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This volume contains the Material Supporting the Agenda furnished
to each member of the Board of Regents prior to the meetings held
on

January 5, 1998
February 11-12, 1998
March 6, 1998
May 13-14, 1998

The material is divided according to the standing committees and
the meetings that were held and is color coded as follows:

White paper - for documentation of all items that
were presented before the deadline date.

Blue paper - all items submitted to the Executive
Session and distributed only to the Regents, Chan-
cellor and Executive Vice Chancellors of the Systemn.

Yellow paper - emergency items distributed at the
meeting.

Material distributed at the meeting as additional documentation
is not included in the bound volume, because sometimes there is
an unusual amount and other times some people get copies and
some do not get copies. If the Executive Secretary was fur-

nished a copy, then that material goes into the appropriate
subject file.
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BOARD OF REGENTS
OF

THE UNIVERSITY OF TEXAS SYSTEM

CALENDAR
Date: Wednesday, February 11, 1998
Time: 9:30 a.m.
Place: Second Floor Conference Room, Ashbel Smith
Hall, 201 West Seventh Street, Austin,
Texas
Purpose: Convene in Open Session, Recess for
Luncheon and Briefing Session,
Reconvene in Open Session, and Recess
See Page B of R - 1,
Items _A - D
Date: Thursday, February 12, 1998
Time: 8:30 a.m.
Place: Regents' Conference Room, Ninth Floor,
Ashbel Smith Hall, 201 West Seventh
Street, Austin, Texas
Purpose: Reconvene in Open Session to Immediately
Recess to Executive Session
See Page B of R - 2,
Items _E - F
Time: 9:00 a.m. or Upon Recess of Executive
Session
Place: Regents' Meeting Room, Ninth Floor, Ashbel
Smith Hall, 201 West Seventh Street,
Austin, Texas
Purpose: Reconvene in Open Session to Continue
Until Completion of Business
See Pages B of R 2 ~ 103,
Items _G - S
Board Luncheon and Briefing Session
Telephone Numbers
Office of the Board of Regents (512) 499-4402

Four Seasons Hotel

(512) 478-4500

98 San Jacinto Boulevard
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the Board



AGENDA FOR MEETING
OF
BOARD OF REGENTS
OF
THE UNIVERSITY OF TEXAS SYSTEM

Date: Wednesday, February 11, 1998
Time: 9:30 a.m.
Place: Second Floor Conference Room

B.

Ashbel Smith Hall
201 West Seventh Street
Austin, Texas

CALL TO ORDER

INFORMATIONAL WORKSHOPS WITH THE COMPONENT PRESIDENTS
AND STAFF OF THE UNIVERSITY OF TEXAS AT DALLAS AND THE
UNIVERSITY OF TEXAS AT ARLINGTON TO REVIEW STRATEGIC
PLANS AND MISSIONS, ENROLLMENTS, ACADEMIC AND RESEARCH
PROGRAMS, FISCAL RESOURCES, FACULTY AND STAFF DEVELOP-
MENT, PHYSICAL PLANT MAINTENANCE AND REPAIR, OPERATING
EFFICIENCY AND EFFECTIVENESS, AND PRIVATE FUND DEVELOP-
MENT ISSUES [THE BOARD MAY RECESS FOR BRIEF EXECUTIVE
SESSIONS TO DISCUSS PERSONNEL MATTERS RELATING TO THE
EVALUATION, ASSIGNMENT, OR DUTIES OF OFFICERS OR

EMPLOYEES (TEXAS GOVERMENT CODE, SECTION 551.074) AS
A PART OF THESE COMPONENT REVIEWS.]

9:30 a.m. U. T. Dallas Workshop

11:30 a.m. Recess for Board Luncheon and Briefing
Session

1:30 p.m. U. T. Arlington Workshop

MEETING WITH REPRESENTATIVES OF STUDENT ADVISORY GROUP
(APPROXTMATELY 4:15 P.M.)

RECESS
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AGENDA FOR MEETING
OF
BOARD OF REGENTS
OF
THE UNIVERSITY OF TEXAS SYSTEM

Thursday, February 12, 1998
8:30 a.m.

Regents' Conference Room, Ninth Floor, Ashbel
Smith Hall, 201 West Seventh Street, Austin

Reconvene in Open Session to Immediately
Recess to Executive Session (Items E -~ F)

9:00 a.m. or Upon Recess of Executive Session

Regents' Meeting Room, Ninth Floor, Ashbel
Smith Hall, 201 West Seventh Street, Austin

Reconvene in Open Session to Continue Until
Completion of Business (Items G - S)

E. RECONVENE IN OPEN SESSION

F. RECESS TO EXECUTIVE SESSION ( v CODE,
CHAPTER 551)

Consultation with Attorney Regarding Pending and/or
Contemplated Litigation or Settlement Offers -
Section 551.071

U. T. Health Science Center - San Antonio:
Possible Litigation Regarding Reimbursement
to Federal and State Programs for Physician
Services at Teaching Hospitals

G. RECONVENE IN OPEN SESSION

H. APPROVAL OF MINUTES OF REGULAR MEETING HELD

NOVEMBER 12-13,
DECEMBER 16,
ARY 13-14,

1997, AND SPECIAL MEETINGS HELD
1997, JANUARY 5, 1998, AND JANU-
1998
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I. CONSIDERATION OF ACTION ON EXECUTIVE SESSION MATTERS
(ITEM F ABOVE)

J. SPECIAL ITEMS

1. : (o) e to t
e ' Ru ations One hapter
S i oti d (o)
Employment), Subsectjon 6.2, Subdivisjon 6.26.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs and the Acting Vice
Chancellor for Academic Affairs that the Regents' Rules and
Requlations, Part One, Chapter III, Section 6, Subsection 6.2,
Subdivision 6.26, regarding the holding of more than one
tenure appointment, be amended as follows in congressional
style:

6.26 A person appointed to a faculty position with the
title of Instructor, Assistant Professor, Associate
Professor, or Professor or with the title of
Technical Instructor, Assistant Master Technical
Instructor, Associate Master Technical Instructor
or Master Technical Instructor at a component
institution of the System may not, during the term
of such appointment, hold a tenured position on the
faculty of another educational institution outside

the System unless the ins ;;g;;gggl Handbook of
rocedu es s ut es the
u initia
men
6.261 Unless an_exception i _a oved as
thorized abov ment

(Appointments] within the System to the
above specified titles shall be

conditioned upon the appointee having
resigned any tenured position that the
appointee may then hold on the faculty of
an educational institution outside the
System. Such resignation must be
completed and effective prior to the
effective date of the appointment at the
System component; otherwise, such
appointment shall be void and of no
effect.
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6.262 The acceptance of an appointment to a
tenured position on the faculty of an
educational institution outside the
System shall be considered as a
resignation of any faculty position with
the title of Instructor, Assistant
Professor, Associate Professor, or
Professor or with the title of Technical
Instructor, Assistant Master Technical
Instructor, Associate Master Technical
Instructor or Master Technical Instructor
that such appointee may hold at a System
component.

BACKGROUND INFORMATION

Part One, Chapter III, Section 6, Subsection 6.2, Subdivi-
sion 6.26 of the Regents' Rules and R tions was adopted at
the April 1984 meeting of the U. T. Board of Regents following
an instance where a faculty member tenured at a U. T. System
component accepted a tenured appointment at an institution
outside of the U. T. System. The current language was
designed to make explicit that acceptance of another tenured
appointment abandons a tenure contract with a U. T. System
institution and that a tenured appointment within the U. T.
System is conditioned on the new faculty member resigning

any prior tenured appointments.

While the general reasoning behind the language is sound,
highly competitive recruiting for faculty, especially in the
professional schools, makes the option for more flexible
institutional policies desirable. This may be accomplished
only by amendment of this provision of the Regents' Rules and
Requlations to acknowledge that a tenured appointment at an
institution outside the U. T. System may be retained if the
arrangement were specifically negotiated as part of the
recruitment incentive at the time of initial employment
pursuant to approved institutional policy. The proposed
language has been reviewed by the chief administrative
officers and the U. T. System Faculty Advisory Council and
reflects modifications that reflect comments received.
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2. e : s e ents the

' Rules a Re ons One, Chapte o
Add a Sectjon 37 (U. T. System Employee Evaluation Poli-
ie Consolidate Various ist] ovee Evaluatio
Policies.~-
RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Business Affairs, the Executive Vice
Chancellor for Health Affairs, and the Acting Vice Chancellor
for Academic Affairs that the 1982 Regental Policy on Annual
Employee Evaluation be restated and incorporated in a
compilation of evaluation policies to be placed in the
Regents' Rules and Requlations, Part One, Chapter III as a new
Section 37 with minor changes to current employee evaluation
policies and guidelines as set forth below:

Sec. 37. . e loyee uation jcies.

37.1 Annual Evaluation of All Employees.

37.11 An annual evaluation program for all
employees (administrative, faculty and
classified) within the U. T. Systenm is
to be used for the improvement of
performance, promotion consideration,
and merit salary review.

37.12 Each component will develop policies
and procedures regarding evaluations

for inclusion in the Handbook of
Operating Procedures or the U. T.

System Human Resources Manual, as
appropriate, after prior approval.

37.2 Evaluation of Probationary Employees.

37.21 Each component shall establish a
probationary period not to exceed six
months of actual service for all new
classified employees. Probationary
employees will be evaluated pursuant
.to procedures and criteria that have
been approved for inclusion in the
institutional Handbo of O atin
Procedures or the U. T. System Human
Resources Manual, as appropriate.




37.3

37.22 Faculty in tenure-track appointments
will be evaluated pursuant to criteria
contained in these Rules and

Requlations and procedures and
criteria that have been approved for

inclusion in the institutional

Handbook of Operating Procedures.

U. T. System Guidelines for Periodic
Performance Evaluation of Tenured Faculty.
Preamble

The U. T. Board of Regents recognizes the
time-honored practice of tenure for university
faculty as an important protection of free
inquiry, open intellectual and scientific
debate, and unfettered criticism of the
accepted body of knowledge. Academic
institutions have a special need for practices
that protect freedom of expression, since the
core of the academic enterprise involves a
continual reexamination of ideas. Academic
disciplines thrive and grow through critical
analysis of conventions and theories.
Throughout history, the process of exploring
and expanding the frontiers of learning has:
necessarily challenged the established order.
That is why tenure is so valuable, not merely
for the protection of individual faculty
members but also as an assurance to society
that the pursuit of truth and knowledge
commands our first priority. Without freedom
to question, there can be no freedom to learn.

The U. T. Board of Regents supports a system
of periodic evaluation of all tenured faculty.
Periodic evaluation is intended to enhance and
protect, not diminish, the important
guarantees of tenure and academic freedom.

The purpose of periodic evaluation is to
provide guidance for continuing and meaningful
faculty development; to assist faculty to
enhance professional skills and goals; to
refocus academic and professional efforts,
when appropriate; and to assure that faculty
members are meeting their responsibilities to
the University and the State of Texas. The




U. T. Board of Regents is pledged to regular
monitoring of this system to make sure that it
is serving its intended purposes and does not
in any way threaten tenure as a concept and
practice. In implementing the plan, component
institutions shall maintain an appropriate
balance of emphasis on teaching, research,
service, and other duties of faculty.

