.

U. T. Medical Branch — Galveston — The $9.8 million
(88.6%) increase in adjusted loss over the same period
last year was primarily due to UTMB Galveston’s
Correctional Managed Health Care (CMHC)
operations. UTMB Galveston has experienced
multiple years of CMHC funding decreases despite
increasing inmate populations, aging of the inmate
population, increased incidences of inmate chronic
diseases and other inflationary expense factors.
UTMB Galveston has implemented significant cost
and operational improvements in CMHC over the last
several years, but is now facing a situation where
CMHC is not adequately funded. Cost and
operational improvement opportunities are becoming
limited. @~ UTMB Galveston is pursuing funding
increases for CMHC and is implementing additional
cost saving  measures. CMHC  represents
approximately one-fourth of UTMB Galveston’s
budget.

UTMB Galveston’s net loss of $20.9 million
represents 1.7% of budgeted revenues.
UTMB Galveston’s management is projecting a

negative margin of $19.5 million for 2005. This
projected loss includes $49.5 million in noncash
depreciation expense; therefore, cash flow from
operations is projected to be a positive $30 million.
Additionally, the $19.5 million loss does not include
nonoperating revenue for capital gifts from the Sealy
and Smith  Foundation of $20.7 million.
UTMB Galveston is the sole beneficiary of the Sealy
and Smith Foundation, and these gifts are
integral to UTMB Galveston’s financial success.
UTMB Galveston will continue to have narrow
margins as over 80% of clinical revenues are
generated from government payors whose rate
increases are not keeping pace with inflation.
UTMB Galveston will continue to modify revenue
enhancement and cost reduction plans as necessary to
achieve financial goals for 2005.



(9) U. T. Health Science Center — Houston — The $3.8
million (79%) decrease in adjusted income over the
same period last year was primarily due to increases in
rentals and leases as well as increased contracted
services. While the John Freeman building is being
demolished and the new facility is being constructed,
personnel who were displaced are being housed in
rental space, which contributes to the increased rental
expense in 2005. Other contracted services increased
due to additional management fees and cleaning costs
for the Hermann Professional building and increased
expenses related to new software to track resident
activity.

(10) U. T. Health Science Center — San Antonio — The $2.5
million (76.7%) increase in adjusted income over the
same period last year was primarily due to increased
professional fees of $2.5 million and increased gift
contributions of $3 million. Gifts include $1.6 million
for the Research Imaging Center, $750,000 for the San
Antonio Cancer Institute and $450,000 for Center of
Excellence in Cardiology.

(11)U. T. M. D. Anderson Cancer Center — The $15.9
million (234.9%) increase in adjusted income over the
same period last year was primarily due to increased
investment income of $7.4 million due to improved
financial market conditions and an increase in gifts of
$5.7 million.

(12) Investment Gains (Losses) — The $27.5 million (2.5%)
improvement in investment gains over the same period
last year was due to improved financial market
conditions. The majority of the year-to-date gains
relate to the Permanent University Fund (PUF) for
$727.6 million, the Long Term Fund (LTF) for $314.6
million and the Permanent Health Fund (PHF) for
$74.6 million.
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GLOSSARY OF TERMS

OPERATING REVENUES:

STUDENT TUITION AND FEES - All student tuition and fee revenues earned at the U.T. institution for educational purposes.

SPONSORED PROGRAMS - Funding received from local, state and federal governments or private agencies, organizations or
individuals. Includes amounts received for services performed on grants, contracts, 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 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 to, although not necessarily equal to the cost of the service (e.g., bookstores, dormitories, dining halls, snack bars,
inter-collegiate athletic programs, etc.).

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

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, etc.

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

PROFESSIONAL FEES AND CONTRACTED SERVICES - Payments 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 possess a lesser degree of learning and responsibility than that required for Professional Fees and Contracted Services.
Includes such items as temporary employment expenses, fully insured medical plans expenses, janitorial services, dry cleaning
services, etc.

SCHOLARSHIPS AND FELLOWSHIPS — Payments made for scholarship grants to students authorized by law.

TRAVEL - Payments for travel costs incurred during travel by employees, board or commission members and elected/appointed
officials on state business.

MATERIALS AND SUPPLIES - Payments for consumable items. Includes, but is not limited to: computer consumables, office
supplies, paper products, soap, lights, plants, fuels and lubricants, chemicals and gasses, medical supplies and copier supplies. Also
includes postal services, and subscriptions and other publications not for permanent retention.

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

TELECOMMUNICATIONS - Electronically transmitted communications services (telephone, internet, computation center
services, etc.).

REPAIRS AND MAINTENANCE - Payments for the maintenance and repair of equipment, furnishings, motor vehicles, buildings
and other plant facilities. Includes, but is not limited to repair and maintenance to copy machines, furnishings, equipment —
including medical and laboratory equipment, office equipment and aircraft.

RENTALS AND LEASES - Payments for rentals or leases of furnishings 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.
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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 settlements 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 fees, hazardous waste disposal expenses, meetings
and conferences, etc.).

OPERATING LOSS - Total operating revenues less total operating expenses before other nonoperating adjustments like state
appropriations.

OTHER NONOPERATING ADJUSTMENTS:

STATE APPROPRIATIONS — Appropriations from the State General Revenue fund, which supplement the U.T. institutional
revenue in meeting operating expenses, such as faculty salaries, utilities, and institutional support.

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

NET INVESTMENT INCOME - Interest and dividend income, Permanent Health Fund distributions and patent and royalty
income.

LONG TERM FUND DISTRIBUTION — At the institutional level, includes Long Term Fund fixed payouts approved by the Board
of Regents. On the MFR, investment income for System Administration has been reduced for the amount of any transfers so as not
to overstate investment income.

INTEREST EXPENSE ON CAPITAL ASSET FINANCINGS - Interest 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.

ADJUSTED INCOME (LOSS) — Total operating revenues less total operating expenses plus net other nonoperating adjustments.

ADJUSTED MARGIN (as a percentage) — Percentage of Adjusted Income (Loss) divided by Total Operating Revenues plus Net
Nonoperating Adjustments less Interest Expense on Capital Asset Financings.

AVAILABLE UNIVERSITY FUND TRANSFER - Includes Available University Fund (AUF) transfer to System Administration
for 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 to be reported in the PUF at System
Administration. On the MFR, investment income for System Administration has been reduced for the amount of the System
Administration transfer so as not to overstate investment income for System Administration. The AUF transfers are eliminated at
the consolidated level to avoid overstating System-wide revenues, as the amounts will be reflected as transfers at year-end.

INVESTMENT GAINS (LOSSES) — Realized and unrealized gains and losses on investments.
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UNAUDITED
The University of Texas System Administration
Comparison of Operating Results and Margin

For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues

Sponsored Programs $2,622,391 $2,490,000 $132,391 5.3%

Net Sales and Services of Educational Activities 3,554,504 (36,359) 3,590,863 9,876.1%

Other Operating Revenues 10,515,774 10,705,026 (189,252) -1.8%

Total Operating Revenues 16,692,669 13,158,667 3,534,002 26.9%

Operating Expenses

Salaries and Wages 7,256,198 6,290,734 965,464 15.3%

Employee Benefits and Related Costs 1,641,323 1,283,230 358,093 27.9%

Professional Fees and Contracted Services 729,291 838,507 (109,216) -13.0%

Other Contracted Services 1,764,086 3,043,859 (1,279,773) -42.0%

Travel 468,050 201,429 266,621 132.4%

Materials and Supplies 955,820 1,556,338 (600,518) -38.6%

Utilities 12,520 9,524 2,996 31.5%

Telecommunications 298,040 330,181 (32,141) -9.7%

Repairs and Maintenance 518,061 382,776 135,285 35.3%

Rentals and Leases 114,553 162,889 (48,336) -29.7%

Printing and Reproduction 61,760 41,813 19,947 47.7%

Depreciation and Amortization 535,796 500,116 35,680 7.1%

Other Operating Expenses 3,037,194 1,138,457 1,898,737 166.8%

Total Operating Expenses 17,496,692 15,848,853 1,647,839 10.4%

Operating Loss (804,023) (2,690,186) 1,886,163 70.1%

Other Nonoperating Adjustments

State Appropriations 332,994 332,995 1) 0.0%

Gift Contributions for Operations 801,780 130,182 671,598 515.9%

Net Investment Income 93,854,226 27,190,002 66,664,224 245.2%

Long Term Fund Distribution 1,668,934 2,176,708 (507,774) -23.3%

Interest Expense on Capital Asset Financings (11,238,212) (9,813,080) (1,425,132) -14.5%

Net Other Nonoperating Adjustments 85,419,722 20,016,807 65,402,915 326.7%

Adjusted Income (Loss) 84,615,699 17,326,621 67,289,078 388.4%

Adjusted Margin (as a percentage) 74.6% 40.3%

Available University Fund Transfer 9,246,473 9,305,573 (59,100) -0.6%
Adjusted Income (Loss) with AUF Transfer 93,862,172 26,632,194 67,229,978 252.4%
Adjusted Margin % with AUF Transfer 76.6% 50.9%

Investment Gains (Losses) 1,118,392,393 1,077,630,728 40,761,665 3.8%

Adj. Inc. (Loss) with AUF Transfer & Invest. Gains (Losses) $1,212,254,565 $1,104,262,922 $107,991,643 9.8%

Adj. Margin % with AUF Transfer & Invest. Gains (Losses) 98.4% 98.5%

34.12




UNAUDITED
The University of Texas at Arlington

Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $46,656,972 $34,931,584 $11,725,388 33.6%
Sponsored Programs 15,729,710 15,753,044 (23,334) -0.1%
Net Sales and Services of Educational Activities 1,504,833 1,399,494 105,339 7.5%
Net Auxiliary Enterprises 8,582,507 6,947,171 1,635,336 23.5%
Other Operating Revenues 1,744,835 1,375,445 369,390 26.9%
Total Operating Revenues 74,218,857 60,406,738 13,812,119 22.9%
Operating Expenses
Salaries and Wages 48,323,009 43,895,744 4,427,265 10.1%
Employee Benefits and Related Costs 10,163,705 9,784,593 379,112 3.9%
Professional Fees and Contracted Services 940,565 713,736 226,829 31.8%
Other Contracted Services 2,400,153 1,906,008 494,145 25.9%
Scholarships and Fellowships 16,610,178 14,610,701 1,999,477 13.7%
Travel 1,081,279 876,035 205,244 23.4%
Materials and Supplies 5,566,376 5,966,757 (400,381) -6.7%
Utilities 2,178,275 1,897,384 280,891 14.8%
Telecommunications 939,775 951,934 (12,159) -1.3%
Repairs and Maintenance 2,571,735 2,666,296 (94,561) -3.5%
Rentals and Leases 930,331 610,751 319,580 52.3%
Printing and Reproduction 621,198 732,728 (111,530) -15.2%
Depreciation and Amortization 4,418,505 3,422,376 996,129 29.1%
Other Operating Expenses 2,472,821 1,806,757 666,064 36.9%
Total Operating Expenses 99,217,905 89,841,800 9,376,105 10.4%
Operating Loss (24,999,048) (29,435,062) 4,436,014 15.1%
Other Nonoperating Adjustments
State Appropriations 32,771,277 32,255,544 515,733 1.6%
Gift Contributions for Operations 584,090 484,182 99,908 20.6%
Net Investment Income 509,218 519,554 (10,336) -2.0%
Long Term Fund Distribution 473,886 608,444 (134,558) -22.1%
Interest Expense on Capital Asset Financings (2,561,676) (1,660,845) (900,831) -54.2%
Net Other Nonoperating Adjustments 31,776,795 32,206,879 (430,084) -1.3%
Adjusted Income (Loss) 6,777,747 2,771,817 4,005,930 144.5%
Adjusted Margin (as a percentage) 6.2% 2.9%
Investment Gains (Losses) (24,776) 48,203 (72,979) -151.4%
Adj. Inc. (Loss) with Investment Gains (Losses) $6,752,971 $2,820,020 $3,932,951 139.5%
Adj. Margin % with Investment Gains (Losses) 6.2% 3.0%
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UNAUDITED

The University of Texas at Austin
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues

Student Tuition and Fees $168,407,267 $134,764,069 $33,643,198 25.0%

Sponsored Programs 129,849,641 119,985,258 9,864,383 8.2%

Net Sales and Services of Educational Activities 28,753,868 21,899,588 6,854,280 31.3%

Net Auxiliary Enterprises 60,391,943 53,206,442 7,185,501 13.5%

Other Operating Revenues 2,005,994 1,554,916 451,078 29.0%

Total Operating Revenues 389,408,713 331,410,273 57,998,440 17.5%

Operating Expenses

Salaries and Wages 266,311,729 241,688,436 24,623,293 10.2%

Employee Benefits and Related Costs 57,181,690 50,998,323 6,183,367 12.1%

Professional Fees and Contracted Services 8,803,331 8,097,989 705,342 8.7%

Other Contracted Services 19,911,431 15,044,132 4,867,299 32.4%

Scholarships and Fellowships 57,321,966 48,370,386 8,951,580 18.5%

Travel 9,967,141 8,266,688 1,700,453 20.6%

Materials and Supplies 33,008,999 28,400,029 4,608,970 16.2%

Utilities 18,008,862 14,245,404 3,763,458 26.4%

Telecommunications 4,197,238 4,034,969 162,269 4.0%

Repairs and Maintenance 6,711,937 5,914,141 797,796 13.5%

Rentals and Leases 5,115,765 4,327,129 788,636 18.2%

Printing and Reproduction 2,903,732 3,083,419 (179,687) -5.8%

Federal Sponsored Programs Pass-Thrus 1,830,819 586,733 1,244,086 212.0%

Depreciation and Amortization 27,552,536 26,060,195 1,492,341 5.7%

Other Operating Expenses 17,325,357 16,843,494 481,863 2.9%

Total Operating Expenses 536,152,533 475,961,467 60,191,066 12.6%

Operating Loss (146,743,820) (144,551,194) (2,192,626) -1.5%

Other Nonoperating Adjustments

State Appropriations 106,765,662 106,929,927 (164,265) -0.2%

Gift Contributions for Operations 19,701,806 19,945,399 (243,593) -1.2%

Net Investment Income 5,085,842 4,105,963 979,879 23.9%

Long Term Fund Distribution 30,533,874 28,889,688 1,644,186 5.7%

Interest Expense on Capital Asset Financings (7,164,270) (5,397,708) (1,766,562) -32.7%

Net Other Nonoperating Adjustments 154,922,914 154,473,269 449,645 0.3%

Adjusted Income (Loss) 8,179,094 9,922,075 (1,742,981) -17.6%

Adjusted Margin (as a percentage) 1.5% 2.0%

Available University Fund Transfer 35,445,000 36,453,333 (1,008,333) -2.8%
Adjusted Income (Loss) with AUF Transfer 43,624,094 46,375,408 ($2,751,314) -5.9%
Adjusted Margin % with AUF Transfer 7.4% 8.8%

Investment Gains (Losses) (48,856) (206,947) 158,091 76.4%

Adj. Inc. (Loss) with AUF Transfer & Invest. Gains (Losses) $43,575,238 $46,168,461 ($2,593,223) -5.6%

Adj. Margin % with AUF Transfer & Invest. Gains (Losses) 7.9% 9.4%
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UNAUDITED

The University of Texas at Brownsville
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage
Operating Revenues
Student Tuition and Fees $2,926,229 $2,409,006 $517,223 21.5%
Sponsored Programs 36,275,265 30,343,712 5,931,553 19.5%
Net Sales and Services of Educational Activities 456,439 604,787 (148,348) -24.5%
Net Auxiliary Enterprises 318,563 221,223 97,340 44.0%
Other Operating Revenues 4,339 973 3,366 345.9%
Total Operating Revenues 39,980,835 33,579,701 6,401,134 19.1%
Operating Expenses
Salaries and Wages 14,594,352 13,643,283 951,069 7.0%
Employee Benefits and Related Costs 3,351,901 3,313,232 38,669 1.2%
Professional Fees and Contracted Services 577,315 533,127 44,188 8.3%
Scholarships and Fellowships 19,701,263 16,076,598 3,624,665 22.5%
Travel 236,403 200,023 36,380 18.2%
Materials and Supplies 1,413,668 1,239,004 174,664 14.1%
Utilities 896,217 714,062 182,155 25.5%
Telecommunications 493,954 495,318 (1,364) -0.3%
Repairs and Maintenance 267,467 282,842 (15,375) -5.4%
Rentals and Leases 670,983 617,069 53,914 8.7%
Printing and Reproduction 118,425 106,536 11,889 11.2%
Bad Debt Expense 4,089 4,089 0 0.0%
Federal Sponsored Programs Pass-Thrus 8,566 0 8,566 100.0%
Depreciation and Amortization 950,343 961,568 (11,225) -1.2%
Other Operating Expenses 3,046,626 2,504,615 542,011 21.6%
Total Operating Expenses 46,331,572 40,691,366 5,640,206 13.9%
Operating Loss (6,350,737) (7,111,665) 760,928 10.7%
Other Nonoperating Adjustments
State Appropriations 8,201,431 7,763,174 438,257 5.6%
Gift Contributions for Operations 57,538 120,045 (62,507) -52.1%
Net Investment Income 115,495 90,661 24,834 27.4%
Long Term Fund Distribution 82,722 71,400 11,322 15.9%
Interest Expense on Capital Asset Financings (655,563) (707,511) 51,948 7.3%
Net Other Nonoperating Adjustments 7,801,623 7,337,769 463,854 6.3%
Adjusted Income (Loss) 1,450,886 226,104 1,224,782 541.7%
Adjusted Margin (as a percentage) 3.0% 0.5%
Investment Gains (Losses) 19,362 11,947 7,415 62.1%
Adj. Inc. (Loss) with Investment Gains (Losses) $1,470,248 $238,051 $1,232,197 517.6%
Adj. Margin % with Investment Gains (Losses) 3.0% 0.6%
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UNAUDITED

The University of Texas at Dallas
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $33,329,623 $28,142,990 $5,186,633 18.4%
Sponsored Programs 11,992,864 11,126,018 866,846 7.8%
Net Sales and Services of Educational Activities 1,623,694 1,355,765 267,929 19.8%
Net Auxiliary Enterprises 2,090,768 1,652,684 438,084 26.5%
Other Operating Revenues 2,025,179 684,520 1,340,659 195.9%
Total Operating Revenues 51,062,128 42,961,977 8,100,151 18.9%
Operating Expenses
Salaries and Wages 37,574,489 33,951,762 3,622,727 10.7%
Employee Benefits and Related Costs 7,205,614 6,351,012 854,602 13.5%
Professional Fees and Contracted Services 1,259,570 534,733 724,837 135.6%
Other Contracted Services 1,922,606 1,586,429 336,177 21.2%
Scholarships and Fellowships 12,900,201 11,019,339 1,880,862 17.1%
Travel 985,197 827,378 157,819 19.1%
Materials and Supplies 4,803,528 3,773,653 1,029,875 27.3%
Utilities 1,790,932 1,471,156 319,776 21.7%
Telecommunications 498,148 490,871 7,277 1.5%
Repairs and Maintenance 1,324,369 771,125 553,244 71.7%
Rentals and Leases 374,251 258,635 115,616 44.7%
Printing and Reproduction 390,194 305,700 84,494 27.6%
Federal Sponsored Programs Pass-Thrus 33,000 77,378 (44,378) -57.4%
Depreciation and Amortization 4,122,621 3,650,000 472,621 12.9%
Other Operating Expenses 2,198,822 1,593,007 605,815 38.0%
Total Operating Expenses 77,383,542 66,662,178 10,721,364 16.1%
Operating Loss (26,321,414) (23,700,201) (2,621,213) -11.1%
Other Nonoperating Adjustments
State Appropriations 23,822,990 22,445,304 1,377,686 6.1%
Gift Contributions for Operations 2,307,353 1,643,603 663,750 40.4%
Net Investment Income 853,148 626,640 226,508 36.1%
Long Term Fund Distribution 2,278,315 2,094,456 183,859 8.8%
Interest Expense on Capital Asset Financings (1,062,851) (1,032,716) (30,135) -2.9%
Net Other Nonoperating Adjustments 28,198,955 25,777,287 2,421,668 9.4%
Adjusted Income (Loss) 1,877,541 2,077,086 (199,545) -9.6%
Adjusted Margin (as a percentage) 2.3% 3.0%
Investment Gains (Losses) (35,560) 346,811 (382,371) -110.3%
Adj. Inc. (Loss) with Investment Gains (Losses) $1,841,981 $2,423,897 ($581,916) -24.0%
Adj. Margin % with Investment Gains (Losses) 2.3% 3.5%
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UNAUDITED

The University of Texas at El Paso
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $24,604,164 $19,869,296 $4,734,868 23.8%
Sponsored Programs 26,121,985 25,280,884 841,101 3.3%
Net Sales and Services of Educational Activities 994,897 1,111,036 (116,139) -10.5%
Net Auxiliary Enterprises 8,190,809 6,802,598 1,388,211 20.4%
Other Operating Revenues 4,798 66,636 (61,838) -92.8%
Total Operating Revenues 59,916,653 53,130,450 6,786,203 12.8%
Operating Expenses
Salaries and Wages 37,208,670 33,943,739 3,264,931 9.6%
Employee Benefits and Related Costs 8,225,430 7,651,636 573,794 7.5%
Professional Fees and Contracted Services 1,327,495 1,063,085 264,410 24.9%
Other Contracted Services 3,506,180 2,826,851 679,329 24.0%
Scholarships and Fellowships 19,857,084 18,071,132 1,785,952 9.9%
Travel 1,751,348 1,681,472 69,876 4.2%
Materials and Supplies 6,269,908 5,301,204 968,704 18.3%
Utilities 1,823,643 1,719,636 104,007 6.0%
Telecommunications 429,418 309,258 120,160 38.9%
Repairs and Maintenance 1,340,208 1,208,327 131,881 10.9%
Rentals and Leases 577,692 416,600 161,092 38.7%
Printing and Reproduction 324,685 227,985 96,700 42.4%
Federal Sponsored Programs Pass-Thrus 91,282 89,992 1,290 1.4%
Depreciation and Amortization 3,109,755 2,983,131 126,624 4.2%
Other Operating Expenses 1,606,679 2,081,817 (475,138) -22.8%
Total Operating Expenses 87,449,477 79,575,865 7,873,612 9.9%
Operating Loss (27,532,824) (26,445,415) (1,087,409) -4.1%
Other Nonoperating Adjustments
State Appropriations 25,826,697 24,654,052 1,172,645 4.8%
Gift Contributions for Operations 2,071,087 1,835,514 235,573 12.8%
Net Investment Income 916,753 694,563 222,190 32.0%
Long Term Fund Distribution 1,381,158 1,339,812 41,346 3.1%
Interest Expense on Capital Asset Financings (1,285,952) (1,009,375) (276,577) -27.4%
Net Other Nonoperating Adjustments 28,909,743 27,514,566 1,395,177 5.1%
Adjusted Income (Loss) 1,376,919 1,069,151 307,768 28.8%
Adjusted Margin (as a percentage) 1.5% 1.3%
Investment Gains (Losses) (10,998) 42,209 (53,207) -126.1%
Adj. Inc. (Loss) with Investment Gains (Losses) $1,365,921 $1,111,360 $254,561 22.9%
Adj. Margin % with Investment Gains (Losses) 1.5% 1.4%
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UNAUDITED
The University of Texas-Pan American

Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $19,538,274 $17,013,796 $2,524,478 14.8%
Sponsored Programs 25,007,240 22,998,746 2,008,494 8.7%
Net Sales and Services of Educational Activities 1,807,050 1,543,214 263,836 17.1%
Net Auxiliary Enterprises 2,505,520 2,504,864 656 0.0%
Other Operating Revenues 382,820 483,562 (100,742) -20.8%
Total Operating Revenues 49,240,904 44 544,182 4,696,722 10.5%
Operating Expenses
Salaries and Wages 25,644,260 23,067,890 2,576,370 11.2%
Employee Benefits and Related Costs 5,725,142 5,325,394 399,748 7.5%
Professional Fees and Contracted Services 296,679 256,270 40,409 15.8%
Other Contracted Services 1,320,071 1,304,612 15,459 1.2%
Scholarships and Fellowships 22,649,653 20,009,739 2,639,914 13.2%
Travel 598,907 737,513 (138,606) -18.8%
Materials and Supplies 3,735,879 4,382,715 (646,836) -14.8%
Utilities 1,611,963 1,471,389 140,574 9.6%
Telecommunications 331,711 225,587 106,124 47.0%
Repairs and Maintenance 453,564 604,331 (150,767) -24.9%
Rentals and Leases 185,984 138,082 47,902 34.7%
Printing and Reproduction 260,239 268,890 (8,651) -3.2%
Federal Sponsored Programs Pass-Thrus 2,883 - 2,883 100.0%
Depreciation and Amortization 2,570,676 2,224,895 345,781 15.5%
Other Operating Expenses 1,856,907 1,402,705 454,202 32.4%
Total Operating Expenses 67,244,518 61,420,012 5,824,506 9.5%
Operating Loss (18,003,614) (16,875,830) (1,127,784) -6.7%
Other Nonoperating Adjustments
State Appropriations 19,613,826 19,216,044 397,782 2.1%
Gift Contributions for Operations 789,538 733,828 55,710 7.6%
Net Investment Income 553,427 411,755 141,672 34.4%
Long Term Fund Distribution 227,743 313,012 (85,269) -27.2%
Interest Expense on Capital Asset Financings (825,632) (973,192) 147,560 15.2%
Net Other Nonoperating Adjustments 20,358,902 19,701,447 657,455 3.3%
Adjusted Income (Loss) 2,355,288 2,825,617 (470,329) -16.6%
Adjusted Margin (as a percentage) 3.3% 4.3%
Investment Gains (Losses) 201,945 452,621 (250,676) -55.4%
Adj. Inc. (Loss) with Investment Gains (Losses) $2,557,233 $3,278,238 ($721,005) -22.0%
Adj. Margin % with Investment Gains (Losses) 3.6% 5.0%