Guidelines

Each component institution of The University
of Texas System will develop an institutional
policy and plan consistent with the following
guidelines for the periodic performance
evaluation of tenured faculty effective
January 1, 1998, with actual evaluation to
begin no later than the Fall Semester 1998.
Institutional policies are to be developed
with appropriate faculty input, including
consultation with and guidance from faculty
governance organizations, and are to be
included in each institutional Handbook of
Operating Procedures after review and
appropriate administrative approval and
submission to the U. T. Board of Regents for
review and final approval. Periodic
evaluations, while distinct from the annual
evaluation process now required of all
employees, may be integrated with the annual
evaluation process to form a single
comprehensive faculty development and
evaluation process. Nothing in these
guidelines or the application of institutional
evaluation policies shall be interpreted or
applied to infringe on the tenure systenm,
academic freedom, due process, or other
protected rights nor to establish new term-
tenure systems or to require faculty to
reestablish their credentials for tenure.

Institutional Handbook of Operating Procedures
policies should be drafted to establish a

streamlined, efficient process and should

include the following minimum elements for

periodic evaluation:

37.31 Evaluation of tenured faculty will
continue to be performed annually with
a comprehensive periodic evaluation of
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all tenured faculty performed every
six years. The evaluation may not be
waived for any tenured faculty member
but may be deferred in rare
circumstances when the review period
will coincide with approved leave,
comprehensive review for tenure or
promotion, or appointment to an
endowed position. No deferral of
review of an active faculty member may
extend beyond one year from the
scheduled review. Institutional
policy may specify that periods when a
faculty member is on leave need not be
counted in calculating when the
comprehensive evaluation is required.
The requirement of periodic review
does not imply that individuals with
unsatisfactory annual evaluations may
not be subject to further review
and/or appropriate administrative
action.

37.32 The evaluation shall include review of
the faculty member's professional
responsibilities in teaching,
research, service, patient care, and
administration.

37.33 Reasonable individual notice of at
least six months of intent to review
will be provided to a faculty member.

37.34 The faculty member being evaluated
shall submit a résumé, including a
summary statement of professional
accomplishments, and shall submit or
arrange for the submission of annual
reports and teaching evaluations. The
faculty member may provide copies of a
statement of professional goals, a
proposed professional development
plan, and any other additional
materials the faculty member deems
appropriate.

37.35 In accordance with institutional
policy, initial evaluation of the
faculty member's performance may be
carried out by the department,
department chair (or equivalent),
dean, or peer review panel, but in any
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event must be reported to the chair

(or equivalent) and dean for review.

Evaluation shall include review of the

current résumé&, student evaluations of

teaching for the review period, annual
reports for the review period, and all
materials submitted by the faculty
member.

37.36 If peer review is not required by
institutional policy, the peer review
process may be initiated by the
faculty member, department chair (or
equivalent) or dean. If peer
committees are involved, the members
shall be representative of the
college/school and will be appointed,
on the basis of their objectivity and
academic strength, by the dean in
consultation with the tenured faculty
in the college/school or pursuant to
other process as defined in
institutional policies. If peer
review is involved, the faculty member
will be provided with an opportunity
to meet with the committee or
committees.

37.37 Results of the evaluation will be
communicated in writing to the faculty
member, the department chair/dean, the
chief academic officer, and the
president for review and appropriate
action. Possible uses of the
information contained in the report
should include the following:

37.371 For individuals found to be
performing well, the
evaluation may be used to
determine salary
recommendations, nomination
for awards, or other forms of
performance recognition.

37.372 For individuals whose
performance indicates they
would benefit from additional
institutional support, the
evaluation may be used to
provide such support (e.gq.,
teaching effectiveness
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assistance, counseling, or
mentoring in research
issues/service expectations).
37.373 For individuals found to be
performing unsatisfactorily,
review to determine if good
cause exists for termination
under the current Regents'
Rules and Requlations may be
considered. All proceedings
for termination of tenured
faculty on the basis of
periodic performance
evaluation shall be only for
incompetency, neglect of duty
or other good cause shown and
must be conducted in
accordance with the due
process procedures of the

Regents' Rules and

Requlations, Part One,
Chapter III, Section 6

including an opportunity for
referral of the matter to
alternative dispute
resolution. Such proceedings
must also include a list of
specific charges by the chief
administrative officer and an
opportunity for a hearing
before a faculty tribunal. 1In
all such cases, the burden of
proof shall be on the
institution, and the rights of
a faculty member to due
process and academic freedom
shall be protected.

The acceptance and success of periodic
evaluation for tenured faculty will be
dependent upon a well-executed, critical
process and an institutional commitment to
assist and support faculty development. Thus,
remediation and follow-up review for faculty
who would benefit from such support, as well
as the designation of an academic
administrator with primary responsibility for
monitoring such needed follow-up activities,
are essential.
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37.4

Evaluation of Administrators.

37.41

37.42

37.43

Chief Administrative Officers.
Evaluation of the chief administrative
officer of each component institution
is primarily the responsibility of the
Chancellor or the Executive Vice
Chancellor for Health Affairs, as
appropriate.

Vice Presidents and Deans. Subject to

the requirements of Subsection 37.3

and Subdivision 37.43, the evaluation

of the vice presidents and deans is

primarily the responsibility of the
chief administrative officer or
delegate.

Guidelines for Faculty Input into the

Evaluation of Academic Administrators.

37.431 Each academic administrator
below the level of chief
administrative officer should
be reviewed at least every six
years. A written report will
contain the substance of the
review.

37.432 The institutional Academic
Senate or other representative
faculty body should be
consulted in the development
of the review policies and
procedures. Institutions
should also address avenues
for faculty input into the
review of other administrators
who have significant impacts
on campus academic affairs.

37.433 The review process should
provide an opportunity for
input by all faculty members
in the academic unit(s)
reporting to and/or affected
directly by the administrator
being evaluated.

37.434 A summary of faculty input, to
be provided to the
administrator under review and
to the administrator's
supervisor, should constitute

a significant component of the

evaluation report.




37.435 Unless otherwise defined by
approved institutional policy,
academic administrator is
intended to refer to the chief
academic officer (Vice
President for Academic Affairs
or Provost); academic deans,
department chairs, and
directors of academic units.

37.436 The U. T. Systenm
Administration also recognizes
and supports comparable
involvement by staff members
and students, as is now the
practice for evaluation of
academic administrators at
several U. T. System component
institutions.

37.437 Additionally, the Chancellor
and the Executive Vice
Chancellor for Health Affairs
should be sensitive to the
importance of faculty input in
the process of evaluating all
administrators with direct or
significant academic
administrative responsibility.

BACKGROUND INFORMATION

The proposed additions to the Regents' Rules and Requlations
consolidate various existing employee evaluation policies,
guidelines, and practices into a new Section 37 of Chap-
ter III, Part One, of the Regents' Rules and Requlations.

Subsection 37.1 covers required annual evaluations of all
employees as mandated by action of the U. T. Board of Regents
in June 1982.

Subsection 37.2 codifies current practice with respect to

evaluation of probationary employees including classified
employees and tenure-track teaching staff.

Bof R- 12




This item also proposes inclusion of the "Guidelines for
Periodic Performance Evaluation of Tenured Faculty" approved
by the U. T. Board of Regents in November 1996 and amended in
August 1997, as Subsection 37.3 of this portion of the

Regents' Rules and Regulations.

Subsection 37.4 codifies current expectations and practice
related to the evaluation of administrators and includes
guidelines for faculty input into the evaluation of academic
administrators. Substantially similar guidelines were
circulated for component use in 1993. The text proposes a
specific requirement that a summary of the evaluation be
reduced to writing and several nonsubstantive changes,
including deletion of the preamble and some reordering, in
the 1993 administrative guidelines.

These recommendations have been reviewed by the chief
administrative officers and the U. T. System Faculty Advisory
Council. Revisions were made in response to comments received
from both groups.

3. oard Regents: opose endments to
Regents' Rules and Requlations, Part Two, Chapter XI,
Section 1 (Contract Administration) and Chapter XII,
Sectjons 2, 8, and 9 (Intellectual Property).--

CO! (0)

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs, the Acting Vice Chancellor
for Academic Affairs, and the Vice Chancellor and General
Counsel that the Regents' Rules and Requlatjons, Part Two,
Chapter XI, Section 1 regarding contract administration and
Chapter XII, Sections 2, 8, and 9 regarding intellectual
property be amended as set forth below in congressional style:

CHAPTER XI
CONTRACT ADMINISTRATION

Sec. 1. Delegation of Authority.--Subject to Subsection 1.1

and to the general provisions of Part One,
Chapter I, Section 9 and except as otherwise
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Sec.

2.

provided in these Rules and Requlations, the Board

delegates to the chief administrative officers
authority to execute and deliver on behalf of the
Board contracts and agreements of any kind or
nature, including without limitation licenses issued
to the Board or a component.

1.2 Applicability.--This Chapter applies to all
contracts and agreements except contracts or
agreements relating to personnel, faculty,
athletics or athletic events, real properties
(except the lease of space for use by a
component), physical plant improvements,
acceptance or administration of gifts or
bequests, [4 i

—] contracts and grants
for sponsored research, contracts for legal
services, and agreements to settle claims,
disputes, or litigation.

CHAPTER XII

INTELLECTUAL PROPERTY

Gene olicy.

2.1 The intellectual property policy shall apply to
all persons employed by the U. T. System and
the component institutions of the System, to
anyone using System facilities under the
supervision of System personnel, to
undergraduates, to candidates for masters and
doctoral degrees, and to postdoctoral and
predoctoral fellows.

2.3 The Board sghall [wili—net) assert jts [an]
interest 'in [feeculty—authered) scholarly or
educational materijals [werks), art works,

musical compositions and dramatic and non-
dramatic literary works related to the author's
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academic or [faea&ty—memher*s] profe551ona1
field, regardless of the medium of expression,

as follows: [un&ess—saeh—work—ts—eemmtsstoned

by—ehe—6ystem—or—a—eempenent—tnstt%at&en—ef—ehe
. ek i — 4t

Subseection—2+4+)
Students rofessionals acul
searc authors, ~- oard a not
ssert ownership of works cov by this
Subsection authored by students,
professjonals, faculty, and nonfaculty
searc . he Bo enco ese
o arefu a e i
jghts j e e j e
i idelines age
Marketing of Copvrighted Works.
2.32 Software.--The Board normally shall assert
ship in s ware i ion;
\'4
te overed by Subdivisio <3
is ] o s
u conte sha ed in acco ce

with Subdivision 2.31.

2.4 otwithstandin ovisi
2.3, the [Fhe] Board shall have sole ownership
of all 1nte11ectua1 property c;gated by an
ee who w ed_spec ca

to g;gdggg it or commissioned by [thet—it

conmissrons—or—that—is—produced—as—a—work—for
hire—feor] the System or a component institution
of the System. Except as may be provided
otherwise in a written agreement approved by
the chief administrative officer of the
component institution and the Chancellor, the
provisions of Subdivision 5.23 relating to
division of royalties shall not apply to
intellectual property owned solely by the Board
pursuant to this Subsection 2.4.

2.8 Neither t acjlities nor t resources o
System or its component institutions
used (i) to create, develop or commercialize

intellectual properties unrelated to an
individual's employment responsibilities (See
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bsection 4.1); or (ii) to ther develop or

erciali intelle erti at have
be eleased to invento See
ubdivisio . except as the component

institution's chief adminjstrative officer and
t appropriate Executive Vice Chancellor or
Vice Chancellor may approve where System

taj interest der the terms e
ease.

Sec. 8. Reporting.

8.1 Any employee covered by Subsections 6.2, 7.1,
or 7.2 shall report in writing to the chief
administrative officer of the component
institution, or to such other person as may be
designated by the chief administrative officer,
the name of any business entity as referred to
therein in which the person has an interest or
for which the person serves as a director,
officer or employee and shall be responsible
for submitting a revised written report upon
any change in the interest or position held by
such person in such business entity. These
reports shall be accumulated in the office of
the chief administrative officer or designee
and then forwarded to the appropriate Executive
Vice Chancellor or Vice Chancellor by
September 1 of each year so that the Chancellor
may file a report with the Board. Information
in the report shall be included in the annual
report [eat—its—October—meeting—aAfter—the
report—has—been—approved—by—the—Board,—the
€hancelior—shallprepare—the—report—to—the
Governor—and—the—thegisiature] required by

Section 51.912(c), Texas Education Code.

Sec. 9. Approval of and Execution of Legal Documents
Relating to Rights jn Intellectual Property.

9.1 Adgreements that grant an interest in Board
intellectual property may be executed and
delivered in accordance with the provisions of

e Regents' Rules and Requlations art Two
Chapter XI, following any required review by
the Office of General Counsel. [Sponsered
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Any document altering substantially the basic
intellectual property policy of the System as
set out in the preceding Sections and other
policies and guidelines that may be adopted by
the Board shall have the advance approval of
the chief administrative officer, the
appropriate Executive Vice Chancellor or Vice
Chancellor, the Chancellor, and the Board as an
agenda item. Such an alteration in a sponsored
research agreement shall not be considered
substantial and the agreement may be executed

[ . . <

doeket] if, in the judgment of the chief
administrative officer and with the concurrence
of the appropriate Executive Vice Chancellor or
Vice Chancellor, the benefits from the level of
funding for the proposed research and/or other
consideration from the sponsor outweigh any
potential disadvantage that may result from the
policy deviation.

The Chancellor, the appropriate Executive Vice
Chancellor or Vice Chancellor, the Vice
Chancellor and General Counsel or the
authorized representative of UTIMCO may
execute, on behalf of the Board, legal
documents relating to the Board's rights in
intellectual property, including, but not




limited to, declarations, affidavits, powers of
attorney, disclaimers, and other such documents
relating to patent applications and patents;
applications, declarations, affidavits,
affidavits of use, powers of attorney, and
other such documents relating to trademarks;

approved [by—the—Board] pursuant to Subsections
9.1 or 9.2. The chief administrative officer

d (o e
i tio o]e) j (o)
o ship and other such documen relati o
copyrights.
ACKGRO NFO 0)

The purposes of the proposed amendments to the Regents' Rules
and Requlatjons, Chapter XI, Section 1 relating to contract
administration and Chapter XII Sections 2, 8, and 9 relating
to intellectual property are summarlzed as follows'

a. Part Two, Chapter XI, Subsection 1.2 is
amended to make delegation of authority
apply to intellectual property agree-
ments that grant an interest in Board
intellectual property

b. Part Two, Chapter XII, Subsection 2.1 is
amended to make explicit the application
of the Intellectual Property Policy to
all students

c. Part Two, Chapter XII, Subsection 2.3 is
amended to broaden the application of
the "scholarly works" exception to add
teaching materials to those covered by
this section; to grant ownership to
professionals, nonfaculty researchers
and students, as well as faculty
authors; to encourage professionals,
faculty, nonfaculty researchers and
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students to effectively manage their
copyrights; and to clarify when software
is owned as a scholarly or education
material rather than an invention

d. Part Two, Chapter XII, Subsection 2.4 is
amended to clarify when the Board will
own intellectual property that would
otherwise be owned by a faculty member
and when it need not share royalties
with an inventor [i.e., the inventor
was hired specifically to create the
invention (for example, computer
programmers) ]

e. Part Two, Chapter XII, Subsection 2.8 is
added to explicitly prohibit the use of
System facilities to develop inventions
released to the inventor except as
expressly authorized

f. Part Two, Chapter XII, Subsection 8.1 is
amended to correct an outdated require-
ment for Board approval

g. Part Two, Chapter XII, Subsections 9.1
and 9.2 are amended to allow all intel-
lectual property agreements covered by
this chapter to be processed like other
agreements

h. Part Two, Chapter XII, Subsection 9.3 is
amended to delegate authority to execute
copyright registration applications and
related documents to component execu-
tives.

The chief administrative officers and the U. T. System Faculty
Advisory Council have reviewed and approved these recommended
changes.

See Item _4 on Page B of R - 20 relating to the proposed

Regental Policy and Guidelines for Management and Marketing
of Copyrighted Works.

B of R - 19




4. U stem: oposed option of a Regenta olicy and

Gujdelines for Management and Marketing of Copyrighted
Works.—-

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs, the Executive Vice
Chancellor for Health Affairs, and the Vice Chancellor and
General Counsel that the U. T. Board of Regents adopt a
Regental policy for the U. T. System titled Policy and
Guidelines for Management and Marketing of Copyrighted Works
as set forth below:

POLICY AND GUIDELINES FOR MANAGEMENT AND MARKETING OF
COPYRIGHTED WORKS

The U. T. Board of Regents (Board) finds that works protected
by copyright created at the component institutions are
valuable assets that promote and further the creation and
dissemination of knowledge through research, teaching and
publication. Careful management of these assets will benefit
the authors, the citizens of Texas, state government, the
component institutions, and the U. T. System.

1. Works authored by professionals, faculty, nonfaculty
researchers (researchers who do not teach) and undergraduate
and graduate students

If component institutions invest in copyright works that the
authors will own under the U. T. System Intellectual Property
Policy, they must protect their investments and, with the
authors, manage author-owned copyrights to facilitate
institutional access to the works and preserve rights to make
nonprofit educational uses of them.

For projects that may involve significant resource
contributions by the institution, component institutions
and professionals, faculty, nonfaculty researchers and
students will agree to allocate rights to use the
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resulting works, allocate costs and share benefits from
commercialization, as appropriate in each case.
Institutions should:

- determine what constitutes significant kinds or
amounts of resource contribution;

- identify appropriate institutional uses for the
work;

- develop checkpoints in the creative process that
will alert authors and administrators of the need to
enter an agreement to allocate rights to use works
and share costs and benefits from commercialization;

- establish a default allocation of interests
including a right to use the work, to obtain
reimbursement of contributions and to share in
profits in the absence of agreement; and

- take into account the effects of third party
funding, if any.

Component institutions and professionals, faculty,
nonfaculty researchers and students should explore
mutually beneficial opportunities for electronic
distribution of scholarly works within the university
community. '

Professionals, faculty, nonfaculty researchers and
students should manage their copyrights to preserve the
right to make nonprofit educational uses of their works.

For example, authors may request that for-profit
publishers to whom the author submits articles for
publication use one of the following copyright
notices, or something similar, on the author's
article:

Copyright [date] [Publisher].

Permission is granted for nonprofit
educational uses of this [article]. All
other uses require permission from the
publisher.

Copyright [date] [Publisher].
Permission is granted for nonprofit
educational and library duplication and
distribution, including but not limited
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to reserves and coursepacks made by
nonprofit or for-profit copyshops. This
permission is in addition to rights
granted under Sections 107, 108 and other
provisions of the U. S. Copyright Act.

To use this work electronically, please
link to [URL]).

If a publisher agrees to use a notice like these,
university professionals, faculty, students and
staff would be able to make copies of the author's
article for research or classroom use without
permission, even though the author may have assigned
copyright to the publisher as a condition of
publication.

Another example of copyright management that helps
to achieve the purposes of this Policy is retention
by professionals, faculty, nonfaculty researchers
and students of copyright in their prepublication
drafts. This allows preprint distribution within
the university community and the creation by the
author of derivative (new) works from prepublication
drafts. The intention to retain rights should be
clearly stated in an agreement with the publisher.
The following clause could be added to a publisher's
existing agreement:

Anything to the contrary in this agreement
notwithstanding, Author shall retain
copyright in each and every draft of the
[manuscript] except the final draft as
published by Publisher, and reserves all
rights in such prepublication drafts.

Refer to the Copyright Crash Course section on
Copyright Management
(http://www.utsystem.edu/ogc/intellectualproperty/
l-schpub.htm) for more information on this subject.

On some occasions when a component institution hires a
professional, faculty member, nonfaculty researcher or
student specifically to create a work that the author
would otherwise own under Subsection 2.3 of the
Intellectual Property Policy (Part Two, Chapter XII,
Section 2, Regents' es d Re tions), it may be
unclear that this is a work for hire. If this is ever
the case, the author should execute an acknowledgment
that the Board will own copyright in the work to avoid
later confusion over ownership.
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2. Works authored by employees other than professionals,
faculty, nonfaculty researchers and students and therefore
owned by the Board or jointly owned by the Board and other

authors

Component institutions should manage copyrights owned by the
Board under the Intellectual Property Policy to further the
goals  and mission of the U. T. System and the Board.

In many cases, wide and free distribution will achieve
institutional, U. T. System and Board goals.

Component institutions should carefully consider the
consequences of commercial marketing of scholarly and
educational works. Commercial publication or
distribution may severely limit access to works for
others in the university community or the public
generally.

For certain works, use of the copyright notices above or
retention of rights in prepublication drafts may be
appropriate.

BACKGROUND INFORMATION

As copyright assets of the U. T. System have become a more

important part of the U. T. Board of Regents' intellectual

property, issues regarding management of these assets arise
more frequently.

The marketing and management of copyright assets are signifi-
cantly different from marketing and management of other forms
of intellectual property, such as patents and trademarks, and
need to be addressed specifically. Therefore, it is recom-
mended that a Regental policy titled Policy and Guidelines for
Management and Marketing of Copyrighted Works be adopted for
the U. T. System. The proposed policy has been reviewed by
the chief administrative officers of the U. T. System. The

U. T. System Faculty Advisory Council has also reviewed and
approved these changes.

The proposed Regental policy compliments the proposed changes

to the Regents' Rules and Requlations, Part Two, Chapter XII
(Intellectual Property) dealing with ownership of copyrights

(see Item _3 on Page B of R - 13).
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5. U, T. System: Report of Summary of Gift Acceptance and

3 la ng Agm;m,ggzat;ve Act;ons gogfo;'_m;ng to Board Policy
e 997 November 30 997, --

(See Pages B of R 25 - 29.)
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ACCEPTANCE OF GIFTS HELD BY BOARD

S -¥3Jod

ASSET TYPES
# ALL COMPONENT REAL MATCHING
ITEMS INSTITUTION CASH SECURITIES ESTATE PLEDGES OTHER TRANSFERS FUNDS TOTAL VALUE
s U. T. Arlington $ 1,030,334 § - $ - $ 5000 $ - $ - $ - S 1,035,334
63  U.T. Austin S 1479968 §$ 888,083 § - $ 1,480,050 § - $ 177601 § - $ 3,958,202 *
1 U. T. Brownsville $ 2000 $ - $ - $ 8000 § - $ - $ - $ 10,000
2 U. T. Dallas S 250000 $ - S - $ - $ - $ - S - S 250,000
10  U.T.ElPaso s 1,526413 §$ 1,074804 $ 187,785 § - $ - S 15000 $ - $ 2,701,633 ¢
S U. T. Permian Basin s 76,120 § - S - $ 35000 $ - S 1,650 $ - S 112,770
5 U. T. San Antonio $ 73,730 § 3206 § - $ 9647 § - S - $ - $ 86,593
2 U. T. Tyler H 40,000 $ - ] - S - $ s $ - $ - S 40,000
6 U. T. SWMC-Dallas $ 534286 - $ - $ 25000 S - S - $ 1,165000 § 559,286 *
9 U. T. M.B.-Galveston $ 1,012,826 §$ 290,581 § 325000 $ - S - $ 632,174 $ - $ 2,260,581
6 UTHSC-Houston $ 46 S 99,554 § - $ 700,000 $ - S 210000 $ - S 810,000 *
1 UTHSC-San Antonio $ 250,000 $ - $ - $ 750,000 $ - S - s - $ 1,000,000
30 UTMDACC $ 712,615 § 338114 § - S - $ 250000 $ 942,064 $ - s 1,497,744 ¢
145 TOTAL S 6,988,739 § 2,694,353 § 512,785 $ 3,012,697 § 250000 S 1978489 § 1,165000 $ 14,322,143 *
* Not included in total: U. T. Austin - $67,500 of transfers of endowment funds;

U. T. El Paso - $102,370 of previously accepted gifts;
U. T. SWMC-Dallas - $1,165,000 of Board-held matching funds;
UTHSC-Houston - $200,000 transfer of endowment funds; and
UTMDACC - $745,050 of transfers of endowment funds.