34.18




UNAUDITED
The University of Texas of the Permian Basin
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $3,061,489 $2,454,744 $606,745 24.7%
Sponsored Programs 2,094,687 2,073,219 21,468 1.0%
Net Sales and Services of Educational Activities 115,800 122,938 (7,138) -5.8%
Net Auxiliary Enterprises 595,182 369,743 225,439 61.0%
Other Operating Revenues 45,578 52,869 (7,291) -13.8%
Total Operating Revenues 5,912,736 5,073,513 839,223 16.5%
Operating Expenses
Salaries and Wages 4,975,389 4,416,784 558,605 12.6%
Employee Benefits and Related Costs 1,043,177 946,212 96,965 10.2%
Professional Fees and Contracted Services 349,580 412,630 (63,050) -15.3%
Other Contracted Services 245,099 315,489 (70,390) -22.3%
Scholarships and Fellowships 2,166,110 1,913,106 253,004 13.2%
Travel 182,899 223,003 (40,104) -18.0%
Materials and Supplies 769,201 955,682 (186,481) -19.5%
Utilities 486,213 532,791 (46,578) -8.7%
Telecommunications 172,694 143,895 28,799 20.0%
Repairs and Maintenance 148,604 101,104 47,500 47.0%
Rentals and Leases 91,470 131,426 (39,956) -30.4%
Printing and Reproduction 93,627 130,265 (36,638) -28.1%
Depreciation and Amortization 818,576 728,820 89,756 12.3%
Other Operating Expenses 231,002 308,710 (77,708) -25.2%
Total Operating Expenses 11,773,641 11,259,917 513,724 4.6%
Operating Loss (5,860,905) (6,186,404) 325,499 5.3%
Other Nonoperating Adjustments
State Appropriations 5,222,188 5,205,844 16,344 0.3%
Gift Contributions for Operations 448,738 353,109 95,629 27.1%
Net Investment Income 32,710 28,770 3,940 13.7%
Long Term Fund Distribution 194,000 186,454 7,546 4.0%
Interest Expense on Capital Asset Financings (588,684) (387,197) (201,487) -52.0%
Net Other Nonoperating Adjustments 5,308,952 5,386,980 (78,028) -1.4%
Adjusted Income (Loss) (551,953) (799,424) 247,471 31.0%
Adjusted Margin (as a percentage) -4.7% -1.4%
Investment Gains (Losses) 42,826 45,133 (2,307) -5.1%
Adj. Inc. (Loss) with Investment Gains (Losses) ($509,127) ($754,291) $245,164 32.5%
Adj. Margin % with Investment Gains (Losses) -4.3% -6.9%
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UNAUDITED
The University of Texas at San Antonio
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $45,714,570 $34,044,697 $11,669,873 34.3%
Sponsored Programs 24,011,125 21,982,853 2,028,272 9.2%
Net Sales and Services of Educational Activities 1,518,902 1,298,709 220,193 17.0%
Net Auxiliary Enterprises 7,254,312 1,901,417 5,352,895 281.5%
Other Operating Revenues 328,354 172,999 155,355 89.8%
Total Operating Revenues 78,827,263 59,400,675 19,426,588 32.7%
Operating Expenses
Salaries and Wages 42,692,983 37,632,507 5,060,476 13.4%
Employee Benefits and Related Costs 9,693,715 8,307,723 1,385,992 16.7%
Professional Fees and Contracted Services 876,480 788,431 88,049 11.2%
Other Contracted Services 939,524 445,761 493,763 110.8%
Scholarships and Fellowships 21,641,626 18,508,619 3,133,007 16.9%
Travel 1,090,654 958,695 131,959 13.8%
Materials and Supplies 6,444,154 3,970,915 2,473,239 62.3%
Utilities 1,840,766 1,906,667 (65,901) -3.5%
Telecommunications 1,088,370 728,013 360,357 49.5%
Repairs and Maintenance 1,828,496 1,582,107 246,389 15.6%
Rentals and Leases 977,125 832,025 145,100 17.4%
Printing and Reproduction 499,601 377,426 122,175 32.4%
Federal Sponsored Programs Pass-Thrus 1,289,606 1,107,240 182,366 16.5%
Depreciation and Amortization 3,408,167 3,515,100 (106,933) -3.0%
Other Operating Expenses 1,131,265 1,360,984 (229,719) -16.9%
Total Operating Expenses 95,442 532 82,022,213 13,420,319 16.4%
Operating Loss (16,615,269) (22,621,538) 6,006,269 26.6%
Other Nonoperating Adjustments
State Appropriations 27,276,534 27,408,725 (132,191) -0.5%
Gift Contributions for Operations 1,299,796 939,895 359,901 38.3%
Net Investment Income 635,948 475,440 160,508 33.8%
Long Term Fund Distribution 494,651 450,651 44,000 9.8%
Interest Expense on Capital Asset Financings (3,096,987) (1,721,224) (1,375,763) -79.9%
Net Other Nonoperating Adjustments 26,609,942 27,553,487 (943,545) -3.4%
Adjusted Income (Loss) 9,994,673 4,931,949 5,062,724 102.7%
Adjusted Margin (as a percentage) 9.2% 5.6%
Investment Gains (Losses) 46,326 228,110 (181,784) -79.7%
Adj. Inc. (Loss) with Investment Gains (Losses) $10,040,999 $5,160,059 $4,880,940 94.6%
Adj. Margin % with Investment Gains (Losses) 9.2% 5.8%
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UNAUDITED
The University of Texas at Tyler

Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $6,267,436 $4,861,176 $1,406,260 28.9%
Sponsored Programs 3,097,305 3,038,515 58,790 1.9%
Net Sales and Services of Educational Activities 329,258 156,098 173,160 110.9%
Net Auxiliary Enterprises 956,763 457,371 499,392 109.2%
Other Operating Revenues 37,847 76,092 (38,245) -50.3%
Total Operating Revenues 10,688,609 8,589,252 2,099,357 24.4%
Operating Expenses
Salaries and Wages 8,781,621 7,300,188 1,481,433 20.3%
Employee Benefits and Related Costs 1,965,360 1,698,533 266,827 15.7%
Professional Fees and Contracted Services 525,714 557,384 (31,670) -5.7%
Other Contracted Services 832,502 742,424 90,078 12.1%
Scholarships and Fellowships 3,618,401 3,399,090 219,311 6.5%
Travel 277,842 260,045 17,797 6.8%
Materials and Supplies 1,666,249 2,166,663 (500,414) -23.1%
Utilities 306,863 354,431 (47,568) -13.4%
Telecommunications 151,297 143,855 7,442 5.2%
Repairs and Maintenance 395,407 347,344 48,063 13.8%
Rentals and Leases 153,052 44,058 108,994 247.4%
Printing and Reproduction 191,503 167,729 23,774 14.2%
Depreciation and Amortization 1,522,555 1,300,000 222,555 17.1%
Other Operating Expenses 293,494 339,690 (46,196) -13.6%
Total Operating Expenses 20,681,860 18,821,434 1,860,426 9.9%
Operating Loss (9,993,251) (10,232,182) 238,931 2.3%
Other Nonoperating Adjustments
State Appropriations 8,601,014 8,708,328 (107,314) -1.2%
Gift Contributions for Operations 361,406 364,902 (3,496) -1.0%
Net Investment Income 161,755 101,666 60,089 59.1%
Long Term Fund Distribution 739,308 674,980 64,328 9.5%
Interest Expense on Capital Asset Financings (604,062) (342,941) (261,121) -76.1%
Net Other Nonoperating Adjustments 9,259,421 9,506,935 (247,514) -2.6%
Adjusted Income (Loss) (733,830) (725,247) (8,583) -1.2%
Adjusted Margin (as a percentage) -3.6% -3.9%
Investment Gains (Losses) (178) 2,142 (2,320) -108.3%
Adj. Inc. (Loss) with Investment Gains (Losses) ($734,008) ($723,105) ($10,903) -1.5%
Adj. Margin % with Investment Gains (Losses) -3.6% -3.9%
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UNAUDITED
The University of Texas Southwestern Medical Center at Dallas
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $6,797,458 $6,560,227 $237,231 3.6%
Sponsored Programs 125,992,090 115,475,987 10,516,103 9.1%
Net Sales and Services of Educational Activities 6,381,034 6,700,645 (319,611) -4.8%
Net Professional Fees 77,427,137 67,026,456 10,400,681 15.5%
Net Auxiliary Enterprises 3,995,550 3,854,704 140,846 3.7%
Other Operating Revenues 2,929,701 3,143,319 (213,618) -6.8%
Total Operating Revenues 223,522,970 202,761,338 20,761,632 10.2%
Operating Expenses
Salaries and Wages 147,040,075 135,220,838 11,819,237 8.7%
Employee Benefits and Related Costs 40,668,251 37,860,755 2,807,496 7.4%
Professional Fees and Contracted Services 3,093,908 4,265,872 (1,171,964) -27.5%
Other Contracted Services 19,169,112 17,673,688 1,495,424 8.5%
Scholarships and Fellowships 4,206,599 3,751,396 455,203 12.1%
Travel 2,450,806 2,402,016 48,790 2.0%
Materials and Supplies 29,673,469 27,218,916 2,454 553 9.0%
Utilities 5,310,024 5,813,158 (503,134) -8.7%
Telecommunications 2,008,172 1,756,772 251,400 14.3%
Repairs and Maintenance 2,317,241 1,660,731 656,510 39.5%
Rentals and Leases 2,412,763 2,005,236 407,527 20.3%
Printing and Reproduction 790,241 758,844 31,397 4.1%
Federal Sponsored Programs Pass-Thrus 98,297 50,674 47,623 94.0%
Depreciation and Amortization 11,900,820 11,136,080 764,740 6.9%
Other Operating Expenses 10,371,231 9,944,195 427,036 4.3%
Total Operating Expenses 281,511,009 261,519,171 19,991,838 7.6%
Operating Loss (57,988,039) (58,757,833) 769,794 1.3%
Other Nonoperating Adjustments
State Appropriations 38,951,632 38,810,774 140,858 0.4%
Gift Contributions for Operations 8,428,534 11,790,309 (3,361,775) -28.5%
Net Investment Income 9,667,600 9,970,814 (303,214) -3.0%
Long Term Fund Distribution 8,278,087 7,530,905 747,182 9.9%
Interest Expense on Capital Asset Financings (4,903,114) (2,597,681) (2,305,433) -88.7%
Net Other Nonoperating Adjustments 60,422,739 65,505,121 (5,082,382) -7.8%
Adjusted Income (Loss) 2,434,700 6,747,288 (4,312,588) -63.9%
Adjusted Margin (as a percentage) 0.8% 2.5%
Investment Gains (Losses) 4,814,630 7,359,116 (2,544,486) -34.6%
Adj. Inc. (Loss) with Investment Gains (Losses) $7,249,330 $14,106,404 (%$6,857,074) -48.6%
Adj. Margin % with Investment Gains (Losses) 2.5% 5.1%
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UNAUDITED

The University of Texas Medical Branch at Galveston
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December

December

Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $4,252,614 $3,626,666 $625,948 17.3%
Sponsored Programs 60,308,439 53,629,966 6,678,473 12.5%
Net Sales and Services of Hospitals 223,696,291 221,856,907 1,839,384 0.8%
Net Professional Fees 34,581,217 31,697,653 2,883,564 9.1%
Net Auxiliary Enterprises 2,679,078 2,365,221 313,857 13.3%
Other Operating Revenues 9,366,739 9,056,612 310,127 3.4%
Total Operating Revenues 334,884,378 322,233,025 12,651,353 3.9%
Operating Expenses
Salaries and Wages 239,853,451 224,999,401 14,854,050 6.6%
Employee Benefits and Related Costs 55,934,652 50,436,136 5,498,516 10.9%
Professional Fees and Contracted Services 13,088,941 11,036,323 2,052,618 18.6%
Other Contracted Services 20,035,677 20,029,057 6,620 0.0%
Scholarships and Fellowships 1,364,887 1,382,840 (17,953) -1.3%
Travel 2,106,417 1,536,774 569,643 37.1%
Materials and Supplies 56,910,188 49,614,923 7,295,265 14.7%
Utilities 7,741,646 6,893,416 848,230 12.3%
Telecommunications 3,912,503 3,745,138 167,365 4.5%
Repairs and Maintenance 8,659,215 10,689,944 (2,030,729) -19.0%
Rentals and Leases 3,478,644 3,540,121 (61,477) -1.7%
Printing and Reproduction 522,590 947,405 (424,815) -44.8%
Federal Sponsored Programs Pass-Thrus 772,591 602,102 170,489 28.3%
Depreciation and Amortization 16,459,651 15,718,762 740,889 4.7%
Other Operating Expenses 27,556,579 30,896,944 (3,340,365) -10.8%
Total Operating Expenses 458,397,632 432,069,286 26,328,346 6.1%0
Operating Loss (123,513,254) (109,836,261) (13,676,993) -12.5%
Other Nonoperating Adjustments
State Appropriations 93,270,450 91,504,507 1,765,943 1.9%
Gift Contributions for Operations 1,064,958 1,312,737 (247,779) -18.9%
Net Investment Income 5,695,538 2,632,879 3,062,659 116.3%
Long Term Fund Distribution 4,260,788 4,349,873 (89,085) -2.0%
Interest Expense on Capital Asset Financings (1,636,314) (1,020,505) (615,809) -60.3%
Net Other Nonoperating Adjustments 102,655,420 98,779,491 3,875,929 3.9%
Adjusted Income (Loss) (20,857,834) (11,056,770) (9,801,064) -88.6%
Adjusted Margin (as a percentage) -4.7% -2.6%
Investment Gains (Losses) (56,526) 411,401 (467,927) -113.7%
Adj. Inc. (Loss) with Investment Gains (Losses) ($20,914,360) ($10,645,369) ($10,268,991) -96.5%
Adj. Margin % with Investment Gains (Losses) -4.8% -2.5%
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UNAUDITED
The University of Texas Health Science Center at Houston
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $5,007,300 $4,684,898 $322,402 6.9%
Sponsored Programs 75,713,918 74,875,510 838,408 1.1%
Net Sales and Services of Educational Activities 10,160,683 3,199,459 6,961,224 217.6%
Net Sales and Services of Hospitals 10,639,301 10,647,979 (8,678) -0.1%
Net Professional Fees 34,337,672 33,215,872 1,121,800 3.4%
Net Auxiliary Enterprises 5,586,224 3,597,082 1,989,142 55.3%
Other Operating Revenues 11,230,834 11,939,160 (708,326) -5.9%
Total Operating Revenues 152,675,932 142,159,960 10,515,972 7.4%
Operating Expenses
Salaries and Wages 101,746,053 102,055,899 (309,846) -0.3%
Employee Benefits and Related Costs 23,775,078 21,886,827 1,888,251 8.6%
Professional Fees and Contracted Services 18,451,636 17,565,794 885,842 5.0%
Other Contracted Services 10,963,748 8,772,423 2,191,325 25.0%
Scholarships and Fellowships 856,833 949,933 (93,100) -9.8%
Travel 1,689,614 926,217 763,397 82.4%
Materials and Supplies 12,075,871 7,275,549 4,800,322 66.0%
Utilities 2,715,516 2,317,044 398,472 17.2%
Telecommunications 1,008,117 952,761 55,356 5.8%
Repairs and Maintenance 1,132,719 1,002,394 130,325 13.0%
Rentals and Leases 5,001,980 2,296,546 2,705,434 117.8%
Printing and Reproduction 1,953,633 1,347,589 606,044 45.0%
Federal Sponsored Programs Pass-Thrus 1,531,786 1,436,947 94,839 6.6%
Depreciation and Amortization 5,803,341 5,137,809 665,532 13.0%
Other Operating Expenses 16,546,847 14,657,121 1,889,726 12.9%
Total Operating Expenses 205,252,772 188,580,853 16,671,919 8.8%
Operating Loss (52,576,840) (46,420,893) (6,155,947) -13.3%
Other Nonoperating Adjustments
State Appropriations 48,343,367 45,917,847 2,425,520 5.3%
Gift Contributions for Operations 4,970,022 2,150,914 2,819,108 131.1%
Net Investment Income 2,464,816 3,268,951 (804,135) -24.6%
Long Term Fund Distribution 973,963 1,133,917 (159,954) -14.1%
Interest Expense on Capital Asset Financings (3,154,757) (1,202,146) (1,952,611) -162.4%
Net Other Nonoperating Adjustments 53,597,411 51,269,483 2,327,928 4.5%
Adjusted Income (Loss) 1,020,571 4,848,590 (3,828,019) -79.0%
Adjusted Margin (as a percentage) 0.5% 2.5%
Investment Gains (Losses) (187,240) 343,881 (531,121) -154.4%
Adj. Inc. (Loss) with Investment Gains (Losses) $833,331 $5,192,471 (%4,359,140) -84.0%
Adj. Margin % with Investment Gains (Losses) 0.4% 2.7%
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UNAUDITED
The University of Texas Health Science Center at San Antonio
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $5,833,333 $5,239,310 $594,023 11.3%
Sponsored Programs 59,446,472 57,218,273 2,228,199 3.9%
Net Sales and Services of Educational Activities 1,345,380 913,353 432,027 47.3%
Net Professional Fees 26,323,373 23,856,747 2,466,626 10.3%
Net Auxiliary Enterprises 967,715 620,628 347,087 55.9%
Other Operating Revenues 14,862,867 16,266,662 (1,403,795) -8.6%
Total Operating Revenues 108,779,140 104,114,973 4,664,167 4.5%
Operating Expenses
Salaries and Wages 84,182,930 77,706,952 6,475,978 8.3%
Employee Benefits and Related Costs 22,184,459 20,601,443 1,583,016 7.7%
Professional Fees and Contracted Services 3,466,545 3,934,445 (467,900) -11.9%
Other Contracted Services 3,121,271 3,512,897 (391,626) -11.1%
Scholarships and Fellowships 732,591 1,329,698 (597,107) -44.9%
Travel 1,483,093 1,360,716 122,377 9.0%
Materials and Supplies 7,238,345 6,763,171 475,174 7.0%
Utilities 2,186,955 1,989,335 197,620 9.9%
Telecommunications 2,762,808 2,905,612 (142,804) -4.9%
Repairs and Maintenance 837,147 506,864 330,283 65.2%
Rentals and Leases 808,322 436,099 372,223 85.4%
Printing and Reproduction 476,198 378,374 97,824 25.9%
Federal Sponsored Programs Pass-Thrus 134,091 254,576 (120,485) -47.3%
Depreciation and Amortization 6,166,667 6,146,000 20,667 0.3%
Other Operating Expenses 27,647,941 30,663,272 (3,015,331) -9.8%
Total Operating Expenses 163,429,363 158,489,454 4,939,909 3.1%
Operating Loss (54,650,223) (54,374,481) (275,742) -0.5%
Other Nonoperating Adjustments
State Appropriations 48,682,885 47,434,556 1,248,329 2.6%
Gift Contributions for Operations 6,846,243 3,866,467 2,979,776 77.1%
Net Investment Income 6,036,110 6,676,786 (640,676) -9.6%
Long Term Fund Distribution 1,220,292 1,133,633 86,659 7.6%
Interest Expense on Capital Asset Financings (2,292,348) (1,430,951) (861,397) -60.2%
Net Other Nonoperating Adjustments 60,493,182 57,680,491 2,812,691 4.9%
Adjusted Income (Loss) 5,842,959 3,306,010 2,536,949 76.7%
Adjusted Margin (as a percentage) 3.4% 2.0%
Investment Gains (Losses) 267,415 2,031,738 (1,764,323) -86.8%
Adj. Inc. (Loss) with Investment Gains (Losses) $6,110,374 $5,337,748 $772,626 14.5%
Adj. Margin % with Investment Gains (Losses) 3.6% 3.2%
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UNAUDITED
The University of Texas M. D. Anderson Cancer Center
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Student Tuition and Fees $75,723 $101,480 ($25,757) -25.4%
Sponsored Programs 66,101,384 60,838,202 5,263,182 8.7%
Net Sales and Services of Educational Activities 930,765 522,911 407,854 78.0%
Net Sales and Services of Hospitals 403,961,122 339,313,488 64,647,634 19.1%
Net Professional Fees 72,184,672 67,670,886 4,513,786 6.7%
Net Auxiliary Enterprises 5,955,932 5,241,941 713,991 13.6%
Other Operating Revenues 11,913,627 8,907,017 3,006,610 33.8%
Total Operating Revenues 561,123,225 482,595,925 78,527,300 16.3%
Operating Expenses
Salaries and Wages 312,356,235 268,468,583 43,887,652 16.3%
Employee Benefits and Related Costs 77,835,860 67,297,206 10,538,654 15.7%
Professional Fees and Contracted Services 21,094,502 21,110,368 (15,866) -0.1%
Other Contracted Services 7,831,554 7,276,635 554,919 7.6%
Travel 4,816,999 4,327,443 489,556 11.3%
Materials and Supplies 110,849,281 104,845,259 6,004,022 5.7%
Utilities 9,463,449 9,075,810 387,639 4.3%
Telecommunications 1,933,110 2,355,121 (422,011) -17.9%
Repairs and Maintenance 10,926,983 9,890,163 1,036,820 10.5%
Rentals and Leases 8,924,504 7,552,509 1,371,995 18.2%
Printing and Reproduction 1,004,589 1,097,929 (93,340) -8.5%
Federal Sponsored Programs Pass-Thrus 305,577 382,327 (76,750) -20.1%
Depreciation and Amortization 36,736,741 28,081,976 8,654,765 30.8%
Other Operating Expenses 12,284,386 10,607,935 1,676,451 15.8%
Total Operating Expenses 616,363,770 542,369,264 73,994,506 13.6%
Operating Loss (55,240,545) (59,773,339) 4,532,794 7.6%
Other Nonoperating Adjustments
State Appropriations 48,604,845 49,662,149 (1,057,304) -2.1%
Gift Contributions for Operations 16,834,550 11,181,599 5,652,951 50.6%
Net Investment Income 11,906,151 4,500,008 7,406,143 164.6%
Long Term Fund Distribution 4,106,577 3,458,242 648,335 18.7%
Interest Expense on Capital Asset Financings (3,546,677) (2,260,476) (1,286,201) -56.9%
Net Other Nonoperating Adjustments 77,905,446 66,541,522 11,363,924 17.1%
Adjusted Income (Loss) 22,664,901 6,768,183 15,896,718 234.9%
Adjusted Margin (as a percentage) 3.5% 1.2%
Investment Gains (Losses) 4,060,659 11,265,965 (7,205,306) -64.0%
Adj. Inc. (Loss) with Investment Gains (Losses) $26,725,560 $18,034,148 $8,691,412 48.2%
Adj. Margin % with Investment Gains (Losses) 4.1% 3.2%
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UNAUDITED

The University of Texas Health Center at Tyler
Comparison of Operating Results and Margin
For the Four Months Ending December 31, 2004

December December
Year-to-Date Year-to-Date Fluctuation
FY 2005 FY 2004 Variance Percentage

Operating Revenues
Sponsored Programs $3,035,727 $2,786,631 $249,096 8.9%
Net Sales and Services of Educational Activities 424,550 395,633 28,917 7.3%
Net Sales and Services of Hospitals 16,295,062 16,932,759 (637,697) -3.8%
Net Professional Fees 3,533,224 4,747,290 (1,214,066) -25.6%
Net Auxiliary Enterprises 228,122 278,540 (50,418) -18.1%
Other Operating Revenues 1,454,044 861,983 592,061 68.7%
Total Operating Revenues 24,970,729 26,002,836 (1,032,107) -4.0%
Operating Expenses
Salaries and Wages 20,413,848 19,784,387 629,461 3.2%
Employee Benefits and Related Costs 5,102,308 5,093,370 8,938 0.2%
Professional Fees and Contracted Services 2,236,161 1,631,100 605,061 37.1%
Other Contracted Services 2,460,812 1,629,723 831,089 51.0%
Travel 237,699 158,675 79,024 49.8%
Materials and Supplies 5,405,767 5,433,096 (27,329) -0.5%
Utilities 647,151 625,573 21,578 3.4%
Telecommunications 191,098 207,074 (15,976) -1.7%
Repairs and Maintenance 758,733 584,787 173,946 29.7%
Rentals and Leases 451,634 653,539 (201,905) -30.9%
Printing and Reproduction 279,778 300,335 (20,557) -6.8%
Federal Sponsored Programs Pass-Thrus 132,917 204,433 (71,516) -35.0%
Depreciation and Amortization 2,313,915 1,887,210 426,705 22.6%
Other Operating Expenses 1,025,150 859,261 165,889 19.3%
Total Operating Expenses 41,656,971 39,052,563 2,604,408 6.7%
Operating Loss (16,686,242) (13,049,727) (3,636,515) -27.9%
Other Nonoperating Adjustments
State Appropriations 13,114,961 12,201,525 913,436 7.5%
Gift Contributions for Operations 4,178,475 1,133,050 3,045,425 268.8%
Net Investment Income 967,621 933,701 33,920 3.6%
Long Term Fund Distribution 66,408 91,473 (25,065) -27.4%
Interest Expense on Capital Asset Financings (131,610) 0 (131,610) 100.0%
Net Other Nonoperating Adjustments 18,195,855 14,359,749 3,836,106 26.7%
Adjusted Income (Loss) 1,509,613 1,310,022 199,591 15.2%
Adjusted Margin (as a percentage) 3.5% 3.2%
Investment Gains (Losses) 34,027 48,954 (14,927) -30.5%
Adj. Inc. (Loss) with Investment Gains (Losses) $1,543,640 $1,358,976 $184,664 13.6%
Adj. Margin % with Investment Gains (Losses) 3.6% 3.4%
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3. U. T. System: Fiscal Year 2004 Annual Financial Report

REPORT

Mr. Randy Wallace, Associate Vice Chancellor - Controller and Chief Budget Officer,
will present the unaudited Annual Financial Report (AFR) for Fiscal Year 2004 for the
U. T. System, as found on Pages 35.1 - 35.101. The Report includes Management's
discussion and analysis that provides an overview of the financial position and activities
of the U. T. System for the year.

The AFR is prepared in compliance with Texas Government Code Section 2101.011

and in accordance with the requirements established by the State Comptroller of Public
Accounts, including filing annually by November 20.
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THE UNIVERSITY OF TEXAS SYSTEM
Management’s Discussion and Analysis (Unaudited)
For the Year Ended August 31, 2004

INTRODUCTION

The University of Texas System (the System) was established by the Texas Constitution of 1876. In
1881, Austin was designated the site of the main academic campus and Galveston as the location of the
medical branch. The University of Texas at Austin opened in 1883, and eight years later, the John Sealy
Hospital in Galveston (now a part of the Medical Branch at Galveston) established a program for
university-trained medical professionals. In addition to the original academic campus located in Austin,
the System now includes eight additional academic campuses in Arlington, Dallas, El Paso, Odessa, San
Antonio, Tyler, Brownsville and Edinburg. Health institutions for medical education and research have
expanded beyond the original Galveston medical campus to include M. D. Anderson Cancer Center,
Southwestern Medical Center at Dallas, Health Science Centers at Houston and San Antonio and the
Health Center at Tyler. The System’s fifteen institutions are, collectively, one of the nation’s largest
educational enterprises. Many of the System’s programs in natural science, engineering, business,
medicine, law, liberal arts and humanities rank among the best in the country.

OVERVIEW OF THE FINANCIAL STATEMENTS AND FINANCIAL ANALYSIS

The System presents its financial statements for the year ended August 31, 2004, with data for the year
ended August 31, 2003, provided for comparative purposes. The emphasis of discussion about these
financial statements will focus on the primary university’s current year data. The System’s combined
financial report includes three financial statements: the Balance Sheet; the Statement of Revenues,
Expenses and Changes in Net Assets; and the Statement of Cash Flows. The financial statements were
prepared in accordance with Governmental Accounting Standards Board (GASB) principles. This
discussion and analysis of the System’s financial statements provides an overview of the financial
activities for the year. It has been prepared by management and should be read in conjunction with the
accompanying financial statements and notes.