NOTE: Compiled by Office of Development and External Relations
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COMPONENT
INSTITUTION

U. T. Arlington

ENDOWMENTS

CLASSIFICATION OF GIFTS AND OTHER ACTIONS

CHARITABLE
REMAINDER
IRUSTS

POOLED
INCOME
FUND

REMAINDER
INTERESTS

HELD IN
TRUST
BY OTHERS

CURRENT
PURPOSE

OTHER

U. T. Austin

W
w

U. T. Brownsville

U. T. Dallas

U. T. El Paso

U. T. Permian Basin

U. T. San Antonio

U.T. Tyler

U. T. SWMC-Dallas

U. T. M.B.-Galveston

UTHSC-Houston

UTHSC-San Antonio

-l e I [ ln  niNe |-

UTMDACC

~
&
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COMPONENT
INSTITUTION

U.T. Arlington

PURPOSES OF GIFTS HELD BY BOARD AND OTHERS

ENDOWMENT

DIST.
CHAIR

CHAIR

DIST.
PROF'SHIP

PROF'SHIP

FACULTY
FELLOWSHIP

GRADUATE
FELLOWSHIP

SCHOLARSHIP

OTHER

CURRENT
PURPOSE

OTHER
PURPOSE

U. T. Austin

45

U. T. Brownsville

-~

U. T. Dallas

U. T. El Paso

U. T. Permian Basin

U. T. San Antonio

U. T. Tyler

N W

U. T. SWMC-Dallas

U. T. M.B.-Galveston

L)

UTHSC-Houston

UTHSC-San Antonio

UTMDACC

TOTAL

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

69
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COMPONENT
INSTITUTION

U. T. Arington

ESTABLISH

ENDOWMENT

OTHER ADMINISTRATIVE ACTIONS

REDESIGNATE

ENDOWMENT LEVEL

OTHER

REDESIGNATION

DISSOLVE
ENDOWMENT

APPROVE/ALLOCATE
MATCHING

ACCEPT
TRUSTEESHIP

OTHER

U. T. Austin

U. T. Brownsville

U. T. Dallas

U. T. El Paso

U. T. Permian Basin

U. T. San Antonio

U.T. Tyler

U. T. SWMC-Dallss

U. T. M.B.-Galveston

UTHSC-Houston

UTHSC-San Antonio

UTMDACC

A= Wi Il w]lNn

16

TOTAL

103

21
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COMPARATIVE SUMMARY OF GIFTS ACCEPTED VIA THE OFFICIAL ADMINISTRATIVE PROCESS

COMPONENT FY 1997 . FISCAL YEAR 1998
INSTITUTION FULL YEAR _ 9/1/97 - 113097 12/197 - 2/28/98 3/1/98 - 5/31/98 FULL YEAR

U. T. System $ . s —

U. T. Arlington s 467,160 s 1,035,334
U. T. Austin s 12,596,223 s 3,958,202
U. T. Brownsville s 25,000 $ 10,000
U.T. Dallas ) 67,313 $ 250,000
U.T. El Paso s 2,713,341 $ 2,701,633
U. T. Pan American s 643,151 $ -

U. T. Permian Basin s 641,000 S 112,770
U. T. San Antonio s 380,500 s 86,593
U.T. Tyler s 65,000 s 40,000
U. T. SWMC-Dallas $ 12,392,401 s 559,286
U. T. M.B.-Galveston s 8,403,150 $ 2,260,581
UTHSC-Houston s 4,584,653 $ 810,000
UTHSC-San Antonio s 2,489,807 s 1,000,000
UTMDACC s 1,977,697 s 1,497,744
U. T. HC-Tyler $ 140,910 $ -

UTEP and UTMB $ -

U. T. Austi’UTMDACC s 28,048 s -

TOTAL $ 47,615,354 s 14,322,143




K. MATTERS RELATED TO THE UNIVERSITY OF TEXAS INVESTMENT
MANAGEMENT COMPANY (UTIMCO)

1. U. T. System: Report on Investments for the Fiscal
Quarter Ended November 30, 1997,--

REPORT

Pages B of R 33 =~ 36 contain the Summary Reports on Invest-
ments for the fiscal quarter ended November 30, 1997.

Item a on Page B of R - 33 presents the summary report for
Permanent University Fund (PUF) Investments. The PUF began
the quarter with a market value of $6.368 billion. During the
quarter, contributions of mineral income from PUF Lands
equaled $25.8 million versus $23.9 million for the first
quarter of the preceding fiscal year. In addition, total
investment return was $284.1 million of which $63.1 million
was income return and $221 million was price return. Cash
distributed to the Available University Fund (AUF) was

$89.6 million. Of this total, $42.3 million represented a
portion of accrued income and $47.3 million represented a one
time payment resulting from the change from cash to accrual
based distributions. PUF market value ended the quarter at
$6.615 billion.

During the quarter, UTIMCO continued to fund the alternative
equities program by investing $33.9 million in this asset
class. Of this total, $20.6 million was funded from new
contributions and $13.3 million was funded by recycling
realized gains within the portfolio. Also, UTIMCO closed two
externally managed value equity portfolios and redistributed
the proceeds to two internally managed equity value and real
estate investment trust portfolios. Quarter-end asset
allocation was virtually unchanged from fiscal year end;

63% broadly defined equities and 37% fixed income versus an
unconstrained neutral allocation of 80% equities and 20% fixed
income. Within equities, period-end allocation to equities
was 44% U. S. large and mid cap stocks, 6% U. S. small cap
stocks, 6% non-U. S. equities and 7% alternative equities.

PUF distributions to the AUF of $89.6 million increased by a
nominal rate of 30% versus the first quarter of the prior
fiscal year due to the conversion to accrual based distri-
butions. Excluding this one time adjustment, accrued




investment income declined by a nominal 3.1% and by an
inflation adjusted rate of 3.5%. The decline in income was
attributable to a 4.9% decline in interest income from fixed
income securities which accounts for 70% of total income paid
to the AUF. During the quarter, interest rates declined
sharply as evidenced by the decline in the 30-year U. S.
Treasury bond yield from 6.60% at the beginning of the quarter
to 6.00% at quarter-end. The inability to replace dis-
tributable coupon rates was particularly pronounced as

$126.7 million of bonds ran off during the quarter at an
average yield of 8.73%.

Accrued income of $63.1 million for the quarter was under the
$64 million level budgeted by $900,000. Achievement of
budgeted income distributions of $256 million for Fiscal

Year 1998 will constitute a major challenge if interest rates
stabilize at current levels or decline further.

Total investment return for the quarter was 4.5%. Fixed
income as an asset class continued to perform relatively
poorly versus equities with the Salomon Broad Bond Index
generating a total return of 3.4%. The Fund's fixed income
portfolio at 4.2% outperformed this index. Equities, as an
asset class, continued to generate higher relative returns
with the S&P 500 Index and Russell 3000 Index posting returns
of 6.7% and 6.0%, respectively. The PUF's equity portfolios
(including non-U. S. portfolios) produced a 4.1% return.
Finally, alternative equities produced a 9.4% return for the
quarter.

Item b on Page B of R - 34 reports summary activity for the
Long Term Fund (LTF). During the quarter, net contributions
totaled $20.5 million. Investment return was $71.9 million,
of which $20.7 million was paid to the 4,539 endowment and
other accounts underlying the LTF at quarter end. Total
payout increased by 6.1% over the previous November quarter,
reflecting both the increase in the number of Fund units
outstanding and the increase in payout per unit to $0.18. The
Fund's market value closed the quarter at $2.195 billion, up
$70 million from the prior quarter. The LTF's value per unit
also increased, ending the quarter at $4.78 versus $4.67 on
August 31, 1997.

Asset allocation at quarter-end was 24% fixed income and

76% broadly defined equities. Within equities, U. S. small
cap and non-U. S. equities were roughly neutral weighted at
11% and 13%, respectively. U. S. large and mid cap equities
were overweighted at 47% vs. 30% while alternative equities
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were underweighted at 5% versus a neutral weighting of 25%.
Total investment return for the quarter was 3.4% and net
1.9% after expenses of 0.1%, inflation of 0.4% and payout
of 1.0%.

Item ¢ on Page B of R - 35 presents quarterly activity for the
Short/Intermediate Term Fund. During the quarter, the Fund

funded net withdrawals of $26.9 million. It earned

$40.4 million in total return and incurred expenses of

$100 thousand. Distributions to the U. T. System component
institutions equaled $25.1 million resulting in a quarter-end
Fund value of $1.619 billion. Total return on the Fund was
2.5% for the quarter versus the Fund's performance benchmark
of 1.8%.

Item @ on Page B of R - 36 presents book and market value of
cash, fixed income, equity and other securities held in funds
outside of internal investment pools. Total cash and
equivalents, consisting primarily of component operating funds
held in the Dreyfus money market fund, decreased by $75 mil-
lion to $546 million during the quarter. Asset values for

the remaining asset classes were fixed income securities:

$61 million vs. $52 million at previous quarter-end; equities:
$34 million vs. $36 million at previous quarter-end; and other
investments of $6 million.
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Summary Investment Report at November 30, 1997.-~--

PERMANENT UNIVERSITY FUND (1)
INVESTMENT SUMMARY REPORT
(8 millions)

FY96-97 FY97-98
Full .
Year ist Otr
Beginning Market Value 5,292.1 6,368.3
PUF Lands Receipts (2) 85.2 25.8
Investment Income (3) 263.0 63.1
Change in Undistributed Income
w Payable to the Available
o University Fund (4) 2.2 -
=8 Investment Income Distributed (4) : (265.2) (63.1)
- Realized Gains 251.0 123.3
| Change in Unrealized Gains 740.0 97.7
o Ending Market Value 6,368.3 6,615.1
w _
AUF Income:
Investment Income 263.0 (5) ' 63.1
Surface Income 5.3 1.2
Total 268.3 64.3

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

&y
(2)
(3)
(4)
(5)

Excludes PUF Lands mineral and surface interests with estimated June 30, 1997
values of $550.5 million and $151.8 million, respectively.

As of November 30, 1997: 921,503 acres under lease; 523,561 producing
acres; 3,002 active leases; and 2,062 producing leases.

Investment income includes amortization of discount and premium bonds

in accordance with statutory requirements.

For FY96-97, cash investment income was distributed to AUF. Effective
FY97-98, accrued investment income is distributed to AUF.

Restated to present on an accrual basis for comparative purposes.

R RS
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Summary Investment Report at Novemher 30, 1997.--

LONG TERM FUND
SUMMARY REPORT
($ millions)

FY96~97
Full Year
Beginning Net Assets 1,712.1
Net Contributions 66.1
Investment Return 433.8
Receipt of Funds from System
for UTIMCO Fee -
Expenses (4.5)
Distributions (Payout) (79.1)
Distribution of Gain
on Participant Withdrawals (3.4)
Ending Net Assets 2,125.0
Net Asset Value per Unit 4.672
No. of Units (End of '
Period) 454,803,889
Distribution Rate per Unit 0.175

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

FY97-98

1st Qotr

2,125.0
20.5
71.9

0.5
(1.4)
(20.7)

(0.1)

2,195.7
4.782

459,182,234
0.0450




Summary Investment Report at November 30, 1997 ,.--

SHORT/INTERMEDIATE TERM FURD
SUMMARY REPORT
($ millions)

FY96-97 FY97-98

Full Year 1st otr

Beginning Net Assets 1,332.1 1,631.4

Contributions .

(Net of Withdrawals) 274.3 (26.9)

w Investment Return 115.4 40.4

g Expenses (0.4) (0.1)

. Distributions of Income - (90.0) (25.1)

| Ending Net Assets 1,631.4 1,619.7
s Report prepared in accordance with Sec. 51.0032 of the Texas Education Code.
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ASSET TYPES

Cash & Equivalents: BOOK MARKET DBOOK MARKET BOOK MARKET BOOK MARKET BOOK MARKET DBOOK MARKET
34728 34728 637 637

(18,958) (18,938) 1,673 1673
0 70 2310 2310

39,088 39,950 8,424 8,753
11,093 11,758 321 527

Beginning value 9/1/97
Increase/(Decrease)
Ending value 11/30/97

Debt Securities:
Beginning value 9/1/97

Increase/(Decrease)
Ending value 11/30/97

Equity Securities:
Boginning value 9/197

Increase/(Decrease)
Ending value 11/30/97

Other:
Boginning value %/1/97
Increase/(Decrease)
Ending value 11/30/97

Report prepared in accordance with Sec. 51.0032 of the Texas Educatiop Code.
Details of individual assets by account furnished upon request.

DESIGNATED RESTRICTED

SEPARATELY INVESTED ASSETS

SUMMARY REPORT
(3 thousands)

FUND TYPE

SIMILARFUNDS INCOME FUNDS AGENCY FUNDS OPERATING FUNDS

TOTAL

569,320 569,320

; 2,647)
T3%I08 34,108

BOOK
621,542
(75.434)

621,542
(75,434)

A »

(1,143)  (L.116)

16,348 24,548 4,127 4,764
176 744 998 1,080

> !.IB slm

(M0) (730) S213 6,075
298 298 (76) 4
—3I3 T eI3

'y

51,219 52,408
8,214 9,081
21,873 35,615
19 (1,417)
21,
5,213 6,075
36 160
3,335 6,235




2. . T. egents: Proposed endme to t

Investment Policy Statements for the Permanent University

0 d, Short t ediate T rt

at ested dowme S nd
Other Accounts.--

RECOMMENDATION

The Board of Directors of The University of Texas Investment
Management Company recommends that the U. T. Board of Regents
approve amendments as shown in congressional style to the
following Investment Policy Statements:

a. Permanent University Fund Investment Policy
Statement as set out on Pages B of R 39 - 50

b. Long Term Fund Investment Policy Statement as

set out on Pages B of R 51 - 62

c. Short/Intermediate Term Fund Investment Policy

Statement as set out on Pages B of R 63 - 69

d. Short Term Fund Investment Policy Statement as

set out on Pages B of R 70 - 75

e. Separately Invested Endowment, Trust, and Other
Accounts Investment Policy Statement as set out
on Pages B of R 76 - 82.

GROUN N TION

Section 3(a) of the Investment Management Services Agreement
dated March 1, 1996, between the Board of Regents of The
University of Texas System and The University of Texas
Investment Management Company ("UTIMCO") provides that UTIMCO
shall review the investment policies of the assets under its
management and recommend any changes of such policies for
approval by the U. T. Board of Regents. The proposed
amendments are the result of an annual policy review and
were approved by the UTIMCO Board of Directors on Decem-

ber 15, 1997. General amendments are the consolidation of
the alternative equities asset class into marketable and




nonmarketable subclasses, expansion of the use of derivatives
to adjust asset allocation and in hedge fund strategies, sub-
ject to UTIMCO Board approval, and the placement of additional
limits when investing in repurchase agreements and other short
term cash and cash equivalent securities. Specific amendments
are the upgrading of the credit quality standard for PUF fixed
income investments and the redefinition of Long Term Fund
eligible fixed income investments to conform to the Lehman
Brothers Aggregate Bond Index and to restrict non-U. S. dollar
fixed income investments to no more than 7% of Fund assets.




THE UNIVERSITY OF TEXAS SYSTEM
PERMANENT UNIVERSITY FUND
INVESTMENT POLICY STATEMENT

Purpose

Th?l)’ermanent University Fund (the “Fund”) is a public endowment contributing to the
support of institutions of The University of Texas System (other than The University of
Texas-Pan American and The University of Texas at Brownsville) and institutions of The
Texas A&M University System (other than Texas A&M University--Corpus Christi,
Texas A&M International University, Texas A&M University--Kingsville, West Texas
A&M University, Texas A&M University--Commerce,[and] Texas A&M University--
Texarkana, and Baylor College of Dentistry).

Fund Organization

The Permanent University Fund was established in the Texas Constitution of 1876
through the appropriation of land grants previously given to The University of Texas at
Austin plus one million acres. The land grants to the Permanent University Fund were
completed in 1883 with the contribution of an additional one million acres of land.
Today, the Permanent University Fund contains 2,109,190 acres of land (the “PUF
Lands”) located in 24 counties primarily in West Texas.

The 2.1 million acres comprising the PUF Lands produce two streams of income: a)
mineral income, primarily in the form of oil and gas royalties and b) surface income, in
the form of surface leases and easements. Under the Texas Constitution, mineral income,
as a non-renewable source of income, remains a non-distributable part of PUF corpus,
and is invested in securities. Surface income, as a renewable source of income, is
distributed to the Available University Fund, (the “AUF”) as received.

The Constitution prohibits the distribution and expenditure of mineral income contributed
to the Fund and the realized and unrealized gains earned from Fund investments. The
Constitution also requires the distribution of all PUF investment income to the AUF to be
expended for certain authorized purposes.

The expenditure of PUF income distributed to the AUF is subject to a prescribed order of
priority:

First, expenses incurred in the administration of PUF Lands and Investments.
Resolutions adopted by the U. T. Board of Regents (the “U. T. Board™) require that
administrative expenses of the PUF be restricted to a minimum consistent with prudent
business judgment. Second, following a 2/3rds and 1/3rd allocation of distributed PUF
income (net of administrative expenses) to the U. T. System and Texas A&M University
System, respectively, expenditures for debt service on PUF bonds. Article VII of the
Texas Constitution authorizes the U. T. Board and the Texas A&M University System
(the “TAMUS Board”) to issue bonds payable from their respective interests in
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distributed PUF income to finance permanent improvements and to refinance outstanding
PUF obligations. The Constitution limits the amount of bonds and notes secured by each
System’s interest in divisible PUF income to 20% and 10% of the book value of PUF
investment securities, respectively. Bond resolutions adopted by both Boards also
prohibit the issuance of additional PUF parity obligations unless the projected interest in
PUF net income for each System covers projected debt service at least 1.5 times.

Third, expenditures to fund a) excellence programs specifically at U. T. Austin,[aad]
Texas A&M University and Prairie View A&M University and b) the administration of
the university systems.

The distribution of income and expenditures from the PUF to the AUF is depicted below
in
Exhibit 1:

Exhibit 1

Permanent University Fend

West Texas Lands Investments
(2.1 million acres) h

Mincral Receipts

~ Ddurface Dividend and
Income interest Income
l s
Y Y

! Avsilable University Fund

I

k Less Divisible Expenditures

v

2/3 o UT System 173 to ARM System
1 Payment of interest & principal Payment of interest & principal
on UT-issucd PUF Bonds on AkM-issued PUF Bonds
%
‘ The University of Texas at Austin Texas A&M University
| ! Prairic View A&M University

Fund Management .

Article VII of the Texas Constitution assigns fiduciary responsibility for managing and
investing the Fund to the U. T. Board. Article VII authorizes the U. T. Board, subject to
procedures and restrictions it establishes, to invest the Fund in any kind of investments
and in amounts it considers appropriate, provided that it adheres to the prudent person
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investment standard. This standard requires that the U. T. Board, in making investments,
shall exercise the judgment and care under the circumstances then prevailing which
persons of ordinary prudence, discretion and intelligence exercise in the management of
their own affairs, not in regard to speculation but in regard to the permanent disposition
of their funds, considering the probable income therefrom as well as the probable safety
of their capital.

Ultimate fiduciary responsibility for the Fund rests with the Board. ‘Section 66.08 of the
Texas Education Code authorizes the U. T. Board to delegate to its committees, officers
or employees of the U. T. System and other agents the authority to act for the U. T. Board
in investment of the PUF. The Fund shall be managed through The University of Texas
Investment Management Company ("UTIMCO") which shall a) recommend investment
policy for the Fund, b) determine specific asset allocation targets, ranges and performance
benchmarks consistent with Fund objectives, and ¢) monitor Fund performance against
Fund objectives. UTIMCO shall invest the Fund’s assets in conformity with investment

policy.

Unaffiliated investment managers may be hired by UTIMCO to improve the Fund’s
return and risk characteristics. Such managers shall have complete investment discretion
unless restricted by the terms of their management contracts. Managers shall be
monitored for performance and adherence to investment disciplines.

Fund Administration

UTIMCO shall employ an administrative staff to ensure that all transaction and
accounting records are complete and prepared on a timely basis. Internal controls shall be
emphasized so as to provide for responsible separation of duties and adequacy of an audit
trail. Custody of Fund assets shall comply with applicable law and be structured so as to
provide essential safekeeping and trading efficiency.

Fund Investment Objectives

The primary investment objective shall be to preserve the purchasing power of Fund
assets and annual distributions by earning an average annual total return after inflation of
5.5% over rolling ten-year periods or longer. The Fund’s success in meeting its
objectives depends upon its ability to generate high returns in periods of low inflation that
will offset lower returns generated in years when the capital markets underperform the
rate of inflation.

The secondary fund objective is to generate a fund return in excess of the Policy Portfolio
benchmark over rolling five-year periods or longer. The Policy Portfolio benchmark will
be established by UTIMCO and will be comprised of a blend of asset class indices
weighted to reflect Fund asset allocation policy targets.

The U. T. Board recognizes that achievement of Fund investment objectives is

substantially hindered by the inability to make distributions on a total return basis and
current distribution rates in excess of long-term equilibrium levels.
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Asset Allocation

Asset allocation is the primary determinant of investment performance and subject to the
asset allocation ranges specified herein is the responsibility of UTIMCO. Specific asset
allocation targets may be changed from time to time based on the economic and
investment outlook.

Fund assets shall be allocated among the following broad asset classes based upon their
individual return/risk characteristics and relationships to other asset classes:

1. Cash Equivalents - are highly reliable in protecting the purchasing power of
current income streams but historically have not provided a reliable return in
excess of inflation. Cash equivalents provide good liquidity under both deflation -
and inflation conditions.