FINANCIAL HIGHLIGHTS

¢ In the fall of 2003, the System’s enrollment increased 4.8% to 177,676 students. This increase was
due in part to the state’s demographics combined with the current labor market. The System’s
academic institutions enroll 34.0% of the state’s public college students, and the System’s health
institutions enroll 75.2% of the state’s public college medical and dental professional students. Net
tuition and fees increased $82.1 million in 2004, or 13.8%, as a result of tuition and fee increases
and a 4.3% increase in student semester credit hours at the academic institutions.
Additionally, net patient care revenues increased $265.4 million in 2004, as a result of an increase in
patient volumes and higher rates.

o While state appropriations have been reduced in the last couple of years, the State Legislature
delegated to governing boards the authority to set tuition. This allowed university presidents, in
broad consultation with their campuses, to recommend flexible rates of tuition to the Board of
Regents as a means to achieve many strategic goals. The Board of Regents approved plans that
include setting aside at least 20.0% of new tuition revenues for financial aid programs as well as a
variety of ways that students can take advantage of special discounts in tuition rates. The System
institutions remain some of the best values in higher education in the nation, even with the increases
in tuition. The most recent ratings released by U.S. News & World Report cited U. T. Austin as a
“best value” based on its relatively low cost and the quality of its programs. The Times of London has
also ranked U. T. Austin as one of the best universities in the world.
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e Net investment income totaled $1.6 billion in 2004, which was a significant increase from the 2003
net investment income of $354.9 million. The net increase in fair value of investments was $147.6
million in 2004, as compared to $1.2 billion in 2003. The increase in investment income was the
largest contributor to the increase in net assets of $1.8 billion during 2004.

e Investments in capital asset additions were $1.3 billion in 2004, of which $913.3 million consisted of
new projects under construction.

The Balance Sheet

The Balance Sheet presents the assets, liabilities and net assets of the System as of the end of the year.
This is a point-in-time financial presentation of the financial status as of August 31, 2004 with
comparative information for the previous year. The Balance Sheet presents information in current and
noncurrent format for both assets and liabilities. The net assets section presents assets less liabilities. A
summarized comparison of the System’s balance sheet at August 31, 2004 and 2003 follows:

($ in millions) 2004 2003

Assets:

Current Assets $ 5,264.8 3,826.5

Noncurrent Investments 15,703.9 14,807.1

Other Noncurrent Assets 262.0 246.1

Capital Assets, net 6,521.6 5,682.8
Total Assets 27,752.3 24,562.5

Liabilities:

Current Liabilities 4,348.5 3,201.0

Noncurrent Liabilities 3,010.1 2,742.5
Total Liabilities 7,358.6 5,943.5

Net Assets:

Invested in Capital Assets,

Net of Related Debt 3,738.3 3,310.7
Restricted 13,716.7 12,570.1
Unrestricted 2,938.7 2,738.2

Net Assets 20,393.7 18,619.0
Liabilities and Net Assets  $ 27,752.3 24.562.5

Assets increased $3.2 billion since 2003, primarily due to financial market conditions resulting in gains in
the System’s investments, and also due to capital asset increases in 2004. Liabilities increased $1.4
billion, largely due to increased securities lending, as well as debt issuances needed to fund construction
and renovation of facilities.

Current Assets and Current Liabilities

Current assets consist primarily of cash and cash equivalents; securities lending collateral; various
student, patient, gift and investment trades receivables; and student notes receivable. Current liabilities
consist primarily of accounts payable and accrued liabilities, investment trades payable, securities lending
obligations, deferred revenues, commercial paper notes and the current portion of bonds payable. The
System’s current ratio (current assets to current liabilities) of 1.2 times reflects adequate liquidity and
sufficient short-term ability to meet its upcoming obligations.
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Noncurrent Investments

Noncurrent investments include permanent endowments, funds functioning as endowments, life income
funds and other investments. These assets grew $896.8 million in 2004 due to increases in fair value of
investments, increased investment income and gifts received to establish new endowment funds.

Capital Assets and Related Debt Activities

The development and renewal of its capital assets is one of the critical factors in continuing the System’s
quality academic, health and research programs. The System continues to implement its $5 billion capital
improvement program, planned for fiscal years 2004 through 2009, to upgrade its facilities and address
fire and life safety needs. Capital additions totaled $1.3 billion in 2004, of which $913.3 million
consisted of new projects under construction. These capital additions were comprised of replacement,
renovation, and new construction of academic, research and health care facilities, as well as significant
investments in equipment.

Bonds payable relating to financing of current and prior years’ construction needs totaled $2.5 billion and
$2.3 billion at August 31, 2004 and 2003, respectively. All long-term bonds continue to reflect the
highest uninsured “Aaa” and “AAA” credit ratings from the three major bond-rating agencies.

Net Assets
Net assets represent the residual interest in the System’s assets, after liabilities are deducted. The
following table summarizes the composition of net assets at August 31, 2004 and 2003:

($ in millions) 2004 2003
Net Assets:
Invested in Capital Assets,
Net of Related Debt $ 3,738.3 3,310.7
Restricted:
Nonexpendable 12,411.3 11,150.0
Expendable 1,305.4 1,420.1
Unrestricted 2,938.7 2,738.2
Total Net Assets $ 20,393.7 18,619.0

Net assets invested in capital assets, net of related debt, represents the System’s capital assets net of
accumulated depreciation and outstanding debt obligations attributable to the acquisition, construction or
improvement of those assets. The $427.6 million increase in capital assets, net of related debt, since
August 31, 2003, resulted from the additions to capital assets during 2004.

Restricted nonexpendable net assets primarily include the System’s permanent endowment funds and are
subject to externally imposed restrictions governing their use. The System’s permanent endowment funds
include the Permanent University Fund, which was established for the benefit of the System and the
Texas A&M University System. These net assets increased $1.3 billion to $12.4 billion in 2004, resulting
from increases in the fair value of investments, increases in investment income and new gifts. Restricted
expendable net assets primarily include restricted contract and grant and loan funds of $1.0 billion, funds
restricted for capital projects of $91.1 million, and $176.0 million of funds functioning as endowments.

Although unrestricted net assets are not subject to externally imposed stipulations, substantially all of the
System’s unrestricted net assets have been committed for various future operating budgets related to
academic, patient, and research programs and initiatives, as well as capital projects. In addition,
unrestricted net assets include Permanent Health Fund Endowments of $814.4 million established in 1999
from tobacco-related litigation funds received from the State Legislature. A portion of the Permanent
Health Fund was established for the benefit of the System’s health-related institutions, as well as for the
Texas A&M University Health Science Center, the University of North Texas Health Science Center at
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Fort Worth, the Texas Tech University Health Science Center and Baylor College of Medicine. The
corpus of these funds is restricted by statute to remain intact and the earnings from the funds are required
to be utilized for public health activities such as medical research, health education and treatment
programs. Unrestricted net assets also include funds functioning as endowments of $145.9 million.

The Statement of Revenues, Expenses and Changes in Net Assets

The Statement of Revenues, Expenses and Changes in Net Assets details the changes in total net assets as
presented on the Balance Sheet. The Statement presents both operating and nonoperating revenues and
expenses for the System. The following table summarizes the System’s revenues, expenses and changes
in net assets for the years ended August 31, 2004 and 2003:

($ in millions) 2004 2003
Operating Revenues:
Net Student Tuition and Fees $ 675.1 593.0
Sponsored Programs 1,916.8 1,778.1
Net Patient Care Revenues 2,590.5 2,325.1
Net Auxiliary Enterprises 244.6 243.6
Other 293.4 264.6
Total Operating Revenues 5,720.4 5,204.4
Total Operating Expenses (7,593.2) (7,187.7)
Operating Loss (1,872.8) (1,983.3)
Nonoperating Revenues (Expenses):
State Appropriations 1,578.1 1,585.6
Gift Contributions 181.9 193.9
Net Investment Income (LosS) 1,639.3 354.9
Net Increase (Decrease) in Fair Value of
Investments 147.6 1,243.4
Interest Expense (90.9) (89.7)
Net Other Nonoperating Revenues 26.0 6.0
Income (Loss) Before Other Revenues,

Expenses, Gains or Losses 1,609.2 1,310.8
Capital Appropriations — HEAF 7.1 7.1
Capital Gift Contributions and Additions to

Permanent Endowments 298.4 292.9
Extraordinary Items (13.4) 36.5
Transfers From (To) Other State Entities (107.4) (103.2)
Change in Net Assets 1,793.9 1,544.1
Net Assets, Beginning of the Year 18,619.0 17,119.6
Restatements (19.2) (44.7)
Restated Net Assets, Beginning of the Year 18,599.8 17,074.9
Net Assets, End of the Year $ 20,393.7 18,619.0

Operating Revenues

Student tuition and fees, a primary source of funding for the System’s academic programs, are reflected
net of associated discounts and allowances. Net student tuition and fees increased $82.1 million, or
13.8%, as a result of tuition and fee increases and a 4.3% increase in student semester credit hours at the
academic institutions. Enrollment at the health institutions increased 4.3% in the fall of 2003.

Sponsored program revenues are primarily from governmental and private sources and are related to
research programs that normally provide for the recovery of direct and indirect costs. Other sponsored
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programs include student financial aid and contracts with affiliated hospitals for clinical activities. These
revenues increased $138.7 million in 2004 due largely to funding from the Texas Enterprise Fund for the
Natural Science and Engineering Research building at U. T. Dallas; funding for education initiatives, such
as Reading First and the new U. T. Austin charter elementary school; increased contractual revenue from
affiliated entities; and increased federal and state-based financial aid programs.

Patient care revenues are principally generated within the System’s hospitals and physicians’ practice
plans under contractual arrangements with governmental payors and private insurers. Net patient care
revenues increased $265.4 million in 2004, as a result of an increase in patient volumes and higher rates.
Auxiliary enterprise revenues were earned from a host of activities such as athletics, housing and food
service, bookstores, parking and traffic, student health and other activities.

Operating Expenses
The following data summarizes the composition of operating expenses by programmatic function for the
years ended August 31, 2004 and 2003:

(% in millions) 2004 2003
Functional Classification of
Operating Expenses:

Instruction $ 1,909.5 1,848.4
Research 1,216.1 1,141.1
Public Service 209.1 199.3
Hospitals and Clinics 2,044.8 1,894.8
Academic Support 255.8 247.2
Student Services 123.3 1134
Institutional Support 539.0 529.7
Operations and Maintenance of Plant 4329 407.3
Scholarships and Fellowships 200.0 184.0
Auxiliary Enterprises 289.9 289.2
Depreciation and Amortization 372.8 333.4

Total Operating Expenses $ 7,593.2 7,187.8

The operating expenses reflect the System’s commitment to promoting instruction, research, patient care,
public service and student support. Total operating expenses increased $405.4 million in 2004 in
response to growing student enrollment, research, and patient care activities. The System’s full-time
equivalent employees increased 8.2% from 66,845 in 2003 to 72,337 in 2004. Employee-related costs
increased due to salary increases and higher medical insurance premium costs.
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The following is a graphic illustration of operating expenses by their functional classification for the year
ended August 31, 2004.

Functional Classification of Operating Expenses ($7,593.2 million)

Hospitals and Clinics
26.9%

Public Service

2.8%
Academic Support
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Research
16.0%

Institutional Support
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5.7%
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Fellowships 2.6%

Aucxiliary Enterprises
Instruction 3.8%

25.2% L
Depreciation 4.9%

In addition to programmatic (functional) classification of operating expenses, the following graph also
illustrates the System’s operating expenses by natural classification for the year ended August 31, 2004.

Natural Classification of Operating Expenses ($7,593.2 million)

Professional Fees

and Services
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Materials and Supplies
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Nonoperating Revenues and Expenses
Significant recurring revenues are considered nonoperating, as required by GASB Statement No. 35.

State appropriations decreased $7.6 million primarily due to reductions in general revenue mandated by
the State Legislature. Gift contributions for operations of $181.9 million, a decrease of $12 million from
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2003, were received from private sources and used to support the educational and health care mission of
the institutions. Net investment income, including realized gains and losses, increased from $354.9
million in 2003 to $1.6 billion in 2004. Interest expense on capital asset financings increased from $89.7
million in 2003 to $90.9 million in 2004.

Income (Loss) Before Other Revenues, Expenses, Gains or Losses

Income (Loss) Before Other Revenues, Expenses, Gains or Losses, is the sum of the Operating Loss plus
Nonoperating Revenues (Expenses). It is an indication of recurring revenues and expenses for the System
and does not take into account capital and endowment-related additions, extraordinary items and
transfers. The Income Before Other Revenues, Expenses, Gains or Losses totaled $1.6 billion in 2004, an
increase of $298.4 million over 2003. This gain is largely a result of the increase in net investment
income. The System measures its operating results by considering operating activities, including certain
significant recurring nonoperating revenues and expenses. The following table summarizes the System’s
view of its operating results for 2004 and 2003:

($ in millions) 2004 2003
Operating Results:

Operating Loss $ (1,872.8) (1,983.3)
State Appropriations 1,578.1 1,585.6
Gift Contributions for Operations 181.9 193.9
Net Investment Income (LosS) 1,639.3 354.9
Interest Expense on Debt Financings (90.9) (89.7)
Net Operating Results $ 1,435.6 61.4

Capital Gift Contributions and Additions to Permanent Endowments

Capital appropriations, capital gifts and additions to permanent endowments totaled $305.5 million for the
period ended August 31, 2004, an increase of $5.5 million over 2003. The increase resulted primarily
from capital campaign efforts to address facilities expansion and renovation and the establishment of
endowments for instruction, research and patient care activities. U. T. Austin completed its $1 billion
capital campaign in 2004 with a total raised of $1.6 billion. Other institutions with large, multi-year fund-
raising campaigns underway include: U. T. Southwestern Medical Center at Dallas ($500 million goal),
U. T. Medical Branch at Galveston ($250 million goal), U. T. Health Science Center at Houston ($200
million goal) and U. T. Health Science Center at San Antonio ($200 million goal).

Extraordinary Items

Extraordinary items result from unusual and infrequent events. Extraordinary expenditures totaled $13.4
million in 2004. The majority of these extraordinary expenditures consisted of net extraordinary
expenditures of $13.1 million incurred by U. T. Health Science Center at Houston as a result of costs
associated with debris removal, emergency protective measures and replacement supplies relating to
property and equipment damage sustained during Tropical Storm Allison in June 2001. U. T. Health
Science Center at Houston anticipates receiving a final insurance payment of $0.2 million and a final
payment from the United States Federal Emergency Management Agency (FEMA) of approximately $22
million in fiscal year 2005. U. T. Arlington also incurred net extraordinary expenditures of $0.3
million as a result of fire damage to the Central Utility Plant. There will be no additional costs associated
with the fire.

Transfers and Other

Transfers to other state agencies include $116 million in Available University Funds distributed to Texas
A&M University System for its annual one-third participation in the Permanent University Fund
endowment. Transfers from other state agencies include $9 million distributed from the Texas Enterprise
Fund to U. T. Health Science Center at San Antonio for the Regional Academic Health Center.
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Change in Net Assets

The change in net assets results from all revenues, expenses, gains, losses, gifts and transfers that
occurred during the accounting period. It is an overall indication of the improvement or decline between
the prior and current year’s balance sheet. Net assets increased $1.8 billion for the year ending
August 31, 2004, primarily due to net investment income and net increases in the fair value of
investments.

The Statement of Cash Flows

The Statement of Cash Flows provides additional information about the System’s financial results by
reporting the major sources and uses of cash. The statement provides an assessment of the System’s
financial flexibility and liquidity to meet obligations as they come due and the need for external
financing. The following table summarizes cash flows for the years ended August 31, 2004 and 2003:

($ in millions) 2004 2003
Cash Flows:
Cash received from operations $ 5,897.9 5,510.2
Cash expended for operations (7,358.0) (6,913.0)
Net cash used in operating activities (1,460.1) (1,402.8)
Net cash provided by noncapital financing activities 1,828.6 1,727.5
Net cash used in capital and related financing activities (811.9) (552.9)
Net cash provided by investing activities 804.2 727.2
Net increase in cash and cash equivalents 360.8 499.0
Cash and cash equivalents, beginning of the year 2,070.9 1,571.9
Restatements to beginning cash and cash equivalents 5.4 -
Cash and cash equivalents, end of the year $ 2,437.1 2,070.9

State appropriations and gift contributions for operations are significant sources of recurring revenues in
support of operating expenses, but are required to be classified as noncapital financing activities under
GASB Statement No. 35. Therefore, when considering cash flows related to operating activities, it is
important to consider these noncapital financing activities which support operating expenses. The
System’s cash and cash equivalents increased $360.8 million during 2004 due to positive flow of funds
provided by noncapital financing and investing activities.

Economic Outlook

The System is well positioned to maintain its solid financial foundation and continue its service to
students, patients, the research community, citizens of Texas and the nation. Future successes are largely
dependent upon cost containment; the ability to recruit and retain the highest quality students, faculty and
staff; the capacity to create and sustain physical environments conducive to learning; and ongoing
financial and political support from the State Legislature, as well as from the public and private sectors.

The System faces the challenge of funding its healthcare and dental benefits costs for its 85,518
employees and retirees, which costs continue to escalate. These costs include providing post-employment
health and dental benefits to eligible employees. The System currently does not record a liability for post-
employment benefits. Future changes in governmental accounting standards will require the recognition
of the liability in the financial statements. This post-employment benefits liability will have a significant
impact on the System’s financial statements.
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THE UNIVERSITY OF TEXAS SYSTEM
EXHIBIT A - COMBINED BALANCE SHEET
As of August 31, 2004

ASSETS
Current Assets:
Cash & Cash Equivalents (Notes 1 & 2)
Restricted Cash & Cash Equivalents (Notes 1 & 2)
Balance in State Appropriations
Securities Lending Collateral (Notes 1 & 2)
Accounts Receivable, Net:
Federal (allowances of $11,534,509 in ‘04 & $0 in '03)
Other Intergov. (allowances of $102 in '04 & $46,044 in '03)
Student (allowances of $5,226,442 in '04 & $6,634,822 in '03)
Patient (allow. of $735,403,671 in '04 & $557,360,431 in '03)
Interest and Dividends
Contributions (allow. of $4,947,722 in '04 & $2,631,086 in '03)
Investment Trades

Other (allow. of $1,353,726 in '04 & $16,137,262 in '03) (Note 24)

Due From Other Funds
Due From Other Agencies
Inventories

Loans & Contracts (allow. of $5,596,718 in '04 & $2,355,490 in '03)

Other Current Assets
Total Current Assets

Non-Current Assets:
Restricted:
Cash & Cash Equivalents (Notes 1 & 2)
Investments (Note 2)

UNAUDITED

Loans & Contracts(allow. of $10,173,801 in '04 & $12,039,175 in '03) 88,318,581

Funds Held by Sealy & Smith Foundation

Contributions Rec. (allow. of $5,502,829 in '04 & $3,196,350 in '03)

Investments (Note 2)
Other Non-Current Assets/Held in Trust
Capital Assets (Note 4)
Less Accumulated Depreciation
Total Non-Current Assets
TOTAL ASSETS

LIABILITIES
Current Liabilities:
Accounts Payable and Accrued Liabilities
Federal Payables
Other Intergovernmental Payables
Investment Trades Payable
Self-Insurance Claims IBNR (Note 5)
Securities Lending Obligations (Note 2)
Due to Other Funds
Due to Other Agencies
Deferred Revenue
Employees' Compensable Leave-Current Portion (Note 11)
Notes, Loans & Leases Payable-Current Portion (Notes 8, 9 & 11)
Payable From Restricted Assets-Current Portion
Revenue Bonds Payable-Current Portion (Notes 7 & 11)
HEAF Bonds Payable-Current Portion (Notes 7 & 11)
Funds Held for Others
Other Current Liabilities
Total Current Liabilities

Non-Current Liabilities:
Employees' Compensable Leave (Note 11)
Assets Held for Others
Notes, Loans and Leases Payable (Notes 8, 9 & 11)
Payable From Restricted Assets
Revenue Bonds Payable (Notes 7 & 11)
HEAF Bonds Payable (Notes 7 & 11)
Other Non-Current Liabilities
Total Non-Current Liabilities
TOTAL LIABILITIES

NET ASSETS
Invested in Capital Assets, Net of Related Debt
Restricted for:
Nonexpendable
Permanent University Fund Endowment (Note 3)
True and Term Endowments, and Annuities (Note 3)
Expendable
Capital Projects
Debt Service
Funds Functioning as Endowment - Restricted
Other Expendable
Unrestricted (Note 12)
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

Current Year Totals Prior Year Totals
Primary Component Primary Component
University Unit University Unit
$ 1,962,058,511 5,952,943 1,776,663,690 12,729,569
474,704,738 294,006,781 28,850
70,142,578 48,902,446
1,060,976,669 247,392,402
160,106,317 147,657,832
16,006,276 17,239,891
172,147,495 147,752,919
418,158,321 1,193,389 364,438,082 1,109,494
19,609,182 38,407,237 1,601
46,750,031 1,252,358 45,969,939 1,607,220
359,797,585 231,691,829
146,133,443 49,905 153,607,652 624,692
100,925,995 116,017,133
6,773,018 3,615,300
44,618,481 39,924,923
39,154,796 42,114,283
166,698,426 217,187 111,104,777 337,221
5,264,761,862 8,665,782 3,826,507,116 16,438,647
307,484 187,437
13,600,488,054 36,801,074 12,556,872,579 36,203,864
75,969,284
56,075,691 51,364,721
94,071,942 103,133,849
2,103,419,037 2,250,203,446
23,235,724 15,498,004 408,203
10,149,246,989 27,525,181 9,014,688,009 25,909,333
(3,627,666,273) (8,057,286)  (3,331,876,171) (7,511,523)
22,487,497,229 56,268,969 20,736,041,158 55,009,877
$ 27,752,259,091 64,934,751 24,562,548,274 71,448,524
$ 570,492,715 443,870 709,298,890 885,600
62,371,450 57,974,188
11,720 399,381
675,938,464 488,113,044
164,236,886 151,741,949
1,060,976,669 247,392,402
100,925,998 116,017,133
8,887,885 6,576,593
792,378,818 609,000,738 2,777
23,782,226 181,052 24,583,704 146,570
638,604,779 464,648 521,069,868 434,311
86,292,863 80,874,490
100,810,000 97,835,000
3,140,000 2,995,000
9,474,069 11,880,806
50,161,311 75,259,957 1,209
4,348,485,853 1,089,570 3,201,013,143 1,470,467
278,264,866 142,255 235,809,492 115,163
330,704,019 312,884,185
23,215,014 1,414,488 28,179,175 1,809,016
2,997
2,369,470,000 2,161,495,000
3,140,000
8,394,148 691 1,019,664 179,767
3,010,051,044 1,557,434 2,742,527,516 2,103,946
7,358,536,897 2,647,004 5,943,540,659 3,574,413
3,738,317,885 17,588,759 3,310,704,646 16,154,483
8,973,941,700 8,231,079,481
3,437,354,604 2,918,916,507
91,124,230 125,522,374 219,864
4,760,508 6,102,912
175,994,921 209,874,185
1,033,573,090 36,801,174 1,078,633,275 34,892,353
2,938,655,256 7,897,814 2,738,174,235 16,607,411
20,393,722,194 62,287,747 18,619,007,615 67,874,111
$ 27,752,259,091 64,934,751 24,562,548,274 71,448,524

The accompanying Notes to the Combined Financial Statements are an integral part of the financial statements.
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UNAUDITED

THE UNIVERSITY OF TEXAS SYSTEM

EXHIBIT B - COMBINED STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the Year Ended August 31, 2004

Operating Revenues:
Student Tuition and Fees
Discounts and Allowances
Federal Sponsored Programs
Federal Sponsored Programs Pass-Through from Other St. Agencies
State Sponsored Programs
State Sponsored Programs Pass-Through from Other St. Agencies
Local Sponsored Programs
Private Sponsored Programs
Sales and Services of Educational Activities
Discounts and Allowances
Sales and Services of Hospitals
Discounts and Allowances
Professional Fees
Discounts and Allowances
Auxiliary Enterprises
Discounts and Allowances
Other Operating Revenues
Total Operating Revenues

Current Year Totals

Prior Year Totals

Primary Component Primary Component
University Units University Units
$ 841,763,477 727,399,126
(166,656,131) (134,388,596)
1,197,444,941 1,098,371,277
41,198,300 35,690,229
47,104,081 6,123 73,012,286 18,491,917
110,615,793 85,731,336
267,088,786 232,403,500
253,348,547 252,901,878 1,124,533
224,367,067 172,228,325
(89,439) (331,248)
3,807,056,258 31,148,336 3,288,944,886 28,461,130

(1,917,701,406)
2,330,323,450

(19,619,791)  (1,619,564,801)

2,065,141,170

(18,325,184)

Operating Expenses: (Note 13 for Natural Classification of Expenses)

Instruction

Research

Public Service

Hospitals and Clinics
Academic Support

Student Services

Institutional Support
Operations and Maintenance of Plant
Scholarships and Fellowships
Auxiliary Enterprises
Depreciation and Amortization
Total Operating Expenses
Operating Loss

Nonoperating Revenues (Expenses):

State Appropriations

Gift Contributions for Operations

Net Investment Income

Net Increase (Decrease) in Fair Value of Investments
Interest Expense on Capital Asset Financings
Gain/(Loss) on Sale of Capital Assets

Other Nonoperating Revenues

Other Nonoperating Expenses

Net Nonoperating Revenues (Expenses)

Income/(Loss) Before Other Rev., Exp., Gains/(Losses) & Transfers

Return of Capital Contributions

Capital Appropriations - HEAF

Gifts and Sponsored Programs for Capital Acquisitions
Additions to Permanent Endowments
Extraordinary ltems (Note 19)

Transfers From Other State Agencies
Transfers to Other State Agencies

Legislative Appropriations Lapsed

Change in Net Assets

Beginning Net Assets - As Previously Reported
Restatements (Note 14)

Beginning Net Assets - As Restated

Ending Net Assets

(1,629,206,161) (1,409,416,474)
252,114,401 249,770,053

(7,471,685) (6,183,426)

69,133,593 102,949 92,708,334 739,706
5,720,433,872 11,637,617 _ 5,204,417,855 30,492,102
1,909,495,081 1,848,432,811
1,216,146,781 1,141,080,742

209,084,466 199,278,287
2,044,783,157 9,925,926  1,894,748,085 28,641,447
255,753,380 247,225,954
123,292,366 113,441,627
538,978,113 529,726,646
432,901,316 297,424 407,257,477 261,922
200,033,858 184,003,072
289,905,834 289,146,928
372,830,151 2,577,271 333,414,734 2,381,096
7,593,204,503 12,800,621 _ 7,187,756,363 31,284,465
(1,872,770,631) (1,163,004) _ (1,983,338,508) (792,363)
1,578,061,771 1,585,646,151
181,915,115 516,101 193,936,439
1,639,331,044 35,944 354,884,884 162,284
147,641,257 1,937,571  1,243,364,408 4,286,587
(90,945,331) (67,659) (89,697,527) (14,037)
(20,521,103) (50,426) (18,407,295) 77,875
114,594,505 47,931 95,680,827 47,936
(68,063,052) (426,431) (71,234,490) (19,565)
3,482,015,106 1,093,031 _ 3,294,173,397 4,541,080
1,609,244,475 830,027  1,310,834,889 3,748,717
(1,168,117)
7,131,692 7,131,692
84,099,471 1,274,172 70,916,346 1,159,902
214,313,362 221,972,663
(13,400,548) 36,512,522
332,228,760 214,404,601
(439,604,393) (317,549,024)
(63,171) (141,274)
1,793,049,648 036,082 1,544,082,415 4,908,619
18,619,007,615 67,874,111  17,119,586,112 32,598,503
(19,235,069) (6,522,446) (44,660,912) 30,366,989
18,599,772,546 61,351,665  17,074,925,200 62,965,492
$20,393,722,194 62,287,747  18,619,007,615 67,874,111

The accompanying Notes to the Combined Financial Statements are an integral part of the financial statements.
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UNAUDITED

THE UNIVERSITY OF TEXAS SYSTEM
EXHIBIT C - COMBINED STATEMENT OF CASH FLOWS
For the Year Ended August 31, 2004

Current Year Totals

Prior Year Totals

Primary Component Primary Component
University Units University Units
Cash Flows from Operating Activities:
Proceeds from Tuition and Fees $ 757,752,159 612,946,628
Proceeds from Patients and Customers 2,553,189,542 11,461,341 2,384,402,478 36,142,371
Proceeds from Sponsored Programs 1,929,712,194 1,810,180,802
Proceeds from Auxiliaries 246,360,971 247,303,600
Proceeds from Other Revenues 319,759,381 203,527 375,949,541 789,698
Payments to Suppliers (2,342,195,616) (4,442,253) (2,163,220,066) (29,640,706)
Payments to Employees (4,877,889,503) (5,664,313) (4,656,949,314) (5,663,210)
Payments for Loans Provided (101,165,528) (81,138,650)
Proceeds from Loan Programs 91,087,832 79,397,781
Payments for Other Expenses (36,733,050) (11,676,611)
Net Cash Provided (Used) by Operating Activities (1,460,121,618) 1,558,302 (1,402,803,811) 1,628,153
Cash Flows from Noncapital Financing Activities:
Return of Capital Contributions (1,168,117)
Proceeds from State Appropriations 1,553,121,033 1,620,129,219
Proceeds from Operating Gifts 177,330,414 326,392 229,062,919
Proceeds from Private Gifts for Endowment and Annuity Life Purposes 206,240,559 172,465,762
Proceeds from Other Nonoperating Revenues 44,190,461 47,931 108,318,675 47,936
Payments/Receipts for Transfers to/from Other Agencies (120,602,402) (337,513,743)
Payments for Other Uses (31,675,536) (444,795) (64,985,814)
Net Cash Provided (Used) by Noncapital Financing Activities 1,828,604,529 (1,238,589) 1,727,477,018 47,936
Cash Flows from Capital and Related Financing Activities:
Proceeds from Issuance of Capital Debt 1,525,004,266 440,000 1,099,220,658 1,803,328
Payments of Other Costs on Debt Issuance (49,787,095) (17,567,242)
Proceeds from Capital Appropriations, Grants and Gifts 90,115,397 1,690,316 69,850,405
Proceeds from Sale of Capital Assets 1,034,810 2,505 340,266 220,000
Payments for Additions to Capital Assets (1,154,674,248) (3,735,703) (1,070,954,389) (4,511,449)
Payments of Principal on Capital Related Debt (1,134,568,110) (364,191) (545,040,439) (27,091)
Payments of Interest on Capital Related Debt (89,012,935) (67,659) (88,791,892) (14,037)
Net Cash Provided (Used) by Capital & Related Financing Activities (811,887,915) (2,034,732) (552,942,633) (2,529,249)
Cash Flows from Investing Activities:
Proceeds from Sales of Investments 18,388,479,093 250,000 12,724,026,697 15,380
Proceeds from Interest and Investment Income 512,533,489 37,545 465,094,154 84,346
Payments to Acquire Investments (18,096,794,800) (12,461,895,931) (736,841)
Net Cash Provided (Used) by Investing Activities 804,217,782 287,545 727,224,920 (637,115)
Net Increase (Decrease) in Cash 360,812,778 (1,427,474) 498,955,494 (1,490,275)
Cash & Cash Equivalents - Beginning of the Year 2,070,857,908 12,758,419 1,571,902,414 14,248,694
Restatements to Beginning Cash and Cash Equivalents 5,400,047 (5,378,002)
Cash & Cash Equivalents - End of the Year (Note 1, $ 2,437,070,733 5,952,943 2,070,857,908 12,758,419
Reconciliation of Net Operating Revenues (Expenses) to
Net Cash Provided (Used) by Operating Activities:
Operating Loss $ (1,872,770,631) (1,163,004) (1,983,338,508) (792,363)
Adjustments to Reconcile Operating Loss to Net Cash:
Depreciation and Amortization Expense 372,830,151 2,577,271 333,414,734 2,381,096
Loss on Asset Disposition 28,744 27,911
Bad Debt Expense 1,422,839 905,532
Changes in Assets and Liabilities:
(Increase) Decrease in Receivables (111,946,821) 27,952 80,730,769 4,568,988
(Increase) Decrease in Inventories (4,693,558) 1,869,708
(Increase) Decrease in Loans and Contracts (10,077,696) 1,032,773
(Increase) Decrease in Other Assets (59,356,951) 12,918 (356,383) (14,538)
Increase (Decrease) in Payables 26,686,501 16,142 44,947,472 (4,577,432)
Increase (Decrease) in Deferred Income 157,375,334 (2,777) 53,791,315 (95)
Increase (Decrease) in Deposits Held for Others (3,014,416) (518) (14,903,691) (13,384)
Increase (Decrease) in Compensated Absence Liability 41,653,896 61,574 30,399,227 33,408
Increase (Decrease) in Other Liabilities 1,769,734 48,703,241 14,562
Total Adjustments 412,649,013 2,721,306 580,534,697 2,420,516
Net Cash Provided (Used) by Operating Activities: $ (1,460,121,618) 1,558,302 (1,402,803,811) 1,628,153
Noncash Transactions
Net Increase (Decrease) in Fair Value of Investments 147,641,257 1,937,571 1,243,364,408 4,286,587
Donated Capital Assets 22,029,637 8,877,516
Capital Assets Acquired Under Capital Lease Purchases 615,578 638,318
Miscellaneous Noncash Transactions 272,937 (40,352) 594,659

The accompanying Notes to the Combined Financial Statements are an integral part of the financial statements.
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NOTES TO THE COMBINED FINANCIAL STATEMENTS
For the Year Ended August 31, 2004
(Unaudited)

GENERAL INTRODUCTION

The financial records of The University of Texas System (the System), an agency of the State of Texas, reflect compliance
with applicable State statutes and Governmental Accounting Standards Board (GASB) regulations.

The significant accounting policies followed by the System in maintaining accounts and in the preparation of the combined
financial statements are in accordance with the Texas Comptroller of Public Accounts’ Annual Financial Reporting
Requirements. As an agency of the State of Texas, the System was required to adopt GASB Statement No. 34, Basic
Financial Statements and Management’s Discussion and Analysis for State and Local Governments and GASB Statement
No. 35, (GASB 35), Basic Financial Statements — Management’s Discussion and Analysis — for Public Colleges and
Universities, as amended by GASB Statement No. 37, Basic Financial Statements—and Management’s Discussion and
Analysis—for State and Local Governments: Omnibus and Statement No. 38, Certain Financial Statement Note Disclosures.
The financial statement presentation required by GASB No. 34 and No. 35 provides a comprehensive, entity-wide
perspective of the System’s assets, liabilities and net assets, revenues, expenses and changes in net assets, and cash flows,
and replaces the fund group perspective that was previously required.

The combined financial statements include System Administration and all institutions of the System. Amounts due between
institutions, amounts held for institutions by System Administration, and other duplications in reporting are eliminated in
combining the individual financial statements.

1. Summary of Significant Accounting Policies

BASIS OF ACCOUNTING

The combined financial statements of the System have been prepared on the accrual basis of accounting. Under the
accrual basis, revenues are recognized when earned, and expenses are recorded when an obligation has been incurred.
The System reports as a Business Type Activity, as defined by GASB 35. Business Type Activities are those that are
financed in whole or in part by fees charged to external parties for goods or services. GASB 35 requires that the
statements of net assets, revenues, expenses and changes in net assets, and cash flows be reported on a consolidated
basis. Revenues associated with the few class days of the fall semester occurring prior to August 31, 2004, are
considered immaterial and reported as deferred revenues.

The combined financial statements of the System are prepared in accordance with accounting principles generally
accepted in the United States of America as prescribed by GASB. The System applies all applicable GASB
pronouncements and Financial Accounting Standards Board (FASB) Statements and Interpretations issued on or before
November 30, 1989, except those that conflict with a GASB pronouncement.

CASH AND CASH EQUIVALENTS

Short-term, highly liquid investments with maturities of three months or less at the time of purchase are generally
considered cash and cash equivalents. It is the policy of the System to exclude items that meet this definition if they are
part of an investment pool which has an investment horizon of one year or greater. Therefore, highly liquid investments
that are part of the Short/Intermediate Term Fund and the Long Term Fund are not considered cash and cash equivalents.
Additionally, Funds Functioning as Endowment invested in money market accounts are also excluded from Cash and
Cash Equivalents as it is management’s intent to invest these funds for more than one year. Cash held in the State
treasury for the Permanent University Fund (PUF), the Permanent Health Fund (PHF) and the Available University
Fund (AUF) are considered cash and cash equivalents. Other highly liquid investments of these major funds invested
with custodians are not considered cash and cash equivalents according to the investment policies of the System.

SECURITIES LENDING COLLATERAL

The collateral secured for securities lent are reported as an asset on the balance sheet. The costs of securities lending
transactions are reported as expenses in the Statement of Revenues, Expenses and Changes in Net Assets. See Note 2
for details regarding the securities lending program.
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RESTRICTED ASSETS
Restricted assets include funds restricted by legal or contractual requirements including those related to sponsored
programs, donors, constitutional restrictions, bond covenants, and loan agreements.

CAPITAL ASSETS

Capital assets are recorded at cost at the date of acquisition or fair market value at the date of donation in the case of
gifts. The System follows the State’s capitalization policy generally with a cost equal to or greater than $1,000 or
$5,000 for equipment items, $100,000 for buildings, building improvements and improvements other than buildings, and
$500,000 for infrastructure items, and an estimated useful life of greater than one year. Renovations to buildings,
infrastructure and land improvements that increase the value by at least twenty-five percent or extend the useful life by
at least twenty-five percent of the structure are capitalized. Routine repairs and maintenance are charged to operating
expense in the year in which the expense is incurred. Outlays for construction in progress are capitalized as incurred.
Interest expense related to construction is capitalized net of interest income earned on the resources reserved for this
purpose.

The System capitalizes, but does not depreciate library books, works of art and historical treasures that are held for
exhibition, education, research and public service. These collections are protected and preserved.

Depreciation is computed using the straight-line method over the estimated useful lives of the assets, generally two to
fifteen years for equipment items, ten to fifty years for buildings and their components and fifteen to forty years for
infrastructure elements.

NET ASSETS
GASB 35 also establishes standards for external financial reporting for public colleges and universities and requires that
resources be classified for accounting and reporting purposes into the following four net asset categories:

Invested in Capital Assets, Net of Related Debt
Capital assets, net of accumulated depreciation and outstanding principal balances of debt attributable to the acquisition,
construction or improvement of those assets.

Restricted-Nonexpendable
Net assets subject to externally imposed stipulations that they be maintained permanently by the System. Such assets
include the System’s permanent endowment funds.

Restricted-Expendable
Net assets whose use by the System is subject to externally imposed stipulations that can be fulfilled by actions of the
System pursuant to those stipulations or that expire with the passage of time.

Unrestricted

Net assets that are not subject to externally imposed stipulations. Unrestricted net assets may be designated for special
purposes by action of management or the U. T. System Board of Regents or may otherwise be limited by contractual
agreements with outside parties. Substantially all unrestricted net assets are designated for academic and research
programs and initiatives, and capital programs (See Note 12 for details on Unrestricted Net Assets).

When an expense is incurred that can be paid using either restricted or unrestricted resources, the System addresses each
situation on a case-by-case basis prior to determining the resources to be used to satisfy the obligation. Generally, the
System’s policy is to first apply the expense towards restricted resources and then towards unrestricted resources.

OPERATING AND NONOPERATING REVENUES

Operating revenues include activities such as student tuition and fees, net of scholarship allowances; sales and services
of auxiliary enterprises; most Federal, State and Local grants and contracts and Federal appropriations; and interest on
student loans. As defined by GASB Statement No. 34, all operating revenues are considered program revenues since
they are charges for services provided and program-specific operating grants and contributions.

Nonoperating revenues include activities such as gifts and contributions, and other revenue sources that are defined as
nonoperating revenues by GASB Statement No. 9, Reporting Cash Flows of Proprietary and Nonexpendable Trust
Funds and Government Entities That Use Proprietary Fund Accounting, and GASB Statement No. 34, such as State
appropriations and investment income. As defined by GASB Statement No. 34, nonoperating revenues are comprised of
general revenues and program-specific capital grants and contributions.
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SCHOLARSHIP ALLOWANCES AND STUDENT AID

Financial aid to students is reported in the financial statements under the alternative method as prescribed by the
National Association of College and University Business Officers (NACUBO). Certain aid (student loans, funds
provided to students as awarded by third parties and Federal Direct Lending) is accounted for as third party payments
(credited to the student’s account as if the student made the payment). All other aid is reflected in the financial
statements as operating expense or scholarship allowances, which reduce revenues. The amount reported as operating
expense represents the portion of aid that was provided to the student in the form of cash. Scholarship allowances
represent the portion of aid provided to the student in the form of reduced tuition. Under the alternative method, these
amounts are computed on an entity-wide basis by allocating cash payments to students, excluding payments for services,
on the ratio of total aid to the aid not considered to be third party aid.

STATEWIDE INTERFUND TRANSFERS

In accordance with provisions set forth in Article 7, Section 18 of the Texas Constitution, the System transfers one-third
of the annual earnings of the Permanent University Fund (PUF) investments and lands to the Texas A&M University
System. Additional details related to the operations of the PUF can be found in note three.

In accordance with the 78" Legislature, Regular Session, House Bill No. 1, Article 1X, Section 11.33, $9 million was
transferred to U. T. Health Science Center at San Antonio for the Regional Academic Health Center from the Texas
Enterprise Fund during the 2004-05 biennium.

RECLASSIFICATIONS
Certain prior year amounts have been reclassified to conform with current year presentations.

Deposits, Investments and Repurchase Agreements

DEPOSITS OF CASH IN BANK
The carrying amount of $(58,574,902) Cash in Bank (including restricted assets) is presented below.

The bank balance of the System has been classified according to the following risk categories.

Category 1: Insured or collateralized with securities held by the governmental entity or by its agent in the
name of the governmental entity

Category 2: Collateralized with securities held by the pledging financial institution’s trust department or agent
in the governmental entity’s name

Category 3: Uncollateralized (which would include any deposits collateralized with securities held by the

pledging financial institutions or by its trust department or agent but not in the governmental
entity’s name)

Deposits for the Reporting Entity are:

Carrying Bank Category
Amount Balance 1 2 3
Primary University $ (61,367,806) 66,308,896 66,308,896 - -
Discretely Presented
Component Units 2,792,904 3,346,125 - - 3,346,125
Reporting Entity $ (58,574,902) 69,655,021 66,308,896 - 3,346,125
Primary Component Reporting
Deposits of Cash in Bank University Units Entity
Cash in Bank
Demand Deposits (64,884,027) 2,792,904 (62,091,123)
Time Deposits 3,516,221 - 3,516,221
Total Deposits Carrying Amounts (61,367,806) 2,792,904 (58,574,902)
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AUTHORIZED INVESTMENTS

The System is authorized to invest funds, as provided in Section 51.0031 of the Texas Higher Education Code and the
Constitution of the State of Texas, under prudent investor investment standards. Such investments include various fixed
income and equity type securities. The investments of the System are governed by various investment policies approved
by the U. T. System Board of Regents.

INVESTMENTS

Investments include State and Other-than-State permanent endowments, funds functioning as endowments, life income
funds and other investments. Permanent endowments are those funds received from the State or from donors with the
stipulation that the corpus remain intact and invested in perpetuity to produce income which is to be expended for
specified purposes. Funds functioning as endowments consist of amounts (restricted gifts or unrestricted funds) that
have been internally dedicated by the System for long-term investment purposes. Programs supported by the
endowments include scholarships, fellowships, professorships, research efforts and other important programmatic
activities.

Investments of the System, except for PUF lands, are managed by the University of Texas Investment Management
Company (UTIMCO), a private investment corporation that provides services entirely to the System. The System’s
investments are valued at fair value. The audited annual financial reports of the funds managed by UTIMCO disclose
the valuation of these assets. The PUF lands’ mineral interests are valued in accordance with Financial Accounting
Standards Board Statement No. 69 — Disclosures about Oil and Gas Producing Activities, by calculating the future net
cash flows and applying a ten percent discount rate per year. The PUF lands’ surface interests are reported at their
appraised value as of January 1, 2004. Other real estate holdings are reported by one of the following methods of
valuation: the latest available appraised amount as determined by an independent state certified or other licensed
appraiser, or by any other generally accepted industry standard, including tax assessments.

To comply with the reporting requirements of GASB Statement No. 3, Deposits with Financial Institutions, Investments
(including Repurchase Agreements), and Reverse Repurchase Agreements, the System’s investments are categorized in
the tabulation titled “Investment Categories” to give an indication of credit risk assumed by the System at fiscal year-
end.

Credit risk is the risk that another party to a deposit or investment transaction will not fulfill its obligations. This is not
to be confused with market risk, which is the risk that the market value of an investment, collateral protecting a deposit
or securities underlying a repurchase agreement, will decline. Market risk is not depicted in this note.

The following categories of credit risk are included:

Category 1: Investments that are insured or registered or for which the governmental entity or its agent in the
governmental entity’s name holds the securities

Category 2: Uninsured and unregistered investments for which the securities are held by the broker’s or
dealer’s trust department or agent in the governmental entity’s name

Category 3: Uninsured and unregistered investments for which the securities are held by the broker or dealer,
or by its trust department or agent but not in the governmental entity’s name
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Investments-Primary University

Type of Security Category Fair Value
1 2

U.S. Government & Agency $ 1,071,624,061 1,071,624,061
U.S. Government Agency Mortgage

Obligations 516,954,292 516,954,292
Collateralized Mortgage Obligations 25,181,752 25,181,752
Corporate Obligations 282,045,559 282,045,559
Foreign Obligations 262,589,994 262,589,994
Political Subdivision Obligations 13,187,977 13,187,977
Commercial Paper 153,335,372 153,335,372
Corporate Stock 1,724,589,015 1,724,589,015
Foreign Stock 528,556,805 528,556,805
TOTAL $ 4,578,064,827

Uncategorized Investments:

Mutual Funds

Money Market Cash Equivalents
Mineral Interests

Real Estate and Mortgages

Private Placement for Venture Capital
Other Investments

Securities Lending-Short-term Collateral
Investments Held by Broker/Dealers Under Securities Lending Agreements:
U.S. Government and Agency Obligations
Corporate Obligations
Corporate Stock
Foreign Stock
Mutual Funds
TOTAL INVESTMENTS & CASH EQUIVALENT INVESTMENTS

Investments consist of the following:

Noncurrent, Restricted Investments

Noncurrent, Unrestricted Investments

Securities Lending Collateral

Money Market Cash Equivalents
TOTAL INVESTMENTS & CASH EQUIVALENT INVESTMENTS
Investments — Discretely Presented Component Units

Uncategorized Investments:

Other Investments

Money Market Cash Equivalents

TOTAL INVESTMENTS & CASH EQUIVALENT INVESTMENTS

Investments consist of the following:
Noncurrent, Restricted Investments
Money Market Cash Equivalents

TOTAL INVESTMENTS & CASH EQUIVALENT INVESTMENTS
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3,585,906,124
2,243,209,535

98,092,624
1,025,752,072
1,180,237,416
4,190,233,508
1,060,976,669

607,538,928
27,489,525
51,276,142
65,959,106

293,356,819

19,008,093,295

13,600,488,054
2,103,419,037
1,060,976,669
2,243,209,535

19,008,093,295

Fair Value
36,801,074
3,159,289

39,960,363

36,801,074
3,159,289

39,960,363




REPURCHASE AGREEMENTS

The System, by statute, is authorized to enter into repurchase agreements. A repurchase agreement is when a holder of
securities sells these securities to an investor with an agreement to repurchase them at a fixed price on a fixed date. The
security “buyer” in effect lends the “seller” money for the period of the agreement, and the terms of the agreement are
structured to compensate the buyer for this. During the year ended August 31, 2004, the System participated in
Repurchase Agreements. The System earned income of $7,431. At August 31, 2004, there were no Repurchase
Agreements outstanding

REVERSE REPURCHASE AGREEMENTS

The System, by statute, is authorized to enter into reverse repurchase agreements. A reverse repurchase agreement is a
transaction in which a broker-dealer or financial institution transfers cash to the System and the System transfers
securities to the broker-dealer and promises to repay the cash plus interest in exchange for the same or similar securities.
Credit risk exposure for the university arises when a broker-dealer does not return the securities or their value at the
conclusion of the reverse repurchase agreement. There were no significant violations of legal or contractual provisions
during the year.

SECURITIES LENDING

In accordance with the prudent investor investment standards, the System participates in a securities lending program.
The System began the program, under a contract with the System’s lending agent, on September 1, 1995. The lending
agent is authorized to lend any securities held by the System’s custodian except those securities which the policy
guidelines prohibits lending. There was a total of $1,045,626,082 of securities out on loan to brokers/dealers at
August 31, 2004. This consisted of $973,948,099 domestic and $71,677,983 international loans. These securities on
loan are presented as unclassified in the preceding schedule of custodial credit risk.

In security lending transactions, the System transfers its securities to brokers/dealers for collateral, which may be cash,
securities issued or guaranteed by the United States government or its agencies, and irrevocable bank letters of credit,
and simultaneously agrees to return the collateral for the same securities in the future.

Cash collateral received by the lending agent on behalf of the System is invested and reinvested in a non-commingled
pool exclusively for the benefit of the System. The pool is managed in accordance with investment guidelines
established by the System and is stated in the security lending contract. The maturities of the investments in the pool do
not necessarily match the term of the loans, rather the pool is managed to maintain a maximum dollar weighted average
maturity of 60 days and an overnight liquidity of 20 percent. On August 31, 2004, the System was collateralized 102
percent for securities on loan collateralized by cash.

Lending income is earned if the returns on those investments exceed the “rebate” paid to borrowers of the securities. The
income is then shared with the lending agent based on a contractually negotiated rate split. However, if the investment
of the cash collateral does not provide a return exceeding the rebate or if the investment incurs a loss of principal, part of
the payment to the borrower would come from the System’s resources and the lending agent based on the rate split.

Loans that are collateralized with securities generate income when the borrower pays a “loan premium or fee” for the
securities loan. This income is split with the same ratio as the earnings for cash collateral. The collateral pledged to the
System by the borrower is custodied by the lending agent or through a third party arrangement. These securities held as
collateral are not available to the System for selling or pledging unless the borrower is in default of the loan. On
August 31, 2004, the System was collateralized 117 percent for securities on loan collateralized by securities.

The collateral received will have a market value of 102 percent of the loaned securities of United States issuers. If the
market value of the collateral held in connection with loans of securities of United States issuers is less than 100 percent
at the close of trading on any business day, the borrower is required to deliver additional collateral by the close of the
next business day to equal 102 percent of the market value.

For non-United States issuers, the collateral should remain at 105 percent of the market value of the loaned securities at

the close of any business day. If it falls below 105 percent, the borrower must deliver additional collateral by the close
of the following business day. On August 31, 2004, the System was collateralized 105 percent for international loans.
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In the event of default, where the borrower is unable to return the securities loaned, the System has authorized the
lending agent to seize the collateral held. The collateral is then used to replace the borrowed securities where possible.
Due to some market conditions, it is possible that the original securities cannot be replaced. If the collateral is
insufficient to replace the securities, the lending agent has indemnified the System from any loss due to borrower
default.

At year-end the System had no credit risk exposure to borrowers because the amounts the System owed to borrowers
exceeded the amounts the borrowers owed the System.

There were no significant violations of legal or contractual provisions, no borrower or lending agent default losses, and no
recoveries of prior period losses during the year.

DERIVATIVE INVESTING

Derivatives are financial instruments (securities or contracts) whose value is linked to, or “derived” from, changes in interest
rates, currency rates, and stock and commodity prices. Derivatives cover a broad range of financial instruments, such as
forwards, futures, options, swaps, and mortgage derivatives.

(A) Mortgage Derivatives — Mortgage derivatives are influenced by changes in interest rates, the current economic
climate, and the geographic make-up of underlying mortgage loans. There are varying degrees of risk associated with
mortgage derivatives. For example, certain Collateralized Mortgage Obligations (CMOs) such as Planned Amortization
Class (PACs) are considered a more conservative lower risk investment. In contrast, principal only and interest only
strips are considered higher risk investments. The System’s investment in CMOs at August 31, 2004, which was
comprised exclusively of the lower risk investment class, was 0.6 percent of total investments with a market value of
$108,253,266.

(B) Futures Contracts — Futures contracts are used to facilitate various trading strategies, primarily as a tool to increase
or decrease market exposure to various asset classes. Futures contracts are marked to market daily; that is, they are
valued at the close of business each day, and a gain or loss is recorded between the value of the contracts that day and on
the previous day. The daily gain or loss difference is referred to as the daily variation margin, which is settled in cash
with the broker each morning for the amount of the previous day’s mark to market. The amount that is settled in cash
with the broker each morning is the carrying and fair value of the futures contracts. The amount of the net realized gain
on the futures contracts was $95,888,305 for the year ended August 31, 2004. The System executes such contracts
either on major exchanges or with major international financial institutions and minimizes market and credit risk
associated with these contracts through the manager’s various trading and credit monitoring techniques.

The following discloses the notional, carrying and fair values of futures contracts at August 31, 2004.

Notional Value at Carrying and Fair Value at
August 31, 2004 August 31, 2004
Long Short Assets Liabilities
Domestic
Equity Futures $  1,419,961,810 952,391,780 6,620,674 7,336,768
International
Equity Futures 587,287,998 251,902,046 948,582 2,834,306
Commodity
Futures 371,155,050 - 376,425 -
Domestic Fixed
Income Futures 140,391,843 2,700,750 454,819 17,250
International
Fixed Income
Futures 324,117,152 31,486,904 899,825 81,660
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(C) Foreign Currency Exchange Contracts — The System enters into forward foreign currency exchange contracts to
hedge against foreign currency exchange rate risks on its non-U.S. dollar denominated investment securities and to
facilitate trading strategies primarily as a tool to increase or decrease market exposure to various foreign currencies.
When entering into a forward currency contract, the System agrees to receive or deliver a fixed quantity of foreign
currency for an agreed-upon price on an agreed future date. These contracts are valued daily and the System’s net
equity therein (representing unrealized gain or loss on the contracts, as measured by the difference between the forward
foreign exchange rates at the dates of entry into the contracts and the forward rates at the reporting date) is included in
the Combined Balance Sheet. Realized and unrealized gains and losses are included in the Combined Statement of
Revenues, Expenses and Changes in Net Assets. These instruments involve market and/or credit risk in excess of the
amount recognized in the Combined Balance Sheet. Risks arise from the possible inability of counter-parties to meet the
terms of their contracts and from movement in currency and securities values and interest rates.

The table below summarizes by currency the contractual amounts of the System’s foreign exchange contracts at
August 31, 2004. Foreign currency amounts are translated at exchange rates as of August 31, 2004. The “Net Buy”
amounts represent the U. S. dollar equivalent of net commitments to purchase foreign currencies and the “Net Sell”
amounts represent the U. S. dollar equivalent of net commitments to sell foreign currencies.