2. Fixed Income Investments - offer the best protection for hedging against the threat
of deflation by providing a dependable and predictable source of Fund. Such
bonds should be high quality, and intermediate to long-term maturity with
reasonable call protection in order to ensure the generation of current income and
preservation of nominal capital even during periods of severe economic
contraction.

3. Equities - provide both current income and growth of income, but their principal
purpose is to provide appreciation of the Fund. Historically, returns for equities
have been higher than for bonds over all extended periods. As such, equities
represent the best chance of preserving the purchasing power of the Fund.

4. Alternative Equities [Assets] - generally consist of alternative marketable [liquid)
investments and [y] alternative non-marketable [illiquid] investments[,-and

mﬂahon-hedg.mg-asuts] Alternative equity [asset] investments shall be
[considered-to-be-squities-and] expected to earn superior equity type returns over

extended periods. The advantages of alternative equity investments is that they
enhance long-term returns through investment in inefficient, complex markets.
They offer reduced volatility of Fund asset values through their characteristics of
low correlation-characteristics with listed equities and fixed income instruments.
The disadvantages of this asset class are that they may be [ar¢] illiquid, require
higher and more complex fees, and are frequently dependent on the quality of
external managers. In addition, they possess a limited return history versus
traditional stocks and bonds. The risk of alternative equity investments shall be
controlied with extensive due diligence and diversification[efinvestments].

Alternative Marketable Equities [Iavestments] -

These investments are broadly defined to include hedge funds, arbitrage
and special situation funds, high yield bonds, distressed debt, market
neutral, commodities [ebligations] and other non-traditional investment
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strategies whose underlying securities are traded on public exchanges or
are otherwise readily marketable. As such, they offer faster drawdown of
committed capital and earlier realization potential than alternative non-
marketable [Zilliquid"] investments. Alternative marketable investments
may be made through partnerships, but they will generally provide
investors with liquidity at least annually.

Alternative Non-Marketable [Hliguid] Investments -

These investments are [generally] held either through limited partnership
or as direct ownership interests. They include special [private] equity,
[buxeuty] mezzanine [debi-and] venture capital, oil and gas, real estate and
other investments that are privately held and which are not registered for
sale on public exchanges. In partnership form [general], these investments
require a commitment of capital for extended periods of time with no
liquidity.

] " 1] ... . .]]. -i- ) ) ]

Asset Allocation Policy

The asset allocation policy and ranges herein recognize that the Fund’s return/risk profile
can be enhanced by diversifying the Fund’s investments across different types of assets
whose returns are not closely correlated. The targets and ranges seek to protect the Fund
against both routine illiquidity in normal markets and extraordinary illiquidity during a
period of extended deflation.

The long-term asset allocation policy [targets] for the Fund must recognize[s] that the
5.5% real return objective requires [implies] a high allocation to broadly defined equities,
including domestic; international stocks, and alternative equity [asset] investments of
50% to 90%. The allocation to Fixed Income should therefore not exceed 50% of the
Fund.

The Board delegates authority to UTIMCO to establish specific neutral asset allocations
[tazgets] and ranges within the broad policy guidelines described above. UTIMCO may
establish specific asset allocation targets and ranges for large and small capitalization

U. S. stocks, established and emerging market international stocks, marketable and non-
marketable [illiquid] alternative equity [asset] investments, and other asset classes as well
as the specific performance objectives for each asset class. Specific asset allocation
policies shall be decided by UTIMCO and reported to the U. T. Board.




Performance Measurement

The investment performance of the Fund will be measured by an unaffiliated
organization, with recognized expertise in this field and reporting responsibility to the
UTIMCO Board, and compared against the stated investment benchmarks [ebjectives] of
the Fund. Such measurement will occur at least annually, and evaluate the results of the
total Fund, major classes of investment assets, and individual portfolios.

Investment Guidelines

The Fund must be invested at all times in strict compliance with applicable law. The
primary and constant standard for making investment decisions is the "Prudent Person
Rule.”

Investment guidelines include the following:

General

. All investments will be U. S. dollar denominated assets unless held by an internal
or external portfolio manager with discretion to invest in foreign currency
denominated securities.

° Investment policies of any unaffiliated liquid investment fund must be reviewed
and approved by the chief investment officer prior to investment of Fund assets in
such liquid investment fund.

° No securities may be purchased or held which would jeopardize the Fund’s tax-
exempt status.

] No investment strategy or program may purchase securities on margin or use
leverage unless specifically authorized by the UTIMCO Board.

° No investment strategy or program employing short sales may be made unless
specifically authorized by the UTIMCO Board.

° The Fund may utilize Derivative Securities with the approval of the UTIMCO
Board to; a) simulate the purchase or sale of an underlying market index while
retaining a cash balance for fund management purposes; b)[s] to facilitate trading;
¢)[s] to reduce transaction costs; d)[y-e#} to seek higher investment returns when a
Derivative Security is priced more attractively than the underlying security; €) to
[ex] index or to hedge risks associated with Fund investments; or f) to adjust the
market exposure of the asset allocation, including long and short strategies;
provided that: i) no leverage is employed in the implementation of such

Denvatlve purchases or sales, n) [Such-DeMwo-Secunﬁes—shaﬂ-be—doﬂned—to

Derivative-Securit-contracts-provided-that] no more than 5% of Fund assets are
required as an intitial [a] margin deposit for such contracts[~Additienally]; iii)
the Fund’s investments in warrants shall not exceed more than 5% of the Fund’s
net assets or 2% with respect to warrants not listed on the New York or American
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Stock Exchanges. [Underno-circumstances-may-Derivative-Securitics-be-used-for

. .
Q L Der:

were-not-being-utilized] Notwithstanding the above, leverage strategies are
permissible within the alternative equities investment class with the approval of
the UTIMCO Board, if the investment strategy is uncorrelated to the Fund as a
whole, the manager has demonstrated skill in the strategy, the strategy implements
systematic risk control techniques, value at risk measures, and pre-defined risk

parameters.

Such Derivative Securities shall be defined to be those instruments whose value is
derived, in whole or part, from the value of any one or more underlying assets, or
index of assets (such as stocks, bonds, commodities, interest rates, and currencies)
and evidenced by forward, futures, swap, cap, floor, option, and other applicable
contracts.

UTIMCO shall attempt to minimize the risk of an imperfect correlation between
the change in market value of the securities held by the Fund and the prices of
Derivative Security investments by investing in only those contracts whose
behavior is expected to resemble that of the Fund’s underlying securities.
UTIMCO also shall attempt to minimize the risk of an illiquid secondary market
for a Derivative Security contract and the resulting inability to close a position
prior to its maturity date by entering into such transactions on an exchange with
an active and liquid secondary market. The net market value of exposure of
Derivative Securities purchased or sold over the counter may not represent more
than 15% of the net assets of the Fund.

In the event that there are no Derivative Securities traded on a particular market
index such as MSCI EAFE, the Fund may utilize a composite of other Derivative
Security contracts to simulate the performance of such index. UTIMCO shall
attempt to reduce any tracking error from the low correlation of the selected
Derivative Securities with its index by investing in contracts whose behavior is
expected to resemble that of the underlying securities.

UTIMCO shall minimize the risk that a party will default on its payment
obligation under a Derivative Security agreement by entering into agreements that
mark to market no less frequently than monthly and where the counterparty is an
investment grade credit. UTIMCO also shall attempt to mitigate the risk that the
Fund will not be able to meet its obligation to the counterparty by investing the
Fund in the specific asset for which it is obligated to pay a return or by holding
adequate short-term investments.

The Fund may be invested in foreign currency forward and foreign currency
futures contracts in order to maintain the same currency exposure as its respective
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index or to protect against anticipated adverse changes in exchange rates among
foreign currencies and between foreign currencies and the U. S. dollar.

Cash and Cash Equivalents

Holdings of cash and cash equivalents may include internal short term pooled investment
funds managed by UTIMCO.

Unaffiliated liquid investment funds must be approved by the chief investment
officer.

Deposits of the Texas State Treasury.

Commercial paper must be rated in the two highest quality classes by Moody’s
Investors Service, Inc. (P1 or P2) or Standard & Poor’s Corporation (Al or A2).
Negotiable certificates of deposit must be with a bank that is associated with a
holding company meeting the commercial paper rating criteria specified above or
that has a certificate of deposit rating of 1 or better by Duff & Phelps.

Bankers’ Acceptances must be guaranteed by an accepting bank with a minimum
certificate of deposit rating of 1 by Duff & Phelps.

Repurchase Agreements and Reverse Repurchase Agreements must be with a
domestic dealer selected by the Federal Reserve as a primary dealerin U. S.
Treasury securities; or a bank that is associated with a holding company meeting
the commercial paper rating criteria specified above or that has a certificate of
deposit rating of 1 or better by Duff & Phelps.

Repurchase Agreements shall be collateralized to 102% of their market value

marked to market on a daily basis.
Reverse Repurchase Agreements and their coincident re-investment will be

entered into on a matched book basis. The re-investment vehicles for the matched
book transactions shall be the same Cash and Cash Equivalent instruments listed
above. The rules for trading Repurchase Agreements and Reverse Repurchase
Agreements shall follow the Public Securities Association standard industry
terms.

Mortgdge Backed Securities (MBS) Dollar shall be executed as matched book

transactions in the same manner as Reverse Repurchase Agreements above. As
above, the rules for trading MBS Dollar Rolls shall follow the Public Securities
Association standard industry terms.

Fixed Income

Holdings of domestic fixed income securities shall be limited to those securities a) issued
by or fully guaranteed by the U. S. Treasury, U. S. Government-Sponsored Enterprises,
or U. S. Government Agencies and b) issued by corporations and municipalities. Within
this overall limitation:

Not less than 50% of the market value of domestic fixed income securities shall be

invested in direct obhg,atlons of [socunﬁamsued—byor—ﬁaﬂ*gm&eod—by] the U. S.
Treasury[y-L-S-G

Agencies].
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e Not more than 5[8]% of the market value of domestic fixed income securities may be
invested in corporate and municipal bonds of a single issuer provided that such bonds,
at the time of purchase are [@)] rated, not less than Baa or BBB, or the equivalent, by
any two nationally-recognized rating services, such as Moody’s Investors Service,
Standard & Poor ] Corporatlon or Fltch Investors Servwe[,-epb)-l-n-theeuem-that-a

e The weighted average maturity of the domestic fixed income portfolio shall be not
less than ten years unless approved in advance by the UTIMCO Board.

These guidelines shall not requiré the sale of any fixed income investments prior to their
scheduled maturities unless the credit quality of the fixed income portfolio shall decline
below Aa2.

Equities

e The Fund shall:

— hold no more than 25% of its equity securities in any one industry
or industries (as defined by the standard industry classification
code and supplemented by other reliable data sources) at market

— hold no more than 5% of its equity securities in the securities of
one corporation at cost [market] unless authorized by the chief
investment officer.

Alternative Equities[Assets]

Investments in alternative equities [assets] may be made through management contracts
with unaffiliated orgamzatlons (including but not limited to limited partnerships, trusts,
and joint ventures) so long as such organizations:

possess specialized investment skills
possess full investment discretion subject to the management
agreement
e are managed by principals with a demonstrated record of 4
accomplishment and performance in the investment strategy being
undertaken
e align the interests of the investor group with the management as
closely as possible




e charge fees and performance compensation which do not exceed prevailing industry
norms at the time the terms are negotiated.

Investments in alternative equities [assets] also may be made directly by UTIMCO in co-
investment transactions sponsored by and invested in by a management firm or
partnership in which the Fund has invested prior to the co-investment or in transactions
sponsored by investment firms well-known to UTIMCO management, provided that such
direct investments shall not exceed 25% of the market value of the alternative assets
portfolio at the time of the direct investment.