Unrealized Gains Unrealized Losses

on Foreign on Foreign

Exchange Exchange

Currency Net Buy Net Sell Contracts Contracts
Australian Dollar 3,511,311 - 35,504 12,461
Canadian Dollar - 15,689,221 12,592 53,314
Danish Krone - 1,277,998 10,314 -
Euro Currency - 38,549,406 682,051 117,132
Japanese Yen 113,240,882 - 294,044 410,348
New Zealand Dollar 388,479 480,388 41,617 7,165
Norwegian Krone - 13,176,329 484,696 292,896
Singapore Dollar - 3,865,598 34,148 20,440
Slovak Koruna 341,648 - - 3,983
South Korean Won 3,271,946 - 47,134 -
Swedish Krona - 4,180,306 44,259 1,794
Swiss Franc - 1,503,731 28,449 55,213
UK Pound 27,575,791 - 1,066,089 1,014,162
TOTAL $ 148,330,057 78,722,977 2,780,897 1,988,908

D) Written Options — During the year, call options were written on Treasury Bond and equity index futures.
Transactions in call options written during the year ended August 31, 2004 were as follows:

Number of Premiums

Contracts Received
Call Options Outstanding at August 31, 2003 - % -
Options Written 187,088 4,916,185
Options Expired (1,064) (1,203,097)
Options Exercised (185,949) (3,772,353)
Call Options Outstanding at August 31, 2004 7% % 40,735
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E) Swaps —During the year, the System entered into interest rate, total return and commodity swap contracts. The
following discloses the notional amount, the coupon rate, and the fair values of the outstanding swap contracts as of
August 31, 2004

Fair Value at August 31, 2004

Maturity
Currency Coupon Notional Value Date Assets Liabilities
Interest Rate Swaps:
UK Pound
5.000% 9,800,000 6/15/2008 $ - 103,355
5.000% 7,300,000 3/20/2013 57,472 -
5.000% 23,000,000 3/15/2032 - 783,001
5.250% 5,300,000 9/17/2018 - 31,511
Euro
4.000% 29,600,000 3/15/2007 712,507 -
4.000% 35,150,000 3/15/2007 846,102 -
4.000% 4,800,000 6/17/2010 52,502 -
4.000% 17,260,000 6/17/2010 - 188,788
4.000% 8,380,000 6/16/2014 92,069 -
4.000% 45,800,000 6/16/2014 503,193 -
5.000% 3,400,000 6/16/2014 296,929 -
5.750% 3,300,000 9/17/2018 43,883 -
6.000% 19,000,000 3/15/2006 - 3,318,909
6.000% 8,700,000 3/20/2018 210,839 -
6.000% 10,300,000 3/15/2032 407,494 -
6.000% 19,000,000 3/15/2032 4,070,596 -
Japanese Yen
0.800% 1,120,000,000 3/30/2012 353,955 -
2.000% 800,000,000 6/15/2012 - 266,002
2.000% 1,415,000,000 12/20/2013 - 451,079
Swedish Krona
4.500% 66,300,000 6/17/2008 79,654 -
4.500% 59,000,000 6/17/2008 70,884 -
4.500% 58,600,000 6/17/2008 70,404 -
U. S. Dollar
4.000% 36,500,000 12/15/2009 - 60,313
4.000% 3,500,000 12/15/2009 - 5,783
5.000% 59,300,000 12/15/2014 - 1,370,898
5.000% 9,800,000 12/15/2014 - 226,556
5.000% 1,400,000 12/15/2014 - 32,365
6.000% 12,400,000 12/15/2024 - 1,111,975
6.000% 29,000,000 12/18/2033 219,798 -
6.000% 14,800,000 12/18/2033 112,173 -
8,200,454 7,950,535
Total Return Swap:
U. S. Dollar
- 1,000,000 9/30/2004 23,921 -
- 1,100,000 11/1/2004 24,585 -
48,506 -
Commaodity Swap:
U. S. Dollar
TBill + 45 Basis Points 53,600,000 9/30/2004 - -
TBill + 45 Basis Points 18,200,000 9/30/2004 - -
TBill + 45 Basis Points - 8/31/2004 - 1,673,113
TBill + 45 Basis Points - 8/31/2004 - 1,108,727
TBill + 45 Basis Points - 8/31/2004 - 338,291
TBill + 45 Basis Points - 8/31/2004 - 1,095,170
- 4,215,301
Total $ 8,248,960 12,165,836
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(F) Other — The System has investments in index funds, included in the investment category of corporate stocks and
mutual funds, which are authorized to use derivatives. The trustee of the index funds may invest a portion of the funds
in stock index futures contracts for the purpose of acting as a temporary substitute for investment in common stocks.
The market value of these index funds as of August 31, 2004 was $1,732,730,824. Of this amount, index funds with a
market value of $1,723,730,824 had investments in derivative instruments as of August 31, 2004.

The System also has investments in hedge, commingled and other funds, included in the investment category of mutual
funds and other investments, which are authorized to use derivatives. The market value of these funds as of
August 31, 2004, was $3,230,489,866.

Endowments

Distributions that are reinvested in endowments become permanent additions to the principal of the endowments;
therefore, there is no amount of net appreciation on investments of donor-restricted endowments available for
authorization of expenditures. This provision is outlined in the endowment agreements with donors.

The System’s endowments are used to support operations, which require the simultaneous achievement of two
contradictory objectives of generating a predictable stream of annual revenue at a rate at least equal to the average rate
of inflation for current needs and to increase the purchasing power of the funds (after annual distributions) at a rate at
least equal to the average rate of inflation for future periods.

ENDOWMENTS AND SIMILAR FUNDS - STATE
These endowments are comprised of: the Permanent University Fund (PUF) and the Permanent Health Fund for Higher
Education (PHF).

The PUF was established by the Texas Constitution of 1876 through the appropriation of land grants. Amendments to
the Constitution, approved by voters in 1999, were related to the investment of the PUF and the distributions from the
PUF to the Available University Fund (AUF). The Constitution, as amended, is summarized as follows: (i) The U. T.
System Board of Regents is held to a “prudent investor” rather than a “prudent person” standard; (ii) distributions to the
AUF are made from the total return on all PUF investment assets; (iii) the U. T. System Board of Regents determines the
amount of distributions to the AUF, which may not exceed an amount equal to seven percent of the average net fair
market value of investment assets, except as necessary to pay debt service on PUF bonds and notes; (iv) the U. T.
System Board of Regents determines the amount of distributions to the AUF in a manner intended to provide the AUF
with a stable and predictable stream of annual distributions and to maintain, over time, the purchasing power of PUF
investments and annual distributions to the AUF; and (v) the expenses of managing PUF land and investments are paid
by the PUF.

The U. T. System Board of Regents manages certain permanent funds for health-related institutions of higher education
as more fully described in Chapter 63 of the Texas Higher Education Code. Certain funds created by this statute were
transferred to the U. T. System Board of Regents on August 30, 1999, to be managed and invested in the same manner
as the U. T. System Board of Regents manages and invests other endowment funds. The PHF as defined in the statute is
classified as Endowment and Similar Funds — State. These endowments provide support for programs that benefit
medical research, health education or treatment at health-related institutions. The U. T. System Board of Regents
determines the amount of distributions to support the programs based on the PHF’s investment policy. The investment
policy provides that the annual payout will be adjusted by the average consumer price index of the prior 36 months
including August 31, subject to a maximum distribution of 5.5 percent of this fund’s average market value and a
minimum distribution of 3.5 percent of this fund’s average market value.
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The University of Texas System General Endowment Fund (Fund), created March 1, 2001, is a pooled fund established
for the collective investment of long-term funds under the control and management of the U. T. System Board of
Regents. The Fund is organized as a mutual fund and has two participants, the PHF and The University of Texas System
Long Term Fund (LTF). The PHF and LTF initially purchased units of the Fund on March 1, 2001, in exchange for the
contribution of their investment assets. The Fund provides for greater diversification of investments than would be
possible if each account were managed separately.

ENDOWMENT AND SIMILAR FUNDS - OTHER THAN STATE
Funds subject to restrictions of endowment and trust instruments, requiring that principal be maintained and that only the
income be utilized. Funds may include Endowments, Term Endowments and Funds Functioning as Endowments.

ANNUITY AND LIFE INCOME FUNDS

The Annuity Funds consist of funds donated to an institution on the condition that the institution pay a stipulated amount
of the funds to the donor or designated individual for a specified time or until the time of death of the annuitant. The
Life Income Funds consist of funds contributed to an institution subject to the requirement that the institution
periodically pay the income earned on the assets (less management expenses) to designated beneficiaries.

AVAILABLE UNIVERSITY FUND

The AUF consists of distributions made to it from the total return on the PUF investment assets and surface income from
PUF lands. All surface income from the PUF lands (i.e., grazing leases and land easements) is deposited to the AUF.
The AUF must be used first to pay debt service on the PUF bonds and notes. After debt service requirements are met,
under present Legislative authority, the AUF may be appropriated for the support and maintenance of The University of
Texas at Austin and The University of Texas System Administration.
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4. Capital Assets

A summary of changes in the capital assets for the year ended August 31, 2004, is presented below.

Balance Reclassifications
Primary University 09/01/03 Adjustments Completed CIP
Non-depreciable Assets:
Land & Land Improvements $ 218,710,126 (74,843) 447,753
Construction in Progress (CIP) 1,175,982,712 (4,011,263) (572,181,857)
Other Capital Assets 631,582,566 (24,595,767) -
Total Non-depreciable Assets 2,026,275,404 (28,681,873) (571,734,104)
Depreciable Assets:
Buildings & Building Improvements 4,819,536,348 (3,396,305) 483,778,324
Infrastructure 139,758,938 1,854,055 10,727,930
Facilities and Other Improvements 344,921,631 (41,918,021) 10,094,281
Furniture and Equipment 1,634,450,357 176,037 61,859,287
Vehicles, Boats and Aircraft 42,273,318 (339,895) -
Other Capital Assets 7,472,013 45,691,177 5,274,282
Total Depreciable Assets at Historical Cost 6,988,412,605 2,067,048 571,734,104
Less Accumulated Depreciation for:
Buildings & Building Improvements (2,066,086,889) 330,771 -
Infrastructure (77,313,432) 724,710 -
Facilities and Other Improvements (134,207,928) 20,186,179 -
Furniture and Equipment (1,021,449,334) 1,863,129 -
Vehicles, Boats and Aircraft (30,885,612) (437,179) -
Other Capital Assets (1,932,976) (23,376,627) -
Total Accumulated Depreciation (3,331,876,171) (709,017) -
Depreciable Assets, net 3,656,536,434 1,358,031 571,734,104
Primary University Capital Assets, net $ 5,682,811,838 (27,323,842) -

Balance Reclassifications
Component Units 09/01/03 Adjustments Completed CIP
Non-depreciable Assets:
Land & Land Improvements $ 53,932 - -
Construction in Progress (CIP) 3,097,585 - (4,239,692)
Total Non-depreciable Assets 3,151,517 - (4,239,692)
Depreciable Assets:
Buildings & Building Improvements 12,210,628 - -
Furniture and Equipment 9,053,043 (462,668) 3,642,388
Vehicles, Boats and Aircraft 41,315 - -
Other Capital Assets 1,452,830 - 597,304
Total Depreciable Assets at Historical Cost 22,757,816 (462,668) 4,239,692
Less Accumulated Depreciation for:
Buildings & Building Improvements (1,763,659) - -
Furniture and Equipment (5,191,284) 441,211 -
Vehicles, Boats and Aircraft (35,283) - -
Other Capital Assets (521,297) - -
Total Accumulated Depreciation (7,511,523) 441,211 -
Depreciable Assets, net 15,246,293 (21,457) 4,239,692
Component Units Capital Assets, net $ 18,397,810 (21,457) -
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Reclassifications

Reclassifications

Interagency Interagency Balance
Transfers - In Transfers - Out Additions Deletions 08/31/04
- - 13,053,019 (784,392) 231,351,663
- - 913,348,434 - 1,513,138,026
- - 46,483,356 (3,392,673) 650,077,482
- - 972,884,809 (4,177,065) 2,394,567,171
- - 91,185,739 (3,372,767) 5,387,731,339
- - 3,283,861 (1,854,055) 153,770,729
- 2,265,153 - 315,363,044
1,092,619 (483,386) 185,613,957 (88,145,251) 1,794,563,620
32,632 (13,399) 3,216,326 (1,860,532) 43,308,450
- - 1,505,164 - 59,942,636
1,125,251 (496,785) 287,070,200 (95,232,605) 7,754,679,818
- - (169,581,901) 2,347,961 (2,232,990,058)
- - (4,422,031) 1,325,173 (79,685,580)
- - (10,597,102) - (124,618,851)
(357,873) 253,182 (179,262,901) 72,442,263 (1,126,511,534)
- - (3,452,665) 1,738,360 (33,037,096)
- - (5,513,551) - (30,823,154)
(357,873) 253,182 (372,830,151) 77,853,757 (3,627,666,273)
767,378 (243,603) (85,759,951) (17,378,848) 4,127,013,545
767,378 (243,603) 887,124,858 (21,555,913) 6,521,580,716
Reclassifications Reclassifications
Interagency Interagency Balance
Transfers - In Transfers - Out Additions Deletions 08/31/04
- - - - 53,932
- - 3,280,944 - 2,138,837
- - 3,280,944 - 2,192,769
- - 30,437 (811) 12,240,254
- - 414,010 (1,479,475) 11,167,298
- - - - 41,315
- - 25,099 (191,688) 1,883,545
- - 469,546 (1,671,974) 25,332,412
- - (497,110) 811 (2,259,958)
- - (1,796,308) 1,443,242 (5,103,139)
- - (10,329) - (45,612)
- - (273,524) 146,244 (648,577)
- - (2,577,271) 1,590,297 (8,057,286)
- - (2,107,725) (81,677) 17,275,126
- - 1,173,219 (81,677) 19,467,895
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5.

Risk Financing and Related Insurance

The System has seven funded self-insurance plans providing coverage in the following areas: employee health and
dental, unemployment compensation, workers’ compensation, medical professional liability, property protection,
directors and officers/employment practices liability, and construction contractor insurance.

EMPLOYEE AND RETIREE INSURANCE BENEFITS

The U. T. System Employee Group Insurance program provides health, dental, vision, life insurance, long term
disability, short term disability, long term care and flexible spending account coverage to all benefits-eligible employees
and retirees of the System and its fifteen institutions. These insurance benefits are provided through both self-funded
and fully-insured arrangements. A portion of an individual’s group health insurance premium is paid by the state as
specified in the General Appropriations Act. The System’s Office of Employee Group Insurance (EGI) is responsible
for the overall administration of the insurance plans. EGI was established by Chapter 1601 (formerly Article 3.50-3) of
the Texas Insurance Code and complies with state laws and statues pertinent to employee benefits for the System.

UNEMPLOYMENT COMPENSATION INSURANCE

The current General Appropriations Act requires System to reimburse the Texas Workforce Commission (TWC) for
50% of the unemployment benefits paid to former employees that were paid from appropriated funds. The System
reimburses the TWC 100% of the unemployment benefits paid to former employees that were paid from local funds.

WORKERS’ COMPENSATION INSURANCE

The University of Texas System Workers” Compensation Insurance (WCI) program provides coverage to all employees
of the System and its fifteen institutions. Under the oversight of the System’s Office of Risk Management (ORM), the
System self-insures and administers the program. The WCI staff is responsible for administering all aspects of the
System-wide program, which provides income and medical benefits to all employees who have sustained job-related
injuries or occupational diseases. The program’s statutory authority is embodied in Chapter 503 of the Texas Labor
Code.

PROFESSIONAL MEDICAL LIABILITY BENEFIT PLAN

The coverage provided under The Professional Medical Liability Benefit Plan (Plan) is on an occurrence basis; thus, a
participant is covered by the Plan for all claims and lawsuits relating to events that occurred while enrolled in the Plan,
including those filed after the participant has left the System’s employment or training. The Plan covers all of the
System staff physicians, dentists, residents, fellows, and medical students who have been enrolled. The limits of liability
of the Plan include an annual policy aggregate of $30,000,000, an annual aggregate of $1,500,000 for each staff
physician ($500,000 per claim), an annual aggregate of $300,000 for each resident or fellow ($100,000 per claim) and a
$75,000 annual aggregate for each medical student ($25,000 per claim). Liability is limited to $2,000,000 per incident,
regardless of the number of claimants or physicians involved in an incident. As of September 1, 2003, the limits of
liability are prescribed by law as $100,000 per claim per physician.

COMPREHENSIVE PROPERTY PROTECTION PROGRAM

The property protection plan consists of two programs. The first provides coverage for physical damage resulting from
Named Windstorms and catastrophic flood losses up to $50 million. Insurance policies providing relatively low limits
($1-2 million per building and contents) are purchased through the Texas Windstorm Insurance Association and the
National Flood Insurance Program on several facilities in the Tier 1 wind zone and/or Flood Zone A to provide a
primary layer of insurance. The self-insurance component of the program participates in losses that exceed the coverage
available under these primary policies or in cases where there is no underlying insurance.

The second program covers fire and other perils and includes commercial reinsurance for claims exceeding a per
occurrence deductible of $7.5 million or an annual aggregate deductible of $25 million. The policy covers $13.2 billion
in building and content values and $3.2 billion in business income. The maximum annual reimbursement under this
policy is $500 million per occurrence.

To fund the self-insurance portion of both property programs, the institutions will make annual contributions to the loss
reserve funds in addition to paying insurance premiums.

DIRECTORS & OFFICERS/EMPLOYMENT PRACTICES LIABILITY SELF-INSURANCE PLAN
The Directors & Officers Liability (D&O) and Employment Practices Liability Self-insurance Plan provides coverage
for claims arising from actual or alleged wrongful acts performed by the plan beneficiaries. The plan also provides
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coverage for employment practices liability (EPL) claims, such as wrongful termination, failure to promote and
wrongful discipline.

Coverage applies to individual board members, employees, faculty, etc., as well as to the System itself. The limit of
liability is a $10 million annual aggregate (Coverages A, B and C combined), except for $5 million annual aggregate
sublimit for Coverage C. There is no deductible for Coverage A (individuals), a $100,000 deductible per director or
officer with a $300,000 maximum deductible per loss for Coverage B. The deductible for Coverage C is $300,000. In
2003, the U. T. System Board of Regents allocated $3.7 million from the Available University Fund to establish the
D&OJ/EPL loss reserve fund. Institutions make annual premium contributions to this fund as well.

ROLLING OWNER CONTROLLED INSURANCE PROGRAM

A Rolling Owner Controlled Insurance Program (ROCIP) is established for the centralized purchase of construction
contractor insurance on various capital projects. This program provides workers’ compensation and general liability
insurance for all contractors enrolled on projects participating in the program. The insurance carries a $250,000 per
occurrence basket deductible, which is paid through the program’s self-insurance fund.

INCURRED BUT NOT REPORTED (IBNR)

Insurance claims that were Incurred But Not Reported (IBNR) were actuarially determined for the employee’s health
and dental, workers’ compensation, professional medical liability, directors & officers/femployment practices liability,
and rolling owner controlled self-insurance plans. IBNR figures for the workers’ compensation, professional medical
liability, directors & officers/employment practices liability, and rolling owner controlled self-insurance plans include
liabilities for unpaid reported claims. The IBNR liability for the property protection self-insurance plan is not actuarially
determined but rather estimated based on unpaid reported claims. Since an annual accrual is recorded for the third
quarter TWC billing, no IBNR liability is recorded for Unemployment Compensation Insurance.

Changes in the System’s claims liabilities for the various self-insurance plans during fiscal year 2004 and 2003 were as
follows:

Current Year
IBNR Claims and IBNR

Fiscal Year 2004 Liability Changes in Claims Liability

Plan 09/01/03 Estimates Payments 08/31/04

Employee Health and Dental $ 31,350,000 286,729,663 (281,579,663) 36,500,000
Workers’ Compensation 20,154,000 4,814,327 (5,612,327) 19,356,000
Medical Professional Liability 93,205,925 21,633,938 (18,531,885) 96,307,978
Property Protection 498,792 1,747,700 (543,392) 1,703,100
Directors & Officers/EPL 2,704,053 300,894 - 3,004,947
ROCIP I, 11, 11l & IV 3,829,179 6,578,189 (3,042,507) 7,364,861
TOTAL $ 151,741,949 321,804,711 (309,309,774) 164,236,886

Current Year
IBNR Claims and IBNR

Fiscal Year 2003 Liability Changes in Claims Liability

Plan 09/01/02 Estimates Payments 08/31/03

Employee Health and Dental ~ $ 54,550,000 233,409,176 (256,609,176) 31,350,000
Workers’ Compensation 21,732,000 5,167,106 (6,745,106) 20,154,000
Medical Professional Liability 84,607,321 22,077,831 (13,479,227) 93,205,925
Property Protection - 502,756 (3,964) 498,792
Directors & Officers/EPL - 2,704,053 - 2,704,053
ROCIP I, I1 & I 924,220 4,350,575 (1,445,616) 3,829,179
TOTAL 161,813,541 268,211,497 (278,283,089) 151,741,949
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Post-Retirement Health Care and Life Insurance Benefits

In addition to providing pension benefits, the state provided certain health and life insurance benefits for retired
employees, in accordance with state statutes. Substantially all of the employees may become eligible for the health and
life insurance benefits if they reach normal retirement age while working for the state. Currently there are 13,181
system-wide retirees who are eligible for these benefits. Similar benefits for active employees are provided through self-
funded plans and fully-insured plans. Depending upon the status of the employee at the time of retirement, the state or
the System recognizes the cost of providing these benefits by expensing the annual insurance premiums. For the fiscal
year ended August 31, 2004, the monthly contribution by the State or the System per full-time employee/retiree ranged
from $288.50 to $590.55 depending upon the plan and level of coverage selected. This contribution paid all of the
“employee/retiree only” premiums and a portion of the premiums for those employees/retirees selecting dependent
coverage. The employee/retiree was required to pay a portion of the cost of dependent coverage. For the fiscal year
ended August 31, 2004, the cost of providing those benefits for the retirees was $26,556,729 for the state and
$24,709,502 for the System.

Bonded Indebtedness

At August 31, 2004, the System had outstanding bonds payable of $2,473,420,000. All bonds issued by the System are
defined as revenue bonds. Segment information requirements are not applicable, due to the bond indentures’ lack of
specifically identifiable activities and external party imposed separate accounting requirements. General information
related to bonds outstanding is summarized below:

e Permanent University Fund Refunding Bonds, Series 1996
Purpose: To refund $246,185,000 principal amount of Permanent University Fund Refunding Bonds, Series
1988, 1991 and 1992B, maturing on July 1 in the years 1999 - 2013.
Issue Date: March 7, 1996
Authorized: ~ $280,000,000 Issued: $263,945,000
Interest Rates: 4.00-6.00% Maturity Dates: 1996 — 2013
Source of Revenue for Debt Service: Available University Fund

e Permanent University Fund Bonds, Series 1997
Purpose: To refund $78,000,000 principal amount of Permanent University Fund Variable Rate Notes,
Series A, and to provide new money.
Issue Date: ~ January 6, 1998
Authorized: ~ $130,000,000 Issued: $130,000,000 —All authorized amounts have been issued.
Interest Rates: 4.75-5.25% Maturity Dates: 1999 — 2018
Source of Revenue for Debt Service: Available University Fund

e  Permanent University Fund Refunding Bonds, Series 2002A

Purpose: To refund $108,515,000 principal amount of Permanent University Fund Refunding Bonds,
Series 1992A, maturing on July 1 in the years 2003 through 2007, both inclusive, and in the years
2009 and 2013.

Issue Date:  April 2, 2002

Authorized:  $115,000,000 Issued: $105,290,000

Interest Rates: 3.00-5.00% Maturity Dates: 2003 — 2010

Source of Revenue for Debt Service: Available University Fund

e Permanent University Fund Bonds, Series 2002B

Purpose: To refund $191,000,000 principal amount of Permanent University Fund Flexible Rate Notes,
Series A.

Issue Date:  April 2, 2002

Authorized:  $205,000,000 Issued: $188,215,000

Interest Rates: 5.00-5.38% Maturity Dates: 2012 — 2022

Source of Revenue for Debt Service: Available University Fund
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Permanent University Fund Refunding Bonds, Series 2004A

Purpose: To refund $61,495,000 principal amount of Permanent University Fund Bonds, Series 1997,
maturing on July 1 in the years 2009 through 2016, both inclusive.

Issue Date:  April 6, 2004

Authorized:  $500,000,000" Issued: $60,665,000

Interest Rates: 3.00-5.00% Maturity Dates: 2004 — 2016

Source of Revenue for Debt Service: Available University Fund

Permanent University Fund Bonds, Series 2004B

Purpose: To refund $400,000,000 principal amount of Permanent University Fund Flexible Rate Notes,
Series A.

Issue Date:  April 6, 2004

Authorized:  $439,335,000" Issued: $396,520,000

Interest Rates: 4.50-5.00% Maturity Dates: 2023 — 2033

Source of Revenue for Debt Service: Available University Fund

The Permanent University Fund Bonds, Series 2004 A&B were authorized pursuant to an aggregate issuance and
delivery of up to $500 million in multiple installments starting March 11, 2004 and ending December 31, 2004.
Each subsequent issuance of bonds during this period reduces the authority by the amount of principal issued in
earlier installments.

Revenue Financing System Bonds, Series 1995A

Purpose: To refund $34,833,000 of Revenue Financing System Commercial Paper Notes, to refund
$4,525,000 of U. T. Pan American Tuition Revenue Refunding Bonds, Series 1986 and to
provide new money of $35,167,000.

Issue Date: July 12, 1995

Authorized:  $232,000,000 Issued: $74,945,000

Interest Rates: 4.00-6.00% Maturity Dates: 1996 — 2017

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Bonds, Series 1996A

Purpose: To provide new money.

Issue Date: February 29, 1996

Authorized:  $78,125,000 Issued: $72,600,000

Interest Rates: 4.70-6.00% Maturity Dates: 1997 — 2016

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered
Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the
revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of
the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Bonds, Series 1996B

Purpose: To refund a $18,355,000 portion of the Revenue Financing System Refunding Bonds, Series
1991A, to refund a $20,035,000 portion of the Revenue Financing System Refunding Bonds,
Series 1991B, to refund $106,855,000 of Revenue Financing System Commercial Paper Notes,
Series A and to provide new money of $88,400,000.

Issue Date: February 29, 1996

Interest Rates: 4.70-6.00% Maturity Dates: 1997 — 2016

Authorized:  $271,875,000 Issued: $232,135,000

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.
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Revenue Financing System Bonds, Series 1998A

Purpose: To refund $10,455,000 principal of Revenue Financing System Commercial Paper Notes, Series
A issued pursuant to Section 55.1714 of the Texas Education Code.

Issue Date: February 11, 1998

Authorized:  $11,500,000 Issued: $10,690,000

Interest Rates: 4.13-5.00% Maturity Dates: 1999 — 2018

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Bonds, Series 1998B

Purpose: To refund $109,504,000 principal of Revenue Financing System Commercial Paper Notes,
Series A and to pay the cost of issuance.

Issue Date: February 11, 1998

Authorized:  $115,500,000 Issued: $111,915,000

Interest Rates: 3.75-5.25% Maturity Dates: 1999 — 2018

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Bonds, Series 1998C

Purpose: To refund $22,441,000 principal of Revenue Financing System Commercial Paper Notes, Series
A issued pursuant to Sections 55.1714 and 55.1722 of the Texas Education Code, provide new
money of $21,584,000 and pay the cost of issuance.

Issue Date: October 15, 1998

Authorized:  $46,680,000 Issued: $45,175,000

Interest Rates: 3.65-5.00% Maturity Dates: 2000 — 2019

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Bonds, Series 1998D

Purpose: To refund $91,163,000 principal of Revenue Financing System Commercial Paper Notes,
Series A, provide new money of $10,549,000 and pay the cost of issuance.