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

Fund Distributions
The Fund shall balance the needs and interests of present beneficiaries with those of the
future. Fund spending policy objectives shall be to:

a) provide a predictable, stable stream of distributions over time

b) ensure that the inflation adjusted value of distributions is maintained
over the long-term

c) ensure that the inflation adjusted value of Fund assets after
distributions is maintained over the long-term.

The goal is for the Fund’s average spending rate over time not to exceed the Fund’s
average annual investment return after inflation in order to preserve the purchasing power
of Fund distributions and underlying assets.

The Texas Constitution requires that all dividends, interest and other income earned from
Fund investments be distributed to the AUF. At the same time, the Constitution prohibits
the distribution of mineral income contributed to the Fund and any realized and
unrealized gains earned on such contributions.

UTIMCO shall be responsible for the establishment of the Fund’s asset allocation so as to
produce an annual income distribution that balances the needs of current beneficiaries
with those of future beneficiaries. The Board explicitly recognizes that the generation of
income under the Constitutional provisions governing the Fund is highly dependent upon
the level of interest rates over which the UTIMCO Board has no control. It also
recognizes that the distribution rate as a percentage of the Fund’s assets is above average
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and that the maintenance of current levels of distributed income reduces the UTIMCO
Board’s ability to grow income over time.

Fund Accounting

The fiscal year of the Fund shall begin on September 1st and end on August 31st. Market
value of the Fund shall be maintained on an accrual basis in compliance with Financial
Accounting Standards Board Statements, Government Accounting Standards Board
Statements, industry guidelines, and state statutes, whichever is applicable. Significant
asset write-offs or write-downs shall be approved by the chief investment officer and
reported to the UTIMCO Board.

Valuation of Assets

As of the close of business on the last business day of each month, UTIMCO shall
determine the fair market value of all Fund net assets. Such valuation of Fund assets
shall be based on the bank trust custody agreement in effect at the date of valuation.
Valuation of alternative assets shall be determined in accordance with the UTIMCO
Valuation Criteria for Alternative Assets.

The fair market value of the Fund’s net assets shall include all related receivables and
payables of the Fund on the valuation. Such valuation shall be final and conclusive.

Securities Lending

The Fund may participate in a securities lending contract with a bank or nonbank security
lending agent for either short-term or long-term purposes of realizing additional income.
Loans of securities by the Fund shall be collateralized by cash, letters of credit or
securities issued or guaranteed by the U. S. Government or its agencies. The collateral
will equal at least 100% of the current market value of the loaned securities. The contract
shall state acceptable collateral for securities loaned, duties of the borrower, delivery of
loaned securities and collateral, acceptable investment of collateral and indemnification
provisions. The contract may include other provisions as appropriate. The securities
lending program will be evaluated from time to time as deemed necessary by the
UTIMCO Board. Monthly reports issued by the agent shall be reviewed by UTIMCO to
insure compliance with contract provisions.

Investor Responsibility

As a shareholder, the Fund has the right to a voice in corporate affairs consistent with
those of any shareholder. These include the right and obligation to vote proxies in a
manner consistent with the unique role and mission of higher education as well as for the
economic benefit of the Fund. Notwithstanding the above, the UTIMCO Board shall
discharge its fiduciary duties with respect to the Fund solely in the interest of Fund
unitholders and shall not invest the Fund so as to achieve temporal benefits for any
purpose including use of its economic power to advance social or political purposes.
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Amendment of Policy Statement
The Board of Regents reserves the right to amend the Investment Policy Statement as it
deems necessary or advisable.

Effective Date
The effective date of this policy shall be February 12, 1998[Eebruary-6,-1997].
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THE UNIVERSITY OF TEXAS SYSTEM
LONG TERM FUND
INVESTMENT POLICY STATEMENT

Purpose

The Long Term Fund (the "Fund"), succeeded the Common Trust Fund in February,
1995, and was established by the Board of Regents of The University of Texas System
(the "Board") as a pooled fund for the collective investment of private endowments and
other long-term funds supporting various programs of The University of Texas System.
The Fund provides for greater diversification of investments than would [what-might} be
possible if each account were managed separately.

Fund Organization

The Fund is organized as a mutual fund in which each eligible account purchases and
redeems Fund units as provided herein. The ownership of Fund assets shall at all times
be vested in the Board. Such assets shall be deemed to be held by the Board, as a
fiduciary, regardless of the name in which the assets may be registered.

Fund Management

Ultimate fiduciary responsibility for the Fund rests with the Board. Section 163 of the
Property Code authorizes the U. T. Board to delegate to its committees, officers or
employees of the U. T. System and other agents the authority to act for the U. T. Board in
the investment of the Fund. The Fund shall be governed through The University of Texas
Investment Management Company ("UTIMCO") which shall a) recommend investment
policy for the Fund, b) determine specific asset allocation targets, ranges, and
performance benchmarks consistent with Fund objectives, and ¢) monitor Fund
performance against Fund objectives. UTIMCO shall invest the Fund assets in
conformity with investment policy.

Unaffiliated investment managers may be hired by UTIMCO to improve the Fund’s
return and risk characteristics. Such managers shall have complete investment discretion
unless restricted by the terms of their management contracts. Managers shall be
monitored for performance and adherence to investment disciplines.

Fund Administration

UTIMCO shall employ an administrative staff to ensure that all transaction and
accounting records are complete and prepared on a timely basis. Internal controls shall be
emphasized so as to provide for responsible separation of duties and adequacy of an audit
trail. Custody of Fund assets shall comply with applicable law and be structured so as to
provide essential safekeeping and trading efficiency.

Funds Eligible to Purchase Fund Units

No fund shall be eligible to purchase units of the Fund unless it is under the sole control,
with full discretion as to investments, by the Board and/or UTIMCO.
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Any fund whose governing instrument contains provisions which conflict with this Policy
Statement, whether initially or as a result of amendments to either document, shall not be
eligible to purchase or hold units of the Fund.

The funds of a foundation which is structured as a supporting organization described in
Section 509(a) of the Internal Revenue Code of 1986, which supports the activities of the
U. T. System and its component institutions, may purchase units in the Fund provided
that:

>

the purchase of Fund units by foundation funds is approved by the chief
investment officer

all members of the foundation's governing board are also members of the
Board

the foundation has the same fiscal year as the Fund

a contract between the Board and the foundation has been executed
authorizing investment of foundation funds in the Fund

no officer of such foundation, other than members of the Board, the
Chancellor, the chief investment officer or his or her delegate shall have any
control over the management of the Fund other than to request purchase and
redemption of Fund units.

on W

tm

Fund Investment Objectives

The primary investment objective shall be to preserve the purchasing power of Fund
assets and annual distributions by earning an average annual total return after inflation of
5.5% over rolling ten year periods or longer. The Fund’s success in meeting its
objectives depends upon its ability to generate high returns in periods of low inflation that
will offset lower returns generated in years when the capital markets underperform the
rate of inflation.

The secondary fund objectives are to generate a fund return in excess of the Policy
Portfolio benchmark and the average median return of the universe of the college and
university endowments as reported annually by Cambridge Associates and NACUBO
over rolling five-year periods or longer. The Policy Portfolio benchmark will be
established by UTIMCO and will be comprised of a blend of asset class indices weighted
to reflect Fund’s asset allocation policy targets.

Asset Allocation

Asset allocation is the primary determinant of investment performance and, subject to the
asset allocation ranges specified herein, is the responsibility of UTIMCO. Specific asset
allocation targets may be changed from time to time based on the economic and
investment outlook. Fund assets shall be allocated among the following broad asset
classes based upon their individual return/risk characteristics and relationships to other
asset classes:
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. Cash Equivalents - are highly reliable in protecting the purchasing power of
current income streams but historically have not provided a reliable return in
excess of inflation. Cash equivalents provide good liquidity under both deflation
and inflation conditions.

. Fixed Income Investments - offer the best protection for hedging against the threat
of deflation by providing a dependable and predictable source of Fund income.
Such bonds should be high quality, and intermediate to long-term duration with
reasonable call protection in order to ensure the generation of current income and
preservation of nominal capital even during periods of severe economic
contraction.

. Equities - provide both current income and growth of income, but their principal
purpose is to provide appreciation of the Fund. Historically, returns for equities
have been higher than for bonds over all extended periods. Therefore, equities
represent the best chance of preserving the purchasing power of the Fund.

. Alternative Equities[Assets] - generally consist of alternative marketable [liquid]
investments and [y] alternative non-marketable [illiquid] investments [y-and

inflation-hedging-assets]. Alternative equity [asset] investments shall be

[considered-to-be-equities-and] expected to earn superior equity type returns over
extended periods. The advantages of alternative equity investments is that they

enhance long-term returns through investment in inefficient, complex markets.
They offer reduced volatility of Fund asset values through their characteristics of
low correlation-characteristics with listed equities and fixed income instruments.
The disadvantages of this asset class are that they may be [a#8] illiquid, require
higher and more complex fees, and are frequently dependent on the quality of
external managers. In addition, they possess a limited return history versus
traditional stocks and bonds. The risk of alternative equity investments shall be
controlled with extensive due diligence and diversification [efinvestments).

Alternative Marketable Equities [lavestments] -
These investments are broadly defined to include hedge funds, arbitrage

and special situation funds, high yield bonds, distressed debt, market
neutral, commodities [ebligatiens] and other non-traditional investment
strategies whose underlying securities are traded on public exchanges or
are otherwise readily marketable. As such, they offer faster drawdown of
committed capital and earlier realization potential than alternative non-
marketable [Zilliquid=] investments. Alternative marketable investments
may be made through partnerships, but they will generally provide
investors with liquidity at least annually.
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Alterative Non-Marketable [Hliguid] Investments -

These investments are [generally] held through either limited partnership
or as direct ownership interests. They include special [prvate] equity,
[buyeut;] mezzanine [debtr-and] venture capital, 0il and gas, real estate and
other investments that are privately held and which are not registered for
sale on public exchanges. In partnership form [general], these investments
require a commitment of capital for extended periods of time with no
liquidity. They also generally require an extended period of time to
achieve targeted investment levels.

o “;ﬂat:j“ accelerai- .1"1.““. ;". vostments “.]'a’ be-made-through

Asset Allocation Policy

The asset allocation policy and ranges herein recognize that the Fund’s return/risk profile
can be enhanced by diversifying the Fund’s investments across different types of assets
whose returns are not closely correlated. The targets and ranges seek to protect the Fund
against both routine illiquidity in normal markets and extraordinary illiquidity during a
period of extended deflation.

The long-term asset allocation policy [targets] for the Fund must recognize[s] that the
5.5% real return objective requires [implies] a high allocation to broadly defined equities,
including domestic, international stocks, and alternative equity [asset] investments, of
68% [40%] to 90%. The allocation to fixed income investments should therefore not
exceed 32% [30%)] of the Fund.

The Board delegates authority to UTIMCO to establish specific neutral asset allocations
[targets] and ranges within the broad policy guidelines described above. UTIMCO may
establish specific asset allocation targets and ranges for large and small capitalization

U. 8. stocks, established and emerging market international stocks, marketable and non-
marketable [liquid] alternative equity [asset] investments, and other asset classes as well
as the specific performance objectives for each asset class. Specific asset allocation
policies shall be decided by UTIMCO and reported to the U. T. Board.