Issue Date: October 15, 1998

Authorized:  $111,820,000 Issued: $100,185,000

Interest Rates: 3.80-5.13% Maturity Dates: 2000 — 2019

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Bonds, Series 1999A

Purpose: To refund $32,723,000 principal of Revenue Financing System Commercial Paper Notes, Series
A issued pursuant to Sections 55.1714 and 55.1722 of the Texas Education Code, provide new
money of $70,027,000 and pay the cost of issuance.

Issue Date: ~ September 21, 1999

Authorized:  $102,750,000 Issued: $101,745,000

Interest Rates: 4.50-5.75% Maturity Dates: 2001 — 2020

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.
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Revenue Financing System Bonds, Series 1999B

Purpose: To refund $82,490,000 principal of Revenue Financing System Commercial Paper Notes,
Series A, provide new money of $99,050,000 and pay the cost of issuance.

Issue Date: September 21, 1999

Authorized:  $193,000,000 Issued: $180,830,000

Interest Rates: 4.50-5.75% Maturity Dates: 2001 — 2020

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Refunding Bonds, Series 2001A

Purpose: To refund $38,500,000 of Revenue Financing System Refunding Bonds, Series 1991A and
$42,030,000 of Revenue Financing System Refunding Bonds, Series 1991B, and pay costs of
issuance.

Issue Date: May 17, 2001

Authorized: ~ $85,000,000 Issued: $81,665,000

Interest Rates: Variable Maturity Date: 2013

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered
Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the
revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of
the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Bonds, Series 2001B

Purpose: To refund $110,070,000 principal of Revenue Financing System Commercial Paper Notes, Series
A, provide new money of $76,000,000 and pay the cost of issuance.

Issue Date: October 2, 2001

Authorized:  $580,000,000 Issued: $179,610,000

Interest Rates: 3.25-5.38% Maturity Dates: 2003 — 2022

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Bonds, Series 2001C

Purpose: To refund $503,000 principal of Revenue Financing System Commercial Paper Notes, Series A,
provide new money of $87,800,000 and pay the cost of issuance.

Issue Date: October 2, 2001

Authorized:  $400,390,000 Issued: $84,590,000

Interest Rates: 4.00-5.38% Maturity Dates: 2003 — 2022

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

*The Revenue Financing System Bonds, Series 2001B & C were authorized pursuant to an aggregate issuance
and delivery of up to $580 million in multiple installments starting August 9, 2001 and ending August 31, 2002.
Each subsequent issuance of bonds during this period reduces the authority by the amount of principal issued in
earlier installments.
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Revenue Financing System Refunding Bonds, Series 2002A

Purpose: To advance refund $54,575,000 principal amount of Revenue Financing System Bonds, Series
1999A maturing from 2010-2016 and 2020 to achieve debt service savings and pay the cost of
issuance.

Issue Date: ~ September 27, 2002

Authorized:  $215,000,000° Issued: $54,430,000

Interest Rates: 2.00-5.25% Maturity Dates: 2003 — 2020

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered
Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the
revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of
the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Refunding Bonds, Series 2002B

Purpose: To advance refund $109,240,000 principal amount of Revenue Financing System Bonds, Series
1999B maturing from 2010-2017 and 2020 to achieve debt service savings and pay the cost of
issuance.

Issue Date:  September 27, 2002

Authorized:  $160,570,000° Issued: $108,855,000

Interest Rates: 2.00-5.25% Maturity Dates: 2003 — 2020

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered
Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the
revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of
the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

*The Revenue Financing System Refunding Bonds, Series 2002A & B were authorized pursuant to an aggregate
issuance and delivery of up to $215 million in multiple installments starting August 8, 2002 and ending
August 31, 2003. Each subsequent issuance of bonds during this period reduces the authority by the amount of
principal issued in earlier installments.

Revenue Financing System Bonds, Series 2003A

Purpose: To refund $39,050,000 principal amount of Revenue Financing System Commercial Paper Notes,
Series A, provide new money of $80,798,250 and pay the cost of issuance.

Issue Date:  January 23, 2003

Authorized:  $635,000,000 Issued: $112,040,000

Interest Rates: 3.00-5.38% Maturity Dates: 2004 — 2023

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Bonds, Series 2003B

Purpose: To refund $201,039,000 principal amount of Revenue Financing System Commercial Paper
Notes, Series A, provide new money of $296,078,000 and pay the cost of issuance.

Issue Date:  January 23, 2003

Authorized:  $522,960,000" Issued: $481,060,000

Interest Rates: 2.00-5.38% Maturity Dates: 2004 — 2033

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

*The Revenue Financing System Bonds, Series 2003A & B were authorized pursuant to an aggregate issuance
and delivery of up to $635 million in multiple installments starting November 13, 2002 and ending
November 30, 2003. Each subsequent issuance of bonds during this period reduces the authority by the amount
of principal issued in earlier installments.
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Revenue Financing System Refunding Bonds, Series 2004A

Purpose: To refund $143,155,000 principal amount of portions of Revenue Financing System Bonds, Series
1995A, 1996A, 1998A, 1998C, 1999A and 2001C, and pay cost of issuance.

Issue Date: March 9, 2004

Authorized:  $496,000,000° Issued: $137,915,000

Interest Rates: 2.00-5.25% Maturity Dates: 2004 — 2018

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

Revenue Financing System Refunding Bonds, Series 2004B

Purpose: To refund $310,460,000 principal amount of portions of Revenue Financing System Bonds, Series
1996B, 1998B, 1998D, 1999B and 2001B, and pay cost of issuance.

Issue Date: March 9, 2004

Authorized:  $358,085,000° Issued: $300,330,000

Interest Rates: 4.50-5.25% Maturity Dates: 2007 — 2019

Source of Revenue for Debt Service: All pledged revenues, subject to the provisions of the Prior Encumbered

Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the

revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of

the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.

>The Revenue Financing System Bonds, Series 2004A & B were authorized pursuant to an aggregate issuance
and delivery of up to $496 million in multiple installments starting November 13, 2003 and ending
November 1, 2004. Each subsequent issuance of bonds during this period reduces the authority by the amount
of principal issued in earlier installments. There are no planned additional issuances of bonds pursuant to this
authority.

Constitutional Appropriation Bonds (The University of Texas - Pan American), Series 1995

Purpose: To provide new money.

Issue Date: ~ January 10, 1996

Authorized:  $26,000,000 Issued: $26,000,000-All authorized amounts have been issued.
Interest Rates: 4.00-6.00% Maturity Dates: 1996 — 2005

Source of Revenue for Debt Service: Pledged Revenues consist of up to 50% of the money allocated annually to
the Board for The University of Texas - Pan American from the total amount appropriated annually by Article
VII, Section 17 of the Texas Constitution and Chapter 62, Texas Education Code, out of the first money coming
into the State Treasury not otherwise appropriated by the Texas Constitution, during a ten-year period starting
with fiscal year that began September 1, 1995 and ending with the fiscal year that ends on August 31, 2005.

EARLY EXTINGUISHMENT

Revenue Financing System Refunding Bonds, Series 2004A were issued March 9, 2004, to advance refund $40,090,000
principal amount of Revenue Financing System Bonds, Series 1995A, maturing on August 15 in the years 2008 through
2017, $21,465,000 principal amount of Revenue Financing System Bonds, Series 1996A, maturing on August 15 in the
years 2007 through 2016, $3,405,000 principal amount of Revenue Financing System Bonds, Series 1998A, maturing on
August 15 in the years 2008 through 2013, $26,155,000 principal amount of Revenue Financing System Bonds, Series
1998C, maturing on August 15 in the years 2009 through 2018, $14,130,000 principal amount of Revenue Financing
System Bonds, Series 1999A, maturing on August 15 in the years 2017 through 2018, $37,910,000 principal amount of
Revenue Financing System Bonds, Series 2001C, maturing on August 15 in the years 2012 through 2019,and to pay the
costs of issuance related thereof.

Net proceeds from the refunding series (including a premium of $17,958,642) were $155,853,398 — after the
payment of $493,729 in underwriting fees. The net proceeds were used to pay cost of issuance of $110,998 and
purchase $155,268,834 of eligible defeasance securities. These securities, and $81 in residual proceeds were
deposited in an irrevocable trust with an escrow agent, to provide for all future debt service payments on the
refunded bonds. The remaining net proceeds of $473,485 were applied to debt service on the Revenue Financing
System Refunding Bonds, Series 2004A.

The refunded debt is considered fully defeased and the liability for these obligations has been removed from the
Combined Balance Sheet.

The advance refunding resulted in gross debt service savings through 2019 of $11,414,196.
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e The transaction resulted in an accounting loss of $1,231,100 due to the difference between the amount paid to
optionally redeem the refunded debt ($144,386,100) and the net carrying amount of the debt of $143,155,000.

e An economic gain from the transaction resulted in a net present value savings of $6,876,652 between the old and
new debt service payments.

Revenue Financing System Refunding Bonds, Series 2004B were issued March 9, 2004, to advance refund
$133,460,000 principal amount of Revenue Financing System Bonds, Series 1996B, maturing on August 15 in the years
2007 through 2016, $17,475,000 principal amount of Revenue Financing System Bonds, Series 1998B, maturing on
August 15 in the years 2009 through 2013, $66,400,000 principal amount of Revenue Financing System Bonds, Series
1998D, maturing on August 15 in the years 2009 through 2019, $12,895,000 principal amount of Revenue Financing

System Bonds, Series 1999B, maturing on August 15 in the year 2018, $80,230,000 principal amount of Revenue

Financing System Bonds, Series 2001B, maturing on August 15 in the years 2012 through 2019,and to pay the costs of

issuance related thereof.

e Net proceeds from the refunding series (including a premium of $39,198,859) were $339,568,672 — after the
payment of $996,159 in underwriting fees. The net proceeds were used to pay cost of issuance of $248,069 and
purchase $338,284,280 of eligible defeasance securities. These securities, and $351 in residual proceeds were
deposited in an irrevocable trust with an escrow agent, to provide for all future debt service payments on the
refunded bonds. The remaining net proceeds of $1,035,972 were applied to debt service on the Revenue Financing
System Refunding Bonds, Series 2004B.

e The refunded debt is considered fully defeased and the liability for these obligations has been removed from the
Combined Balance Sheet.

e The advance refunding resulted in gross debt service savings through 2019 of $14,135,708.

e The transaction resulted in an accounting loss of $2,669,200 due to the difference between the amount paid to
optionally redeem the refunded debt ($313,129,200) and the net carrying amount of the debt of $310,460,000.

e An economic gain from the transaction resulted in a net present value savings of $10,529,933 between the old and
new debt service payments.

Permanent University Fund Refunding Bonds, Series 2004A were issued April 6, 2004, to advance refund $61,495,000
principal amount of Permanent University Fund Bonds, Series 1997, maturing on August 15 in the years 2009 through
2016, and to pay the costs of issuance related thereof.

e Net proceeds from the refunding series (including a premium of $7,736,052) were $68,238,200 — after the payment
of $204,774 in underwriting fees. The net proceeds were used to pay cost of issuance of $42,613 and purchase
$68,153,665 of eligible defeasance securities. These securities were deposited in an irrevocable trust with an
escrow agent, to provide for all future debt service payments on the refunded bonds. The remaining net proceeds of
$41,922 were applied to debt service on the Permanent University Fund Refunding Bonds, Series 2004A.

o The refunded debt is considered fully defeased and the liability for these obligations has been removed from the
Combined Balance Sheet.

e The advance refunding resulted in gross debt service savings through 2016 of $2,740,447.

e No accounting gain or loss resulted from the transaction as no difference existed between the amount paid to
optionally redeem the refunded debt ($61,495,000 called at par) and the net carrying amount of the debt of
$61,495,000.

e An economic gain from the transaction resulted in a net present value savings of $2,028,672 between the old and
new debt service payments.

Permanent University Fund Bonds, Series 2004B were issued April 6, 2004, to current refund $400,000,000 principal

amount of Permanent University Fund Flexible Rate Notes, Series A and to pay the costs of issuance related thereof.

e Net proceeds from the refunding series (including a premium of $5,632,431) were $400,992,142 — after the payment
of $1,417,412 in underwriting fees. The net proceeds were used to pay cost of issuance of $256,056 and purchase
$400,477,462 of eligible defeasance securities. These securities and $1,500 in residual proceeds were deposited in
an irrevocable trust with an escrow agent, to provide for all future debt service payments on the refunded notes.
The remaining net proceeds of $257,124 were applied to debt service on the Permanent University Fund Bonds,
Series 2004B.

e The refunded debt is considered fully defeased and the liability for these obligations has been removed from the
Combined Balance Sheet.

e No accounting gain or loss resulted from the transaction as no difference existed between the amount paid to
optionally redeem the refunded debt ($400,000,000 called at par) and the net carrying amount of the debt of
$400,000,000.
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On August 2, 2004, $12,500,000 of outstanding Revenue Financing System Refunding Bonds, Series 2001A were
optionally redeemed. The liability for these obligations has been removed from the Combined Balance Sheet. No
accounting gain or loss resulted from the transaction.

On August 26, 2004, the Board of Regents of The University of Texas System defeased $38,265,000 of Permanent
University Fund Refunding Bonds, Series 1996 maturing in 2011-2013, both inclusive, and $19,525,000 of Permanent
University Fund Bonds, Series 1997 maturing 2017-2018, both inclusive. The defeasance involved using Available
University Fund balances to purchase $60,492,252 par amount of direct obligations of the United States of America, which
were deposited along with $0.96 in an irrevocable trust with an escrow agent, to provide for all future debt service payments
on the defeased bonds. These bonds are considered fully defeased and the liability for these obligations has been removed
from the Combined Balance Sheet. No accounting gain or loss resulted from the transaction.

BOND ENHANCEMENT AGREEMENTS

Forward Floating-to-Fixed Interest Rate Swaps:

Obijective of the interest rate swap: In June 1999, the System executed forward-starting, floating-to-fixed rate interest
rate swap agreements (“Swap Agreements”) with Morgan Guaranty Trust Company of New York, now J.P. Morgan
Chase Bank (“Morgan™), and Goldman Sachs Mitsui Marine Derivative Products, L.P. (*Goldman”). The Swap
Agreements were used to create a synthetic fixed-rate refunding of $80,530,000 of the Board of Regents of The
University of Texas System Revenue Financing System Bonds, Series 1991A and 1991B (“Refunded Bonds™) on their
optional redemption date of August 15, 2001 to achieve debt service savings. On May 17, 2001, the U. T. System Board
of Regents issued its Revenue Financing System Refunding Bonds, Series 2001A, in the form of variable rate demand
bonds. The Swap Agreements effectively change the U. T. System Board of Regent’s interest rate on the Series 2001A
Bonds, subject to some basis risk discussed below, to a fixed rate of 4.633%. The difference between the swap rate and
the rates on the Refunded Bonds called August 15, 2001, resulted in estimated present value debt service savings of
approximately $5.6 million.

Terms: Pursuant to the terms of the Swap Agreements, the U. T. System Board of Regents has agreed to pay interest on
a notional amount of $80,530,000 at a fixed rate of 4.633% per annum, with such obligation commencing on August 15,
2001. In consideration of receiving the payments from the U. T. System Board of Regents, Morgan and Goldman have
agreed to pay to the U. T. System Board of Regents a variable rate equal to 67% of the one-month London Interbank
Offered Rate (“LIBOR™). The Morgan Swap Agreement is for 60% of the notional amount and the Goldman Swap
Agreement is for 40% of the notional amount. The Series 2001A Bonds are scheduled to mature and the Swap
Agreements are scheduled to terminate on August 15, 2013. As of August 31, 2004, there was $45,565,000 of the
Series 2001A Bonds outstanding and the notional amount of the Swap Agreements was $44,910,000.

Fair Value: Because interest rates have declined since the execution of the Swap Agreements, the Swap Agreements
have a negative fair value of $3,626,746 as of August 31, 2004. The fair value was estimated using market-standard
practice, which includes a calculation of future net settlement payments required by the swap, utilizing market
expectations implied by the current yield curve for interest rate swap transactions.

Basis and Termination Risk: The Swap Agreements expose the U. T. System Board of Regents to basis risk as the
variable rate received under the Swap Agreements does not perfectly match the variable rate paid on the Series 2001A
Bonds. Each Swap Agreement may be terminated if the respective counterparty does not maintain a credit rating of at
least Aa3 by Moody’s Investors Service (“Moody’s”) or AA- by Standard & Poor’s Corporation (“S&P”). As of
August 31, 2004, the swap providers’ respective ratings by Moody’s/S&P are as follows: J.P. Morgan Chase Bank,
Aa2/AA- and Goldman Sachs Mitsui Marine Derivative Products, L.P., Aaa/AA+. The Swap Agreements may also be
terminated by Morgan or Goldman, respectively, if the U. T. System Board of Regents does not maintain a credit rating
of at least Aa3 by Moody’s or AA- by S&P.
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Note Indebtedness

General information related to notes and loans payable at August 31, 2004, which in substance are not bonds, is
summarized as follows:

e Note or loan payable issue name: Revenue Financing System (RFS) Commercial Paper Notes, Series A
Purpose: To provide new money
Issue Date: September 1, 2003 through August 31, 2004
Authorized Amount: Aggregate principal amount not to exceed $750 million
Source of revenue for debt service: All pledged revenues, subject to the provisions of the Prior Encumbered
Obligations, collectively: (a) the pledged tuition fee; (b) the pledged General Fee; and (c) any or all of the
revenues, funds, and balances lawfully available to the Board and derived from and attributable to any Member of
the Revenue Financing System, which are lawfully available to the Board for payments on parity debt.
Terms: Interest payable in periodic installments not to exceed 270 days at a variable rate

Other Notes Payable includes:

e Note or loan payable issue name: University Hospital
Purpose: Reimburse University Hospital for clinical practice expenses under terms of a mediator-negotiated
contractual settlement
Institution: U. T. Health Science Center - San Antonio
Issue Date: April 1, 2001
Amount: $2,862,717
Source of revenue for debt service: Patient service revenue from MSRDP Designated funds collected by
University Physicians Group, Inc.
Terms: January 1, 2002 through January 1, 2009. Interest is computed at five percent (5%) annually.

e Note or loan payable issue name: Frost Bank
Purpose: Remodel/renovation-UPG Administrative Service Building
Issue Date: January 31, 2004
Authorized Amount: $1,334,799
Source of revenue for debt service: Patient service revenue from MSRDP Designated funds collected by
University Physicians Group, Inc.
Terms: January 31, 2004 through November 7, 2008

¢ Note or loan payable issue name: LaSalle National Bank
Purpose: To purchase Oracle software site license
Institution: U. T. El Paso
Issue Date: September 1, 2002
Authorized Amount: $580,641
Source of revenue for debt service: Designated funds
Terms: September 1, 2002 through September 1, 2006

¢ Note or loan payable issue name: Academic Capital Government Finance, Inc.
Purpose: To purchase PeopleSoft
Institution: U. T. Medical Branch - Galveston
Issue Date: December 20, 2000
Authorized Amount: $5,720,708
Source of revenue for debt service: Patient income
Terms: February 28, 2001 through September 1, 2004

¢ Note or loan payable issue name: Charitable Remainder Trust
Purpose: Fine Arts Foundation (a blended component unit) purchase of the Suida Manning Art Collection
Institution: U. T. Austin
Issue Date: January 4, 1999
Authorized Amount: $12,000,000
Source of revenue for debt service: Gift
Terms: January 4, 1999 through April 17, 2016
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Note or loan payable issue name: Charitable Lead Trust

Purpose: Fine Arts Foundation (a blended component unit) purchase of the Suida Manning Art Collection
Component Unit: U. T. Austin’s Blended Component Unit

Issue Date: January 4, 1999

Authorized Amount: $10,713,200

Source of revenue for debt service: Gift

Terms: January 4, 1999 through April 17, 2016

Note or loan payable issue name: J. P. Morgan Leasing, Inc.

Purpose: To purchase the PET/CT Discovery ST

Component Unit: U. T. Southwestern Medical Center — Dallas’ Component Unit
Issue Date: August 22, 2003

Authorized Amount: $2,200,000

Source of revenue for debt service: Operations

Terms: September 22, 2003 through August 22, 2008

General information related to notes and loans payable retired in 2004 is summarized as follows:

Note or loan payable issue name: Permanent University Fund Flexible Rate Notes, Series A

Purpose: To provide new money

Issue Date: March 4, 2004

Authorized Amount: Aggregate principal amount not to exceed $400 million

Source of revenue for debt service: Available University Fund

Terms: Interest payable in periodic installments not to exceed 270 days at a flexible rate

Note or loan payable issue name: Sealy & Smith Foundation, Inc.

Purpose: To finance leasehold improvements to the Primary Care Pavilion
Institution: U. T. Medical Branch - Galveston

Issue Date: January 1, 1997

Authorized Amount: $12,484,642

Source of revenue for debt service: Patient income

Terms: January 1, 1997 through December 31, 2006

Note or loan payable issue name: Benjamin R. Beall, Il

Purpose: To purchase Mineola Medical and Surgical Clinic
Institution: U. T. Health Center - Tyler

Issue Date: September 1, 1999

Authorized Amount: $425,000

Source of revenue for debt service: Patient Income

Terms: September 1, 1999 through September 1, 2003
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9. Capital Leases

Certain leases to finance the purchase of property are capitalized at the present value of future minimum lease payments.
The original capitalized cost of all such property under capital lease as of August 31, 2004, is as follows:

Assets Under Capital Lease

Original Capitalized Cost

Primary University Component Unit Total
Furniture and Equipment 1,520,558 186,369 1,706,927
Less: Accumulated Depreciation (377,591) (80,455) (458,046)
Vehicles 21,651 - 21,651
Less: Accumulated Depreciation (5,250) - (5,250)
Museums & Art Collections 1,375,375 - 1,375,375
Total 2,534,743 105,914 2,640,657

Capital lease obligations are due in annual installments through 2008. The following is a schedule of the future
minimum lease payments for leased property and the present value of the net minimum lease payments at

August 31, 2004.

Primary Component
Fiscal Year University Unit Total
2005 907,606 42,236 949,842
2006 455,289 19,336 474,625
2007 - 19,336 19,336
2008 - 19,336 19,336
Total Minimum Lease
Payments 1,362,895 100,244 1,463,139
Less: Interest (78,274) (7,922) (86,196)
Present Value of Net
Minimum Lease
Payments 1,284,621 92,322 1,376,943

10. Short-Term Debt

The System had Revenue Financing System (RFS) Commercial Paper Notes, Series A, and RFS Taxable Commercial
Paper Notes, Series B outstanding at August 31, 2004. While the interest is payable on these notes in periodic
installments not to exceed 270 days, they are generally intended to be refinanced with long-term debt. Information
pertaining to the balances and activity of these notes is reflected in the Summary of Long-Term Liabilities note that

follows.
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11. Summary of Long-Term Liabilities

Long-term liability activity for the year ended August 31, 2004, is summarized as follows:

Primary University
Bonds Payable:
Permanent University Fund:

Refunding Bonds Series 1996 $
Bonds Series 1997
Refunding Bonds Series 2002A
Bonds Series 2002B
Refunding Bonds Series 2004A
Bonds Series 2004B

Revenue Financing System:
Bonds Series 1995A
Bonds Series 1996A
Bonds Series 1996B
Bonds Series 1998A
Bonds Series 1998B
Bonds Series 1998C
Bonds Series 1998D
Bonds Series 1999A
Bonds Series 1999B
Refunding Bonds Series 2001A
Bonds Series 2001B
Bonds Series 2001C
Refunding Bonds Series 2002A
Refunding Bonds Series 2002B
Bonds Series 2003A
Bonds Series 2003B
Refunding Bonds Series 2004A
Refunding Bonds Series 2004B

Constitutional Appropriation:
Bonds Series 1995

Total Bonds Payable

Notes and Loans Payable:

Permanent University Fund
Flexible Rate Notes, Series A
Revenue Financing System
Commercial Paper Notes, Series A
Other Notes and Loans
Total Notes and Loans Payable
Leases Payable:
Lease Obligations
Total Notes, Loans and Leases Payable

Employee Compensable Leave

Total Bonds, Notes, Loans, Leases, and
Compensable Leave Payables for
Primary University $

Balance Balance Amounts due

09/01/03 Additions Reductions 08/31/04 within one year
196,640,000 - 57,545,000 139,095,000 20,240,000
108,570,000 - 85,980,000 22,590,000 5,220,000
94,050,000 - 11,570,000 82,480,000 12,100,000
188,215,000 - - 188,215,000 -
- 60,665,000 745,000 59,920,000 -
- 396,520,000 - 396,520,000 -
54,575,000 - 42,760,000 11,815,000 2,830,000
55,520,000 - 24,485,000 31,035,000 3,180,000
173,550,000 - 147,655,000 25,895,000 12,855,000
8,815,000 - 3,825,000 4,990,000 440,000
92,575,000 - 21,880,000 70,695,000 4,590,000
38,880,000 - 27,880,000 11,000,000 1,795,000
86,690,000 - 70,115,000 16,575,000 3,890,000
37,720,000 - 17,590,000 20,130,000 3,635,000
54,765,000 - 19,040,000 35,725,000 6,450,000
58,065,000 - 12,500,000 45,565,000 -
174,150,000 - 85,960,000 88,190,000 6,020,000
82,005,000 - 40,600,000 41,405,000 2,795,000
53,810,000 - 310,000 53,500,000 320,000
107,635,000 - 605,000 107,030,000 615,000
112,040,000 - 3,390,000 108,650,000 3,560,000
481,060,000 - 9,545,000 471,515,000 10,025,000
- 137,915,000 500,000 137,415,000 250,000
- 300,330,000 - 300,330,000 -
6,135,000 2,995,000 3,140,000 3,140,000
2,265,465,000 895,430,000 687,475,000 2,473,420,000 103,950,000
300,000,000 100,000,000 400,000,000 - -
216,286,000 458,044,000 39,364,000 634,966,000 634,966,000
31,489,193 1,004,282 6,924,303 25,569,172 2,794,040
547,775,193 559,048,282 446,288,303 660,535,172 637,760,040
1,473,850 615,578 804,807 1,284,621 844,739
549,249,043 559,663,860 447,093,110 661,819,793 638,604,779
260,393,196 86,229,725 44,575,829 302,047,092 23,782,226
3,075,107,239 1,541,323,585 1,179,143,939 3,437,286,885 766,331,849
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Balance Balance Amounts due
Component Unit 09/01/03 Additions Reductions 08/31/04 within one year
Notes and Loans Payable:

Other Notes and Loans $ 2,200,000 413,186 1,786,814 426,178
Total Notes and Loans Payable 2,200,000 413,186 1,786,814 426,178
Leases Payable:

Lease Obligations 43,327 85,613 36,618 92,322 38,470
Total Notes, Loans and Leases Payable 2,243,327 85,613 449,804 1,879,136 464,648
Employee Compensable Leave 261,733 492,247 430,673 323,307 181,052
Total Notes, Loans, Leases, and

Compensable Leave Payables for

Component Unit $ 2,505,060 577,860 880,477 2,202,443 645,700

The Combined Balance Sheet at August 31, 2004, does not include $811,605,000 of revenue bonds payable, which were
fully defeased in prior fiscal years. Direct obligations of the United States of America, including obligations
unconditionally guaranteed by the United States of America, in amounts, maturities, and bearing interest at rates
sufficient to provide funds to pay in full principal, redemption premium, if any, and interest to maturity or redemption on
the defeased bonds, are being held by escrow agents.

PROJECTED BOND DEBT SERVICE REQUIREMENTS

Bond obligations are due in annual installments varying from $73,961,188 in fiscal year 2029 to $225,338,896 in fiscal
year 2013. The requirements in fiscal year 2013 reflect the Revenue Financing System Refunding Bonds, Series 2001A,
which are currently variable rate bonds. As required by GASB Statement No. 38, annual debt service requirements for
such variable rate bonds are reflected at the System’s effective borrowing rate at August 31, 2004, of 1.33 percent on a
principal amount of $45,565,000 with interest only until final maturity in 2013. The interest on the variable rate bonds
and notes will fluctuate based upon current market conditions. The interest rates on fixed rate bonds range from 2.00
percent to 6.00 percent, with the final installment due in 2033. The principal and interest expense for the next five years
and beyond are projected below for bonds issued:

Fiscal Year Principal Interest Total
2005 $ 103,950,000 122,184,290 226,134,290
2006 105,530,000 116,725,172 222,255,172
2007 108,845,000 111,148,322 219,993,322
2008 113,590,000 105,886,362 219,476,362
2009 118,275,000 100,588,870 218,863,870
2010 - 2014 559,755,000 419,783,725 979,538,725
2015 -2019 506,970,000 282,604,155 789,574,155
2020 — 2024 324,805,000 171,339,475 496,144,475
2025 - 2029 267,535,000 102,321,425 369,856,425
2030 - 2034 264,165,000 31,736,600 295,901,600
Total Requirements  $ 2,473,420,000 1,564,318,396 4,037,738,396
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Notes and loans payable obligations are due in annual installments through 2019. General information related to notes
and loans payable at August 31, 2004, which in substance are not bonds, is summarized as follows:

Primary University Component Unit

Fiscal Year Principal Interest Principal Interest Total
2005 $ 637,760,040 3,069,997 426,178 49,370 641,305,585
2006 1,635,111 1,244,264 439,577 35,969 3,354,921
2007 1,676,528 1,219,836 453,401 22,147 3,371,912
2008 1,590,363 1,175,022 467,658 7,890 3,240,933
2009 1,359,374 1,092,453 - - 2,451,827
2010-2014 3,887,240 4,622,347 - - 8,509,587
2015-2019 12,626,516 1,511,012 - - 14,137,528
Total $ 660,535,172 13,934,931 1,786,814 115,376 676,372,293

COMPENSATED ABSENCES

Full-time state employees earn annual leave from eight to twenty-one hours per month depending upon the respective
employees’ years of state employment. The state’s policy is that an employee may carry his/her accrued leave forward
from one fiscal year to another fiscal year, with a maximum number of hours up to 532 for those employees with 35 or
more years of state service. Employees with at least six months of state service who terminate their employment are
entitled to payment for all accumulated annual leave up to the maximum allowed. Sick leave, the accumulation of which
is unlimited, is earned at the rate of eight hours per month and is paid only when an employee is off due to illness or to
the estate of an employee in the event of his/her death. The maximum sick leave that may be paid to an employee’s
estate is one-half of the employee’s accumulated entitlement or 336 hours, whichever is less. The System’s policy is to
recognize the cost of sick leave when paid, and the liability is not shown in the combined financial statements since
experience indicates the expense for sick leave to be minimal.
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12. Unrestricted Net Assets

Unrestricted net assets, detailed in the table below, are not subject to externally imposed stipulations. Unrestricted net
assets may be designated for special purposes by actions of the Texas Legislature, internal management, and the U. T.
System Board of Regents, or may otherwise be limited by contractual agreements with outside parties. Substantially all
unrestricted net assets are designated for academic programs, patient care, research programs and initiatives, and capital
programs. The earnings from the investments of the Permanent Health Fund endowment, which can only be used for
certain tobacco related research and education, are restricted to this use by the Texas Legislature. Therefore, these funds
are considered unrestricted since the System is considered a component of the state of Texas, and the legislature could

redirect the use of these funds.

Unrestricted Net Assets:
Unrestricted
Reserved

Encumbrances

Accounts Receivable (less deferred revenue portion)

Inventories

Self-Insurance Plans

Higher Education Assistance Fund (HEAF)

Permanent Health Fund Endowments

Other Specific Purposes:
Advanced Research/Advanced Technology
Programs
Notes Receivable
Deposits
Prepaid Expenses
Deferred Charges
Imprest Funds
Travel Advances

Unreserved

Allocated:
Funds Functioning as Endowment-Unrestricted
Provision for FY 2005 Operating Budgets
Provision for Capital Projects

Unallocated

Total Unrestricted Net Assets
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Primary University

Component Unit

$ 283,183,075
525,637,886
44,592,175
195,481,184

3,983,581
814,424,383

8,056,779
10,998,451
3,968,245
56,688,046
9,614,092
1,196,987
332,130

145,865,491

54,341,895
209,067,126
571,223,730

2,495,652

217,187

750

294,416
4,889,809

$ 2,938,655,256

7,897,814
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13. Matrix of Operating Expenses Reported by Function

For the year ended August 31, 2004, the following table represents operating expenses for both natural and functional
classifications for the primary university:

Hospitals and Public Academic

Operating Expenses Instruction Research Clinics Service Support
Cost of Good Sold 17,395,104 1,794 62,069,844 57,253 815
Salaries and Wages 1,306,520,141 672,234,444 1,012,489,767 105,010,265 143,626,473
Payroll Related Costs 337,100,740 142,722,297 247,969,178 22,482,887 34,637,861
Professional Fees and

Services 24,626,968 21,837,263 36,474,396 10,250,054 7,490,755
Scholarships and

Fellowships 7,971,267 13,245,532 33,280 1,431,519 803,309
Travel 21,440,825 25,483,212 9,139,523 3,532,950 3,946,253
Materials and Supplies 76,729,953 148,665,997 376,110,259 22,141,780 25,208,390
Utilities 1,946,708 367,258 10,542,619 703,534 89,446
Communications 15,818,299 7,231,789 13,178,731 3,264,687 6,571,538
Repairs and Maintenance 6,941,641 8,748,176 36,184,542 864,854 2,962,045
Rentals and Leases 9,185,414 5,398,745 16,948,332 5,484,590 2,805,701
Printing and Reproduction 6,811,418 4,488,542 4,258,214 3,509,426 2,347,135
Depreciation and

Amortization - - - - -
Bad Debt Expense (10,309) - - 2,505 (122,678)
Claims and Losses (1,206) - - - -
Other Operating Expenses 75,623,875 163,089,127 219,384,472 29,219,419 25,386,337
Federal Sponsored Prog.

Pass-through Expense 1,394,243 2,632,605 - 1,128,743 -
Total Operating Expenses 1,909,495,081 1,216,146,781 2,044,783,157 209,084,466 255,753,380
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Operations

and Scholarships Depreciation

Student Institutional Maintenance and Auxiliary and
Services Support of Plant Fellowships Enterprises Amortization Total Expenses
58,674 498,191 - - 19,070,601 - 99,152,276
69,392,946 394,931,728 130,877,862 18,975,959 108,628,126 - 3,962,687,711
15,881,337 77,588,833 32,272,156 3,045,962 25,018,330 - 938,719,581
2,142,865 15,013,273 12,576,479 357,179 12,494,870 - 143,264,102
2,383,566 (590,713) (88) 169,931,429 5,280,563 - 200,489,664
1,840,661 7,404,185 683,982 781,395 10,822,968 - 85,075,954
10,043,242 28,562,666 43,335,999 1,577,207 25,814,237 - 758,189,730
378,460 (12,665,399) 130,998,297 1,470 19,708,810 - 152,071,203
1,289,667 (723,504) 1,311,283 77,868 4,058,913 - 52,079,271
1,724,740 10,556,736 39,053,253 30,430 9,296,294 - 116,362,711
1,904,760 13,388,900 19,733,266 113,928 5,031,320 - 79,994,956
2,840,919 (697,050) 249,866 151,348 5,282,388 - 29,242,206
- - - - - 372,830,151 372,830,151
705,311 751,483 - 37,324 59,203 - 1,422,839
- 4,353,967 (256) - - - 4,352,505
12,705,218 604,817 21,693,518 4,938,334 39,339,211 - 591,984,328
- - 115,699 14,025 - - 5,285,315
123,292,366 538,978,113 432,901,316 200,033,858 289,905,834 372,830,151 7,593,204,503
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15.

Restatement of Net Assets

Balances as of September 1, 2003, were restated as follows:

Primary University Component Units
Capital Assets $ (20,577,363) -
Retainage Payable 22,835,590 -
Audit Adjustments (10,808,471) -
Contracts and Grants (16,051,739) -
Accounting Errors (1,177,603) -
Component Units 6,544,491 (6,522,446)
Total Restatements $ (19,235,095) (6,522,446)

Capital Assets: Restatement is the result of three types of adjustments: assets that did not meet the standard
capitalization thresholds established by the State Comptroller of Public Accounts, $(20,835,708); adjustments to
accumulated depreciation, $526,226; and corrections to previously reported values of capital assets, $(267,881).

Retainage Payable: Restatement reflects the change in accounting treatment for the reporting of retainage payable. This
change in accounting treatment was based on an external audit adjustment incorporated at one of the institutions.

Audit Adjustments: Restatements to U. T. M. D. Anderson Cancer Center’s FY 2003 financial statements as a result of
an audit conducted by Deloitte and Touche, LLP. The audit resulted in an unqualified opinion.

Contracts and Grants: Restatement of funds that were reported in net assets in FY 2003 that were deemed to be
unearned or which were subsequently refunded to grantors. Restatement is also the result of an overstatement of Federal
receivables in FY 2003.

Accounting Errors: Restatements due to an expense that was not properly recorded in FY 2003, as well as other
miscellaneous accounting errors.

Component Units: Restatement to move U. T. M. D. Anderson Cancer Center’s discretely present component unit to a
blended component unit as a result of the audit by Deloitte and Touche, LLP. Restatement also reflects an audit
adjustment to U. T. Health Center at Tyler’s blended component unit.

Contingent Liabilities
PENDING LAWSUITS AND CLAIMS

On August 31, 2004, various lawsuits and claims involving the System were pending. None of these suits has the
potential to exceed the materiality level of $10 million established by the State Auditor.

The ultimate liability with respect to litigation and other claims asserted against the System cannot be reasonably
estimated at this time. Such liability is not likely to have a material effect on the System accounts to the extent not
provided for by insurance or otherwise.

PARTNERSHIPS
The System has invested in certain limited partnerships. The partnership agreements commit the System to possible
future capital contributions amounting to $932,699,158 as of August 31, 2004.
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16. Operating Lease Obligations

Future minimum lease rental payments under non-cancelable operating leases having an initial term in excess of one
year as of August 31, 2004, were as follows:

Minimum Future Lease Rental Payments

Primary Component

Fiscal Year University Units Total
2005 $ 31,546,749 364,151 31,910,900
2006 26,070,526 365,730 26,436,256
2007 20,645,846 326,799 20,972,645
2008 16,324,847 305,039 16,629,886
2009 8,621,881 300,323 8,922,204
2010-2014 8,844,159 919,996 9,764,155
2015-2019 36,000 - 36,000
Total Minimum Future Payments $ 112,090,008 2,582,038 114,672,046

17. Employees’ Retirement Plans

TEACHER RETIREMENT SYSTEM (TRS)

The State of Texas has joint contributory retirement plans for substantially all its employees. One of the primary plans
in which the System participates is a cost-sharing multi-employer public employee retirement system administered by
the Teacher Retirement System of Texas. TRS is primarily funded through state and employee contributions.
Depending upon the source of funding for a participant’s salary, the System may be required to make contributions in
lieu of the state.

All System personnel employed in a position on a half time or greater basis for at least 4% months or more are eligible
for membership in the TRS retirement plan. Members with at least five years of service at age 65 or any combination of
age plus years of service, which equals 80, have a vested right to retirement benefits. Additionally, reduced benefits are
available at age 55 with at least five years of service or at any age below 50 with 30 years of service. Members are fully
vested after five years of service and are entitled to any benefits for which the eligibility requirements have been met.

TRS contribution rates for both employers and employees are not actuarially determined but are legally established by
the State Legislature. Depending upon the source of funding for the employee’s compensation, the state or the System
contributes a percentage of participant salaries totaling 6 percent of annual compensation. Contributions by employees
are 6.4 percent of gross earnings.

TRS does not separately account for each of its component government agencies since the Retirement System itself
bears sole responsibility for retirement commitments beyond contributions fixed by the State Legislature. Further
information regarding actuarial assumptions and conclusions, together with audited financial statements are included in
the Retirement System’s annual financial report.

OPTIONAL RETIREMENT PROGRAM (ORP)

The state has also established an optional retirement program for institutions of higher education. Participation in the
ORP is in lieu of participation in the TRS. The ORP provides for the purchase of annuity contracts and mutual funds.
Participants are vested in the employer contributions after one year and one day of service. The contributory
percentages of participant salaries currently provided by the state and each participant are 6 percent and 6.65 percent,
respectively. Depending upon the source of funding for the employee’s compensation, the System may be required to
make the employer contributions in lieu of the state. Additionally, the state or the System must make additional
contributions above 6 percent depending upon the employee’s date of hire. Since these are individual annuity contracts,
the state and the System have no additional or unfunded liability for this program.

EMPLOYEES RETIREMENT SYSTEM (ERS)

Certain employees at U. T. Medical Branch at Galveston participate in the Employees Retirement System of Texas. The
Board of Trustees of the Employees Retirement System of Texas is the administrator of the ERS, which is considered to
be a single employer defined benefit pension plan. ERS covers the System employees who are not covered by the TRS
or the ORP. Benefits vest after five years of credited service. Employees may retire at age 60 with five years of service
or any combination of age plus years of service that equals 80.
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18.

The ERS plan provides a standard monthly benefit in a life annuity at retirement as well as death and disability benefits
for members. Additional payment options are available. The benefit and contribution provisions are authorized by state
law and may be amended by the Texas Legislature. Contribution requirements are not actuarially determined. The ERS
contribution requirement, calculated using entry age normal actuarial cost method, is established through state statute.

The funding policy requires monthly contributions by both the state and employees. For the biennium beginning
September 1, 2003, the required contribution for both the state and employees is 6 percent of pay.

Additional information can be obtained from the separately issued ERS Comprehensive Annual Financial Report.

THE UNIVERSITY OF TEXAS SYSTEM GOVERNMENTAL RETIREMENT ARRANGEMENT (UTGRA)

The University of Texas System Governmental Retirement Arrangement (UTGRA) is a defined contribution pension
plan established by the System to provide certain participants in the ORP that portion of their benefits that would
otherwise be payable under the ORP except for the $41,000 limit on contributions imposed by Section 415 of the
Internal Revenue Code (IRC). At August 31, 2004, there were 662 plan members. Persons employed by the System
prior to September 1, 1996 whose compensation exceeds the limit set by IRC Section 401(a)(17) and whose ORP
contribution is limited by the $41,000 cap under IRC Section 415(c), defer 6.65 percent of their excess compensation
while the System contributes either 6 percent or 8.5 percent depending upon date of employment. Plan provisions are
established and may be amended at any time by the U. T. System Board of Regents.

UTGRA is reported on the accrual basis of accounting as an Agency Fund. Plan assets are valued at fair market value
and are invested in contracts and accounts in a similar manner to the ORP. Participants are immediately vested in the
plan, both for the employee deferrals and the employer contributions. However, deferrals, contributions, purchased
investments and earnings attributable to the plan are the property of the System and subject only to the claims of the
System’s general creditors. Participant’s rights under the plan are equal to those of the general creditors of the System
in an amount equal to the fair market value of the participant’s account balance. The System has no liability under the
UTGRA that would exceed the aggregate value of the investments, and it is unlikely that any of UTGRA’s assets will be
used to satisfy the claims of general creditors in the future.

PHYSICIANS REFERRAL SERVICE SUPPLEMENTAL RETIREMENT PLAN (SRP)/RETIREMENT BENEFIT
PLAN (RBP)

U. T. M. D. Anderson Cancer Center (the Cancer Center) has established, primarily for the physicians of its Physicians
Referral Service, the Physicians Referral Service Supplemental Retirement Plan (SRP)/Retirement Benefit Plan (RBP)
of the Anderson Hospital (collectively “the Plan”). The Plan is a non-qualified plan described by Section 457(f) of the
Internal Revenue Code of 1986, as amended. The Plan is reported on the accrual basis of accounting. Assets of the Plan
remain subject to the claims of the general creditors of the Cancer Center.

In general, only physicians hired before July 1, 1986, participate in the SRP. The remainder of eligible employees
participates in the RBP. Retirement benefits are available to persons who have reached the normal retirement age (55
for the RBP, 65 for the SRP) with five years of service. Early retirement benefits are available under the SRP.
Additional information can be obtained from the separately issued financial statements of the Plan.

Deferred Compensation

The System employees may elect to defer a portion of their earnings for income tax and investment purposes pursuant to
authority granted in the TEX. GOV'T. CODE ANN., Sec. 609.001. The deferred compensation plan is administered by
the ERS.

The state’s 457 plan complies with the IRC Sec. 457. Deductions, purchased investments, and earnings attributed to the
457 plan are the property of the state subject only to the claims of the state’s general creditors. Participants’ rights under
the plan are equal to those of the general creditors of the state in an amount equal to the fair market value of the 457
account for each participant. The state has no liability under the 457 plan and it is unlikely that plan assets will be used
to satisfy the claims of general creditors in the future.

35.50



19.

20.

21.

22.

23.

Extraordinary Items

Net extraordinary expenditures of $296,155 were incurred as a result of fire damage to the Central Utility Plant at U. T.
Arlington. The total expenditures related to the fire were $2,046,155. A receivable was established for the negotiated
insurance settlement of $1,750,000. There will be no additional costs associated with the fire.

Net extraordinary expenditures totaling $13,104,393, which consisted of extraordinary revenues of $244,365 and
extraordinary expenditures of $13,348,758, were incurred during fiscal year 2004. These net extraordinary expenditures
were a result of U. T. Health Science Center at Houston’s continued reimbursement of costs associated with debris
removal, emergency protective measures and replacement supplies relating to property and equipment damage sustained
during Tropical Storm Allison in June 2001. Since Allison, receipts have been realized from commercial insurance
coverage and from the United States Federal Emergency Management Agency (FEMA). U. T. Health Science Center at
Houston anticipates receiving a final insurance payment of $225,000 and a final FEMA payment of approximately
$22,000,000 in fiscal year 2005.

Subsequent Events

On September 1, 2004, the System issued $8,633,000 in Revenue Financing System Taxable Commercial Paper Notes,
Series B to finance the costs of campus improvements.

On November 12, 2004, the System issued Revenue Financing System Bonds, Series 2004C in the amount of
$218,610,000 and Revenue Financing System Bonds, Series 2004D in the amount of $352,170,000. The purposes for
issuing the bonds were to refund $348,524,000 of outstanding Revenue Financing Commercial Paper Notes, Series A,
provide new money for construction projects, and pay costs related to the issuance of the bonds. Interest rates on the
bonds range from 3.00% to 5.25% and the first call date is August 15, 2014. As a result of these transactions, the
System had Revenue Financing System Bonds outstanding of $2,152,240,000, Revenue Financing System Commercial
Paper Notes, Series A of $286,442,000 and $8,633,000 Revenue Financing System Taxable Commercial Paper Notes,
Series B on November 12, 2004.

Related Parties
There were no material related party transactions during fiscal year 2004.
Stewardship, Compliance and Accountability

The System had no significant violations of bond or note covenants. Per state law, the System cannot spend amounts in
excess of appropriations granted by the Texas Legislature. There are no deficits reported in net assets. Further required
disclosures are discussed in other notes to the financial statements.

The Financial Reporting Entity

The System is composed of nine academic and six health-related institutions of higher education, as well as the System
administrative offices. The System is governed by a nine-member board appointed by the Governor. As required by
generally accepted accounting principles, the financial statements present the System and its component units. The
component units discussed in this note are included in the System’s reporting entity because of the significance of their
operational or financial relationship with the System.

Blended Component Units

The following blended component units were deemed immaterial by the System as their total net assets are insignificant
to the total net assets of the institutions. Blended financial information is available upon request. If any of the blended
component units become material in the future, then the System will provide additional information.

U. T. Southwestern Health Systems, Inc., 1301 Elmbrook, Dallas, Texas 75390, is governed by a three-member board
appointed by U. T. Southwestern Medical Center. Although it is legally separate from the university, U. T.
Southwestern Health Systems, Inc. is reported as if it were part of U. T. Southwestern Medical Center because its
primary purpose is to perform services as an integral part of the institution. The corporation’s fiscal year end is August
31, 2004.
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The National Pediatric Infectious Diseases Foundation, 4712 Wildwood Drive, Dallas, Texas 75209, is governed by a
three-member board appointed by U. T. Southwestern Medical Center. The Foundation supports educational, clinical
and scientific activities and programs in the area of infectious diseases in infants and children. Although it is legally
separate from the university, the National Pediatric Infectious Diseases Foundation is reported as if it were part of
U. T. Southwestern Medical Center because it provides grants to the University and its board is appointed by the
university. The Foundation’s fiscal year end is August 31, 2004.

U.T.M.B. Healthcare Systems, Inc., 301 University Boulevard, Galveston, Texas 77555, is governed by an eight-
member board appointed by U. T. Medical Branch at Galveston. Although it is legally separate from the university,
U.T.M.B. Healthcare Systems, Inc. is reported as if it were part of U. T. Medical Branch at Galveston because its
primary purpose is to perform services as an integral part of the institution. The corporation’s fiscal year end is August
31, 2004.

U. T. Physicians, Inc., P. O. Box 20627, Houston, Texas 77225, is governed by a three-member board appointed by U.
T. Health Science Center at Houston. Although it is legally separate from the university, U. T. Physicians, Inc. is
reported as if it were part of U. T. Health Science Center at Houston because its primary purpose is to perform services
as an integral part of the institution. The corporation’s fiscal year end is August 31, 2004.

University Physicians Group, Inc., 7410 John Smith Drive, Suite 10, San Antonio, Texas 78229, is governed by a
ten-member board appointed by U. T. Health Science Center at San Antonio. Although it is legally separate from the
university, University Physicians Group, Inc. is reported as if it were part of the U. T. Health Science Center at
San Antonio because its primary purpose is to perform services as an integral part of the institution. The corporation’s
fiscal year end is August 31, 2004.

M. D. Anderson Physician’s Network, Inc., 7505 South Main, Suite 500, Houston, Texas 77030, is governed by a
four-member board appointed by U. T. M. D. Anderson Cancer Center. Although it is legally separate from the
university, M. D. Anderson Physician’s Network, Inc. is reported as if it were part of U. T. M. D. Anderson Cancer
Center because its primary purpose is to perform services as an integral part of the institution. The corporation’s fiscal
year end is August 31, 2004.

M. D. Anderson Services Corporation, 811 Dallas Avenue, Houston, Texas 77002, is governed by a board appointed by
the president of U. T. M. D. Anderson Cancer Center. Although it is legally separate from the university, M. D.
Anderson Services Corporation is reported as if it were part of U. T. M. D. Anderson Cancer Center because its primary
purpose is to perform services as an integral part of the institution. The corporation’s fiscal year end is August 31, 2004.

East Texas Quality Care Network, Inc., P. O. Box 6053, Tyler, Texas 75711-6053, is governed by a three-member board
appointed by U. T. Health Center at Tyler. Although it is legally separate from the university, East Texas Quality Care
Network, Inc. is reported as if it were part of U. T. Health Center at Tyler because its primary purpose is to perform
services as an integral part of the institution. The corporation’s fiscal year end is August 31, 2004.

University of Texas Investment Management Company (UTIMCO), 221 West 6" Street, Suite 1700, Austin, Texas
78701, is governed by a nine-member board appointed by the U. T. System Board of Regents. Although it is legally
separate from the entity, UTIMCO is reported as if it were part of U. T. System Administration because it provides
services entirely to the entity. The corporation’s fiscal year end is August 31, 2004.

Law Publications, Inc., 727 East Dean Keeton, Austin, Texas 78705, is governed by a three-member board appointed by
U. T. Austin. Although it is legally separate from the university, Law Publications, Inc. is reported as if it were part of
U. T. Austin because it provides services almost entirely to the university. The Law Publications, Inc. fiscal year end is
August 31, 2004.

Continuing Legal Education, Inc., 727 East Dean Keeton, Austin, Texas 78705, is governed by a three-member board
appointed by U. T. Austin. Although it is legally separate from the university, Continuing Legal Education, Inc. is
reported as if it were part of U. T. Austin because it provides services almost entirely to the university. The Continuing
Legal Education, Inc. fiscal year end is August 31, 2004.
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24.

25.

The University of Texas Fine Arts Foundation, the University of Texas at Austin, Main Building, P. O. Box T, Austin,
Texas 78713 is governed by a three-member board appointed by U. T. Austin. Although it is legally separate from the
university, the University of Texas Fine Arts Foundation is reported as if it were a part of U. T. Austin because the
benefits of the Foundation’s fine art acquisitions accrue to the university. The Foundation’s fiscal year end is
December 31, 2003.

Discrete Component Units

The component unit column in the combined financial statements includes the financial data of the Texas Universities
Health Plan, Inc. (TUHP) and the U. T. Southwestern Moncrief Cancer Center (Moncrief).

The governing body of TUHP is appointed by the System. TUHP is a nonprofit corporation organized and administered
solely for the purpose of aiding, assisting, supporting, and acting on behalf of the System in the performance of its
essential governmental function of providing higher education by securing a certificate of authority and operating a
health maintenance organization. TUHP’s fiscal year end was December 31, 2003. TUHP was dissolved on
December 30, 2003.

The address of TUHP is: 701 Brazos Street, Suite 500
Austin, Texas 78701

Moncrief is a nonprofit corporation governed by a four-member board appointed by the President of the U. T.
Southwestern Medical Center. Moncrief exists for charitable, educational and scientific purposes, and provides
radiation oncology treatment services at three facilities. Moncrief’s fiscal year end is August 31, 2004,

The address of Moncrief is: 1450 Eighth Avenue
Fort Worth, Texas 76104

Complete financial statements may be obtained by contacting TUHP’s or Moncrief’s administrative offices.
Disaggregation of Other Receivable Balances
Other receivables as reported on Exhibit A are detailed by type as follows:

Other Receivables:

Receivables related to Healthcare $ 54,963,125
Receivables related to Gifts, Grants & Sponsored Programs 46,657,632
Receivables related to External Parties/Other Companies 10,559,113
Receivables related to Investments 8,132,571
Receivables related to Auxiliary Enterprises 6,767,916
Receivables related to Payroll 3,573,061
Receivables related to Patents 3,365,711
Receivables related to Insurance Proceeds for Fire Damage 1,750,000
Receivables related to Travel 1,231,433
Receivables related to Facilities 889,649
Receivables related to Loan Funds & Financial Aid 495,614
Receivables related to Agency funds 480,058
Receivables related to Other Various Activities 7,267,560
Total $ 146,133,443

Funds Held in Trust by Others

The balances, or transactions, of funds held in trust by others on behalf of the System, including Charitable Lead Trusts,
are not reflected in the financial statements. As of August 31, 2004, there were 887 such funds for the benefit of the
System. Based upon the most recent available information, the assets of these funds are reported by the trustees at
values totaling approximately $1,067,106,455.
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THE UNIVERSITY OF TEXAS SYSTEM ADMINISTRATION
EXHIBIT A - BALANCE SHEET

As of August 31, 2004

ASSETS
Current Assets:

Cash & Cash Equivalents
Restricted Cash & Cash Equivalents
Securities Lending Collateral
Accounts Receivable, Net:
Federal (allowances of $0 in '04 & $0 in '03)
Interest and Dividends

Investment Trades

Other (allowances of $0 in '04 & $0 in '03)
Due From Other Funds
Due From Other Institutions
Due From Other Agencies

Other Current Assets

Total Current Assets

Non-Current Assets:
Restricted:

Cash & Cash Equivalents

Investments
Investments

Other Non-Current Assets

Capital Assets

Less Accumulated Depreciation
Total Non-Current Assets

TOTAL ASSETS

LIABILITIES
Current Liabilities:

Accounts Payable and Accrued Liabilities
Investment Trades Payable
Self-Insurance Claims IBNR

Securities Lending Obligations

Due to Other Funds

Due to Other Institutions
Due to Other Agencies

Deferred Revenue

Employees' Compensable Leave-Current Portion
Notes, Loans and Leases Payable-Current Portion
Payable From Restricted Assets-Current Portion
Revenue Bonds Payable-Current Portion
Other Current Liabilities

Total Current Liabilities

Non-Current Liabilities:
Employees' Compensable Leave
Assets Held for Others
Revenue Bonds Payable
Other Non-Current Liabilities

Total Non-Current Liabilities

TOTAL LIABILITIES

NET ASSETS

Invested in Capital Assets, Net of Related Debt

Restricted for:
Nonexpendable

Permanent University Fund Endowment
True and Term Endowments, and Annuities
True and Term Endowments Held for Institutions

Expendable
Capital Projects
Debt Service

Funds Functioning as Endowment - Restricted
Other Expendable

Unrestricted
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

UNAUDITED

Current Year Totals

Prior Year Totals

Primary Component Primary Component
University Unit University Unit
$ 579,507,263 749,489,636 1,896,050
10,699,192 9,068,608
1,060,976,669 247,392,402
1,470
14,296,792 31,815,695 1,601
359,797,585 231,691,829
13,716,303 14,210,077 121,754
44,394,480 63,168,307
43,719,314 41,316,826
893,571
3,121,192 343,133 33,199
2,131,123,831 1,388,496,513 2,052,604
307,484 107,437
12,897,296,454 11,767,416,994 250,000
2,237,548,987 2,356,544,992
1,475,000
3,135,288,910 2,788,577,522 120,283
(24,954,178) (23,790,949) (68,577)
18,246,962,657 16,888,855,996 301,706
$ 20,378,086,488 18,277,352,509 2,354,310
$ 32,928,718 239,555,872 15,483
675,938,464 488,113,044
164,236,886 151,741,949
1,060,976,669 247,392,402
44,394,480 63,168,307
439,989,293 581,575,741
8,530,163 6,544,475
505 2,613
780,201 711,874
634,966,000 516,286,000
20,036,135 25,764,088
100,810,000 97,835,000
897,000 164,000
3,184,484,514 2,418,855,365 15,483
2,238,848 2,118,252
999,397,517 1,209,870,927
2,369,470,000 2,161,495,000
494,000
3,371,600,365 3,373,484,179
6,556,084,879 5,792,339,544 15,483
6,546,034 (9,447,549) 51,706
8,973,941,700 8,231,079,481
12,939,003 12,251,595
3,679,853,298 3,126,243,819
4,678,723 440,762
4,760,508 6,102,912
35
1,562,718 2,741,068
1,137,719,625 1,115,600,842 2,287,121
13,822,001,609 12,485,012,965 2,338,827
$ 20,378,086,488 18,277,352,509 2,354,310
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UNAUDITED

THE UNIVERSITY OF TEXAS SYSTEM ADMINISTRATION

EXHIBIT B - COMBINED STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the Year Ended August 31, 2004

Current Year Totals

Prior Year Totals

Primary Component Primary Component
University Unit University Unit
Operating Revenues:
Federal Sponsored Programs $ 53,300
Federal Sponsored Programs Pass-Through from Other St. Agencies 3,489,190
State Sponsored Programs 3,490,900 6,123 18,491,917
State Sponsored Programs Pass-Through from Other St. Agencies 270,688
Private Sponsored Programs 1,151,500 1,812,000
Sales and Services of Educational Activities 4,728,244 6,114,654
Discounts and Allowances (none)
Other Operating Revenues (17,183,903) 595 32,143,377 500,139
Total Operating Revenues (4,000,081) 6,718 40,070,031 18,992,056
Operating Expenses:
Instruction 4,023,189
Hospitals and Clinics 740,916 19,549,622
Institutional Support 45,764,054 47,328,622
Depreciation and Amortization 1,607,386 10,382 1,500,349 24,872
Total Operating Expenses 51,394,629 751,298 48,828,971 19,574,494
Operating Loss (55,394,710) (744,580) (8,758,940) (582,438)
Nonoperating Revenues (Expenses):
State Appropriations 6,057,411 8,288,165
Gift Contributions for Operations 1,141,315 1,160,003
Net Investment Income 1,348,033,989 10,375 158,756,726 30,543
Net Increase (Decrease) in Fair Value of Investments 122,533,786 1,254,851,739
Interest Expense on Capital Asset Financings (88,898,802) (87,527,873)
Gain/(Loss) on Sale of Capital Assets (17,948) (10,074) (99,554)
Other Nonoperating Revenues 74,053,858 45,312,790
Other Nonoperating Expenses (53,707,034) (426,431) (21,997,601)
Net Nonoperating Revenues (Expenses) 1,409,196,575 (426,130) 1,358,744,395 30,543
Income/(Loss) Before Other Rev., Exp., Gains/(Losses) & Transfers 1,353,801,865 (1,170,710) 1,349,985,455 (551,895)
Return of Capital Contributions (1,168,117)
Additions to Permanent Endowments 204,133,255 222,092,663
Reclass from / (to) Other Institutions 145,950,567 (127,393,191)
Proceeds of Bonds Payable Invested in Plant of Institutions 343,838,251 512,328,219
Transfers Between Institutions & System-Debt Service-Mandatory 200,563,416 173,553,303
Transfers Between Institutions & System Admin. - Nonmandatory (795,705,831) (762,253,456)
Transfers From Other State Agencies 418,313
Transfers to Other State Agencies (116,011,192) (121,007,348)
Change in Net Assets 1,336,988,644 (2,338,827) 1,247,305,645 (551,895)
Beginning Net Assets - As Previously Reported 12,485,012,965 2,338,827 11,238,194,563 2,890,722
Restatements (487,243)
Beginning Net Assets - As Restated 12,485,012,965 2,338,827 11,237,707,320 2,890,722
Ending Net Assets $ 13,822,001,609 12,485,012,965 2,338,827
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UNAUDITED

THE UNIVERSITY OF TEXAS SYSTEM ADMINISTRATION
EXHIBIT C - COMBINED STATEMENT OF CASH FLOWS

For the Year Ended August 31, 2004 Current Year Totals Prior Year Totals
Primary Component Primary Component

University Unit University Unit

Cash Flows from Operating Activities:

Proceeds from Patients and Customers $ 16,691 22,719,499

Proceeds from Sponsored Programs 7,560,537 1,812,000

Proceeds from Other Revenues 3,271,673 110,092 40,995,257 500,000

Payments to Suppliers (36,960,737) (371,124) (39,618,097) (22,636,534)

Payments to Employees (23,851,713) (322,843) (23,981,989) (745,220)

Payments for Other Expenses (492)

Net Cash Provided (Used) by Operating Activities (49,980,240) (567,184) (20,793,321) (162,255)

Cash Flows from Noncapital Financing Activities:

Return of Capital Contributions (1,168,117)

Proceeds from State Appropriations 6,057,411 8,288,165
Proceeds from Operating Gifts 1,141,315 1,160,003
Proceeds from Private Gifts for Endowment and Annuity Life Purposes 196,060,452 172,585,762
Proceeds from Other Nonoperating Revenues 3,562,877 608,435
Payments/Receipts for Transfers to/from System or Oth. Agencies (609,222,267) (690,316,400)
Payments for Other Uses (3,919,939) (425,230) (4,430,359)

Net Cash Provided (Used) by Noncapital Financing Activities (406,320,151) (1,593,347) (512,104,394)
Cash Flows from Capital and Related Financing Activities:

Proceeds from Issuance of Capital Debt 1,523,999,984 1,099,220,658
Proceeds from Capital Debt Transferred to Institutions (736,998,531) (593,546,970)
Payments of Other Costs on Debt Issuance (49,787,095) (17,567,242)
Proceeds from Sale of Capital Assets 30,504 2,505

Payments for Additions to Capital Assets (3,552,731) (6,157,388)
Payments of Principal on Capital Related Debt (1,123,844,000) (538,427,000)
Mandatory Transfers to System for Capital Related Debt 200,563,416 173,553,303
Payments of Interest on Capital Related Debt (86,958,919) (86,615,087)

Net Cash Provided (Used) by Capital & Related Financing Activities (276,547,372) 2,505 30,460,274
Cash Flows from Investing Activities:

Proceeds from Sales of Investments 18,229,701,669 250,000 12,571,113,786 15,380
Proceeds from Interest and Investment Income 329,329,997 11,976 342,570,763 30,543
Payments to Acquire Investments (17,994,335,645) (12,301,324,697)

Net Cash Provided (Used) by Investing Activities 564,696,021 261,976 612,359,852 45,923
Net Increase (Decrease) in Cash (168,151,742) (1,896,050) 109,922,411 (116,332)
Cash & Cash Equivalents - Beginning of the Year 758,665,681 1,896,050 648,743,270 2,012,382
Cash & Cash Equivalents - End of the Year $ 590,513,939 758,665,681 1,896,050
Reconciliation of Net Operating Revenues (Expenses) to

Net Cash Provided (Used) by Operating Activities:
Operating Loss $ (55,394,710) (744,580) (8,758,940) (582,438)
Adjustments to Reconcile Operating Loss to Net Cash:
Depreciation and Amortization Expense 1,607,386 10,382 1,500,349 24,872
Loss on Asset Disposition 28,744 27,911
Bad Debt Expense
Op. Income & Cash Flow Categories Classification Differences
Changes in Assets and Liabilities:

(Increase) Decrease in Receivables 249,456 117,989 1,266,065 4,716,142

(Increase) Decrease in Other Assets (5,143,472) 35,764 23,765

Increase (Decrease) in Payables 8,372,079 (15,483) (10,978,619) (4,354,160)

Increase (Decrease) in Due to System (2,402,488) (5,698,399)

Increase (Decrease) in Deferred Income (2,108) (2,497,387)

Increase (Decrease) in Deposits Held for Others 1,317,694 3,968,056

Increase (Decrease) in Compensated Absence Liability 188,923 405,554

Increase (Decrease) in Other Liabilities 1,227,000 (18,347)

Total Adjustments 5,414,470 177,396 (12,034,381) 420,183
Net Cash Provided (Used) by Operating Activities $ (49,980,240) (567,184) (20,793,321) (162,255)

Noncash Transactions
Net Increase (Decrease) in Fair Value of Investments 122,533,786
Miscellaneous Noncash Transactions (30,504)
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THE UNIVERSITY OF TEXAS AT ARLINGTON
EXHIBIT A - BALANCE SHEET
As of August 31, 2004

ASSETS
Current Assets:
Cash & Cash Equivalents
Restricted Cash & Cash Equivalents
Balance in State Appropriations
Accounts Receivable, Net:
Federal (allowances of $0 in '04 & $0 in '03)

Other Intergov. (allowances of $0 in '04 & $0 in '03)
Student (allowances of $642,824 in '04 & $644,361 in '03)

Interest and Dividends

Contributions (allowances of $2,147 in '04 & $6,976 in '03)

Other (allowances of $0 in '04 & $0 in '03)
Due From System Administration
Due From Other Agencies
Inventories

Loans & Contracts (allow. of $80,584 in '04 & $93,765 in '03)

Other Current Assets
Total Current Assets

Non-Current Assets:
Restricted:
Investments

Loans & Contracts (allow. of $8,954 in '04 & $10,418 in '03)

Funds Held by System Administration

Contributions Rec. (allowances of $4,492 in '04 & $7,807 in '03)

Investments
Capital Assets
Less Accumulated Depreciation
Total Non-Current Assets
TOTAL ASSETS

LIABILITIES
Current Liabilities:
Accounts Payable and Accrued Liabilities
Due to System Administration
Deferred Revenue
Employees' Compensable Leave-Current Portion
Payable From Restricted Assets-Current Portion
Other Current Liabilities
Total Current Liabilities

Non-Current Liabilities:
Employees' Compensable Leave
Assets Held for Others
Other Non-Current Liabilities

Total Non-Current Liabilities

TOTAL LIABILITIES

NET ASSETS
Invested in Capital Assets, Net of Related Debt
Restricted for:
Nonexpendable
True and Term Endowments, and Annuities
Expendable
Capital Projects
Funds Functioning as Endowment - Restricted
Other Expendable
Unrestricted
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

UNAUDITED

Current Year Prior Year
Totals Totals
Primary Primary
University University
$ 103,513,674 83,377,940
3,956,573 3,015,824
1,889,217 2,293,662
1,241,598 2,822,650
1,579,888 1,218,881
26,777,814 23,659,368
168,168
133,602 132,554
1,898,199 89,553
43,883,854 28,007,316
91,765 1,059,463
329,781 325,796
3,092,515 3,259,724
14,391,348 12,091,610
202,947,996 161,354,341
677,061 541,794
343,613 362,192
38,678,592 34,854,512
85,340 148,333
15,642,127 15,761,393
500,715,081 438,563,044
(136,101,904) (125,281,700)
420,039,910 364,949,568
$ 622,987,906 526,303,909
$ 17,075,634 13,990,585
1,551,828 1,794,060
75,934,941 63,496,807
521,482 504,099
1,508,515 1,162,285
433,372 680,472
97,025,772 81,628,308
4,212,205 3,764,934
1,955,366 1,767,140
899,334 455,971
7,066,905 5,988,045
104,092,677 87,616,353
364,613,177 313,281,344
35,419,342 32,508,138
32,200,918 18,931,018
1,500,749 2,346,374
18,340,394 16,752,728
66,820,649 54,867,954
518,895,229 438,687,556
$ 622,987,906 526,303,909
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UNAUDITED

THE UNIVERSITY OF TEXAS AT ARLINGTON

EXHIBIT B - COMBINED STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the Year Ended August 31, 2004

Operating Revenues:
Student Tuition and Fees
Discounts and Allowances
Federal Sponsored Programs
Federal Sponsored Programs Pass-Through from Other St. Agencies
State Sponsored Programs
State Sponsored Programs Pass-Through from Other St. Agencies
Local Sponsored Programs
Private Sponsored Programs
Sales and Services of Educational Activities
Discounts and Allowances (none)
Auxiliary Enterprises
Discounts and Allowances (none)
Other Operating Revenues
Total Operating Revenues

Operating Expenses:
Instruction

Research

Public Service

Academic Support

Student Services

Institutional Support
Operations and Maintenance of Plant
Scholarships and Fellowships
Auxiliary Enterprises
Depreciation and Amortization
Total Operating Expenses
Operating Loss

Nonoperating Revenues (Expenses):

State Appropriations

Gift Contributions for Operations

Net Investment Income

Net Increase (Decrease) in Fair Value of Investments
Gain/(Loss) on Sale of Capital Assets

Other Nonoperating Revenues

Other Nonoperating Expenses

Net Nonoperating Revenues (Expenses)

Income/(Loss) Before Other Rev., Exp., Gains/(Losses) & Transfers

Gifts and Sponsored Programs for Capital Acquisitions

Additions to Permanent Endowments

Extraordinary Items

Reclass from / (to) Other Institutions

Transfers Between Institutions & System-Debt Service-Mandatory
Transfers Between Institutions & System Admin. - Nonmandatory
Transfers From Other State Agencies

Transfers to Other State Agencies

Change in Net Assets

Beginning Net Assets - As Previously Reported
Restatements
Beginning Net Assets - As Restated

Ending Net Assets
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$

Current Year Prior Year
Totals Totals
Primary Primary
University University
116,339,014 99,073,079
(19,032,964) (17,243,469)
29,274,213 25,088,455
1,819,406 3,001,978
1,508,872 2,895,530
5,096,435 5,079,407
248,755 1,391,572
3,568,691 890,861
5,814,417 5,570,468
18,593,924 15,704,590
4,813,593 5,024,084
168,044,356 146,476,555
88,789,529 85,387,967
16,860,274 19,226,359
8,377,464 10,126,370
21,177,608 20,355,018
16,470,736 13,668,617
20,054,177 21,525,229
20,591,937 17,756,274
11,514,045 10,891,333
28,186,221 24,412,419
12,150,617 9,587,269
244,172,608 232,936,855

(76,128,252)

(86,460,300)

96,766,632 95,979,038
1,898,447 1,334,117
3,626,176 2,169,845
3,215,570 1,852,698

(415,626) (626,897)
313,261 457,729
(550,152) (2,188,615)
104,854,308 98,977,915
28,726,056 12,517,615
294,796 367,292
527,978 2,400,609
(296,155)

29,733,835 (41,026,666)
(18,424,762) (11,339,899)
39,312,079 90,656,550

4,419 5,318,479
(238,900)
79,639,346 58,893,980

438,687,556 379,793,576

568,327
439,255,883 379,793,576
518,895,229 438,687,556




UNAUDITED

THE UNIVERSITY OF TEXAS AT ARLINGTON
EXHIBIT C - COMBINED STATEMENT OF CASH FLOWS
For the Year Ended August 31, 2004

Cash Flows from Operating Activities:
Proceeds from Tuition and Fees $
Proceeds from Sponsored Programs
Proceeds from Auxiliaries
Proceeds from Other Revenues
Payments to Suppliers
Payments to Employees
Payments for Loans Provided
Proceeds from Loan Programs
Net Cash Provided (Used) by Operating Activities

Cash Flows from Noncapital Financing Activities:
Proceeds from State Appropriations
Proceeds from Operating Gifts
Proceeds from Private Gifts for Endowment and Annuity Life Purposes
Proceeds from Other Nonoperating Revenues
Payments/Receipts for Transfers to/from System or Oth. Agencies
Payments for Other Uses
Net Cash Provided (Used) by Noncapital Financing Activities

Cash Flows from Capital and Related Financing Activities:
Proceeds from Capital Debt Transferred from System (nonmandatory)
Proceeds from Capital Appropriations, Grants and Gifts
Payments for Additions to Capital Assets
Mandatory Transfers to System for Capital Related Debt

Net Cash Provided (Used) by Capital & Related Financing Activities

Cash Flows from Investing Activities:
Proceeds from Interest and Investment Income
Proceeds from Interest and Investment Income Held by System
Payments to Acquire Investments Held by System
Net Cash Provided (Used) by Investing Activities

Net Increase (Decrease) in Cash
Cash & Cash Equivalents - Beginning of the Year
Cash & Cash Equivalents - End of the Year $

Reconciliation of Net Operating Revenues (Expenses) to
Net Cash Provided (Used) by Operating Activities:
Operating Loss
Adjustments to Reconcile Operating Loss to Net Cash:
Depreciation and Amortization Expense
Bad Debt Expense
Changes in Assets and Liabilities:
(Increase) Decrease in Receivables
(Increase) Decrease in Inventories
(Increase) Decrease in Loans and Contracts
(Increase) Decrease in Other Assets
Increase (Decrease) in Payables
Increase (Decrease) in Due to System
Increase (Decrease) in Deferred Income
Increase (Decrease) in Deposits Held for Others
Increase (Decrease) in Compensated Absence Liability
Increase (Decrease) in Other Liabilities
Total Adjustments

©

Net Cash Provided (Used) by Operating Activities: $

Noncash Transactions
Net Increase (Decrease) in Fair Value of Investments
Donated Capital Assets

35.59

Current Year Prior Year
Totals Totals
Primary Primary
University University
104,111,439 85,207,516
43,314,769 43,087,362
21,483,633 18,060,388
8,664,196 9,692,911

(70,280,220)

(162,360,750)

(1,827,367)
1,930,093

(62,803,835)

(159,773,495)

(2,704,779)
1,870,191

(54,964,207)

(67,363,741)

97,171,077 104,886,863
1,989,694 1,375,944
527,978 2,400,609
2,138,868 408,524
(158,145) 6,120,604
(2,596,307) (2,882,619)
99,073,165 112,309,925
53,087,075 30,052,904
64,551 255,877
(60,602,656) (45,316,326)
(18,424,762) (11,339,899)
(25,875,792) (26,347,444)
802,858 1,129,385
2,664,970 1,156,961
(624,511) (3,778,428)
2,843,317 (1,492,082)
21,076,483 17,106,658
86,393,764 69,287,106
107,470,247 86,393,764

(76,128,252) (86,460,300)
12,150,617 9,587,269
83,062 143,031
(2,739,349) 167,060
(3,985) (54,863)
102,726 (691,309)
(2,299,738) 740,465
829,522 (23,855)
(242,232) 255,154
12,438,134 9,575,201
184,371 (1,020,175)
464,654 309,510
196,263 109,071
21,164,045 19,096,559

(54,964,207)

(67,363,741)

3,215,570
200,943

1,852,698
111,415



UNAUDITED

THE UNIVERSITY OF TEXAS AT AUSTIN
EXHIBIT A - BALANCE SHEET
As of August 31, 2004

Current Year Prior Year
Totals Totals
Primary Primary
University University
ASSETS
Current Assets:
Cash & Cash Equivalents 550,473,592 418,623,479
Restricted Cash & Cash Equivalents 169,031,450 161,625,862
Balance in State Appropriations 5,345,216 5,442,811
Funds Held by System Administration - Current 307,175 (326,246)
Accounts Receivable, Net:
Federal (allowances of $0 in '04 & $0 in '03) 52,989,344 36,251,007
Student (allowances of $841,367 in '04 & $1,871,495 in '03) 88,767,978 76,606,616
Interest and Dividends 3,466,949 3,911,542
Contributions (allowances of $315,593 in '04 & $533,913 in '03) 5,275,035 10,111,119
Other (allowances of $431,206 in '04 & $820,158 in '03) 18,971,070 19,109,024
Due From Other Funds 5,055,870
Due From System Administration 68,148,637 113,708,780
Due From Other Agencies 1,027,698 443,604
Inventories 7,597,815 8,462,592
Loans & Contracts (allow. of $1,037,773 in '04 & $0 in '03) 8,414,741 9,822,783
Other Current Assets 47,663,281 37,507,771
Total Current Assets 1,032,535,851 901,300,744
Non-Current Assets:
Restricted:
Investments 15,000 31,682,995
Loans & Contracts (allow. of $6,277,362 in '04 & $7,108,729 in '03) 50,899,747 43,742,743
Funds Held by System Administration 1,975,066,738 1,661,747,765
Contributions Rec. (allowances of $1,066,424 in '04 & $841,005 in '03) 17,824,945 15,926,760
Investments 71,790,182
Other Non-Current Assets/Held in Trust 1,297,583

Capital Assets
Less Accumulated Depreciation

2,621,064,650
(1,124,878 ,550)

2,492,091,092
(1,066,339,460)

Total Non-Current Assets 3,541,290,113

3,250,642,077

TOTAL ASSETS $ 4,573,825,964 4,151,942,821
LIABILITIES
Current Liabilities:
Accounts Payable and Accrued Liabilities $ 53,254,349 50,737,475
Due to Other Funds 5,055,870
Due to System Administration 9,388,308 9,065,009
Due to Other Agencies 220,735
Deferred Revenue 336,493,413 270,943,529
Employees' Compensable Leave-Current Portion 3,544,597 3,197,718
Notes, Loans and Leases Payable-Current Portion 1,262,724 896,563
Payable From Restricted Assets-Current Portion 16,230,268 14,615,977
Funds Held for Others 1,297,583 1,290,813
Other Current Liabilities 13,069,664 11,846,395
Total Current Liabilities 439,817,511 362,593,479
Non-Current Liabilities:
Employees' Compensable Leave 32,489,101 30,063,706
Assets Held for Others 6,843,537 9,195,113
Notes, Loans and Leases Payable 20,239,881 20,343,682
Total Non-Current Liabilities 59,572,519 59,602,501
TOTAL LIABILITIES 499,390,030 422,195,980
NET ASSETS
Invested in Capital Assets, Net of Related Debt 1,474,683,495 1,403,220,574

Restricted for:
Nonexpendable
True and Term Endowments, and Annuities
Expendable

1,841,064,703

Capital Projects 42,557,469
Funds Functioning as Endowment - Restricted 103,118,206
Other Expendable 244,527,876
Unrestricted 368,484,185

1,574,829,182

113,697,528

65,619,562
263,043,701
309,336,294

TOTAL NET ASSETS 4,074,435,934

3,729,746,841

TOTAL LIABILITIES AND NET ASSETS $ 4,573,825,964

4,151,942,821

35.60
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EXHIBIT B - COMBINED STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the Year Ended August 31, 2004

Operating Revenues:
Student Tuition and Fees
Discounts and Allowances
Federal Sponsored Programs
Federal Sponsored Programs Pass-Through from Other St. Agencies
State Sponsored Programs
State Sponsored Programs Pass-Through from Other St. Agencies
Local Sponsored Programs
Private Sponsored Programs
Sales and Services of Educational Activities
Discounts and Allowances
Auxiliary Enterprises
Discounts and Allowances
Other Operating Revenues
Total Operating Revenues

Operating Expenses:
Instruction

Research

Public Service

Academic Support

Student Services

Institutional Support
Operations and Maintenance of Plant
Scholarships and Fellowships
Auxiliary Enterprises
Depreciation and Amortization
Total Operating Expenses
Operating Loss

Nonoperating Revenues (Expenses):

State Appropriations

Gift Contributions for Operations

Net Investment Income

Net Increase (Decrease) in Fair Value of Investments
Interest Expense on Capital Asset Financings
Gain/(Loss) on Sale of Capital Assets

Other Nonoperating Revenues

Other Nonoperating Expenses

Net Nonoperating Revenues (Expenses)

Income/(Loss) Before Other Rev., Exp., Gains/(Losses) & Transfers

Gifts and Sponsored Programs for Capital Acquisitions

Additions to Permanent Endowments

Reclass from / (to) Other Institutions

Transfers Between Institutions & System-Debt Service-Mandatory
Transfers Between Institutions & System Admin. - Nonmandatory
Transfers From Other State Agencies

Transfers to Other State Agencies

Change in Net Assets

Beginning Net Assets - As Previously Reported
Restatements
Beginning Net Assets - As Restated

Ending Net Assets

35.61

Current Year Prior Year
Totals Totals
Primary Primary
University University
335,856,989 306,241,690
(58,920,487) (47,305,781)
273,723,919 265,034,189
14,246,743 9,586,854
8,163,104 25,555,486
30,636,594 15,309,799
2,240,341 2,790,969
54,621,114 51,001,277
107,061,346 89,281,221
(37,396) (288,240)
140,321,384 137,257,640
(6,900,251) (5,692,958)
2,728,166 2,911,691
903,741,566 851,683,837
411,589,496 416,336,999
309,125,593 303,255,633
42,409,204 33,053,275
96,914,316 91,157,163
37,207,803 36,283,002
71,634,766 7