Performance Measurement

The investment performance of the Fund will be measured by an unaffiliated
organization, with recognized expertise in this field and reporting responsibility to the
UTIMCO Board, and compared against the stated investment benchmarks [ebjestixes] of
the Fund. Such measurement will occur at least annually, and evaluate the results of the
total Fund, major classes of investment assets, and individual portfolios.
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Investment Guidelines
The Fund must be invested at all times in strict compliance with applicable law. The
primary and constant standard for making investment decisions is the "Prudent Person
Rule."

Investment guidelines include the following:

General

° All investments will be U. S. dollar denominated assets unless held by an internal

or external portfolio manager with discretion to invest in foreign currency

denominated securities.

Investment policies of any unaffiliated liquid investment fund must be reviewed

and approved by the chief investment officer prior to investment of Fund assets in

such liquid investment fund.

No securities may be purchased or held which jeopardize the Fund’s tax exempt

status.

. No investment strategy or program may purchase securities on margin or use
leverage unless specifically authorized by the UTIMCO Board.

a——No investment strategy or program employing short sales may be made unless
specifically authorized by the UTIMCO Board.

a___The Fund may utilize Derivative Securities with the approval of the UTIMCO
Board to; a) simulate the purchase or sale of an underlying market index while
retaining a cash balance for fund management purposes; b) [4] to facilitate trading;
¢) [,] to reduce transaction costs; d) [»-e¥] to seck higher investment returns when a
Derivative Security is priced more attractively than the underlying security; ¢) to
[eF] index or to hedge risks associated with Fund investments; or f) to adjust the
market exposure of the asset allocation, including long and short strategies;
provided that; i) no leverage is employed in the implementation of such

Denvatlve purchases or sales; ii) [Such-Deswahue-Seeunhes—shalLbe-deﬁmd—to

DeswaﬁwSeeunty—co;Ms—pmded—that] no more than 5% of Fund assets are
required as an initial[a] margin deposit for such contracts;[~—Additienally] iii) the

Fund’s investments in warrants shall not exceed more than 5% of the Fund’s net
assets or 2% with respect to warrants not listed on the New York or American

Stock Exchanges [Uaderno-circumsiancesmay-Dorvaiive-Securities-be-used for

we;e-not-being-uahzed.] Notwn.hstand ling the above leverage strategles are
permissible within the alternative equities investment class with the approval of
the UTIMCO Board, if the investment strategy is uncorrelated to the Fund as a
whole, the manager has demonstrated skill in the strategy, the strategy implements
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systematic risk control techniques, value at risk measures, and pre-defined risk

parameters.

Such Derivative Securities shall be defined to be those instruments whose value is
derived, in whole or part, from the value of any one or more underlying assets, or
index of assets (such as stocks, bonds, commodities, interest rates, and currencies)
and evidenced by forward, futures, swap, cap, floor, option, and other applicable
contracts. -

UTIMCO shall attempt to minimize the risk of an imperfect correlation between
the change in market value of the securities held by the Fund and the prices of
Derivative Security investments by investing in only those contracts whose
behavior is expected to resemble that of the Fund’s underlying securities.
UTIMCO also shall attempt to minimize the risk of an illiquid secondary market
for a Derivative Security contract and the resulting inability to close a position
prior to its maturity date by entering into such transactions on an exchange with
an active and liquid secondary market. The net market value of exposure of
Derivative Securities purchased or sold over the counter may not represent more
than 15% of the net assets of the Fund.

In the event that there are no Derivative Securities traded on a particular market
index such as MSCI EAFE, the Fund may utilize a composite of other Derivative
Security contracts to simulate the performance of such index. UTIMCO shall
attempt to reduce any tracking error from the low correlation of the selected
Derivative Securities with its index by investing in contracts whose behavior is
expected to resemble that of the underlying securities.

UTIMCO shall minimize the risk that a party will default on its payment
obligation under a Derivative Security agreement by entering into agreements that
mark to market no less frequently than monthly and where the counterparty is an
investment grade credit. UTIMCO also shall attempt to mitigate the risk that the
Fund will not be able to meet its obligation to the counterparty by investing the
Fund in the specific asset for which it is obligated to pay a return or by holding
adequate short-term investments.

The Fund may be invested in foreign currency forward and foreign currency
futures contracts in order to maintain the same currency exposure as its respective
index or to protect against anticipated adverse changes in exchange rates among
foreign currencies and between foreign currencies and the U. S. dollar.

B of R - 56




Cash and Cash Equivalents
Holdings of cash and cash equivalents may include internal short term pooled investment

funds managed by UTIMCO.
° Unaffiliated liquid investment funds must be approved by the chief investment
officer.

e Commercial paper must be rated in the two highest quality classes by Moody’s
Investors Service, Inc. (P1 or P2) or Standard & Poor’s Corporation (A1 or A2).

° Negotiable certificates of deposit must be with a bank that is associated with a
holding company meeting the commercial paper rating criteria specified above or
that has a certificate of deposit rating of 1 or better by Duff & Phelps.

o Bankers’ Acceptances must be guaranteed by an accepting bank with 2 minimum
certificate of deposit rating of 1 by Duff & Phelps.

o Repurchase Agreements and Reverse Repurchase Agreements must be with a
domestic dealer selected by the Federal Reserve as a primary dealer in U. S.
Treasury securities; or a bank that is associated with a holding company meeting
the commercial paper rating criteria specified above or that has a certificate of
deposit rating of 1 or better by Duff & Phelps.

. Repurchase Agreements shall be collateralized to 102% of their market value
marked to market on a daily basis.

° Reverse Repurchase Agreements and their coincident re-investment will be
entered into on a matched book basis. The re-investment vehicles for the matched
book transactions shall be the same Cash and Cash Equivalent instruments listed
above. The rules for trading Repurchase Agreements and Reverse Repurchase
Agreements shall follow the Public Securities Association standard industry
terms.

° Mortgage Backed Securities (MBS) Dollar shall be executed as matched book
transactions in the same manner as Reverse Repurchase Agreements above. As
above, the rules for trading MBS Dollar Rolls shall follow the Public Securities
Association standard industry terms.

Fixed Income

Domestic Fixed Income

Holdings of domestic fixed income securities shall be limited to those securities a)
issued by or fully guaranteed by the U. S. Treasury, U. S. Government-Sponsored
Enterprises, or U. S. Government Agencies, and b) issued by corporations and
mumcxpahtxes Wlthm this overall limitation:

dmmmmmm]

e Permissible securities for investment include the components of the Lehman

Brothers Aggregate Bond Index (LBAGG): investment grade government and
corporate securities, agency mortgage pass-through securities, and asset-
backed securities. These sectors are divided into more specific sub-indices; 1)
Government: Treasury and Agency; 2) Corporate: Industrial, Finance, Utility,
and Yankee; 3) Mortgage-backed securities: GNMA, FHLMC, and FNMA;
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and 4) Asset-backed securities. In addition to the permissible securities listed
above, the following securities shall be permissible: a) floating rate securities
with periodic coupon changes in market rates issued by the same entities that
are included in the LBAGG as issuers of fixed rate securities; b) medium term
notes issued by investment grade corporations; ¢) zero coupon bonds and
stripped Treasury and Agency securities created from coupon securities; and
d) structured notes issued by LBAGG qualified entities.

U.S. Domestic Bonds must be rated investment grade, Baa3 or better by

Moody’s Investors Services, BB+ by Standard & Poor’s Corporation, or an
equivalent rating by a nationally recognized rating agency at the time of
acquisition.

Not more than 5% of the market value of domestic fixed income securities
may be invested in corporate and municipal bonds of a single issuer provided
that such bonds, at the time of purchase, are [a)] rated, not less than Baa or
BBB, or the equivalent, by any two nationally-recognized rating services, such
as Moody’s Investors Service, Standard & Poor’s Corporation, or Fitch

Investors Serv1ce [MMMMM

—Non-U.S. Fixed Income

a—Not more than 35% [25% ] of the Fund’s fixed income portfolio may be

invested in non- U. S. dollar bonds. [International-cusrencisxposure-may-be
hedged-erunhedged-at-UTIMCO s-discretion.] Not more than 15% of the

Fund’s fixed income portfolio may be invested in bonds denominated in any

one currencx [oﬂ&c&ﬂommm—hpum&nﬁmmm

conothes cureency],
Non-dollar bond investments shall be restricted to bonds rated equivalent to
the same credit standard as the U.S. Fixed Income Portfolio. [Aa-orbetter]

Not more than 7.5% of the Fund’s fixed income portfolio may be invested in

Emerging Market debt.
International currency exposure may be hedged or unhedged at UTIMCO’s

Equities
I. The Fund shall:
A.

discretion or delegated by UTIMCO to an external investment manager.

hold no more than 25% of its equity securities in any one industry or
industries (as defined by the standard industry classification code and
supplemented by other reliable data sources) at market

hold no more than 5% of its equity securities in the securities of one
corporation at cost [masket] unless authorized by the chief investment officer.

B of R - 58




Alternative Assets
Investments in alternative assets may be made through management contracts with
unaffiliated organizations (including but not limited to limited partnerships, trusts, and
joint ventures) so long as such organizations:

II. possess specialized investment skills

III.  possess full investment discretion subject to the management
agreement

IV.  are managed by principals with a demonstrated record of
accomplishment and performance in the investment strategy being
undertaken

V. align the interests of the investor group with the management as
closely as possible

VI.  charge fees and performance compensation which do not exceed prevailing
industry norms at the time the terms are negotiated.

Investments in alternative assets also may be made directly by UTIMCO in co-
investment transactions sponsored by and invested in by a management firm or
partnership in which the Fund has invested prior to the co-investment or in transactions
sponsored by investment firms well known to UTIMCO management, provided that such
direct investments shall not exceed 25% of the market value of the alternative assets
portfolio at the time of the direct investment.

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

Fund Distributions
The Fund shall balance the needs and interests of present beneficiaries with those of the
future. Fund spending policy objectives shall be to:

a) provide a predictable, stable stream of distributions over time

b) ensure that the inflation adjusted value of distributions is
maintained over the long-term

c) ensure that the inflation adjusted value of Fund assets after
distributions is maintained over the long-term.

The goal is for the Fund’s average spending rate over time not to exceed the Fund’s

average annual investment return after inflation in order to preserve the purchasing power
of Fund distributions and underlying assets.
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Pursuant to the Uniform Management of Institutional Funds Act, a governing board may
distribute, for the uses and purposes for which the fund is established, the net realized
appreciation in the fair market value of the assets of an endowment fund over the historic
dollar value of the fund to the extent prudent under the standard provided by the Act. In
addition, income may be distributed for the purposes associated with the
endowments/foundations.

UTIMCO shall be responsible for establishing the Fund’s distribution percentage and
determining the equivalent per unit rate for any given year. Unless otherwise established
by UTIMCO and approved by the Board or prohibited by the Act, fund distributions shall
be based on the following criteria:

o {Stepl
~——The annual unit distribution amount [(cusrentlx$0-1-75-perunit)] shall be adjusted
annually based on the followmg formula [nmmmmm

o [Step-d}

A. Increase the prior year’s per unit distribution amount (cents per unit) by the

average inflation rate (C.P.1.) for the previous twelve quarters [past-three
years]. This w111 be [;s] the per unit dlstnbutlon amount for the next fiscal
year|[-beginain ' S owina-the-date-of the
WMWMW] Thxs amount may be
rounded to the nearest $.0005 per unit.

B. If the inflationary increase in Step A. [2] results in a distribution rate below
3.5%, (computed by taking the proposed distribution amount per unit divided
by the previous twelve quarter average market value price per unit) the
UTIMCO Board, at its sole discretion, may grant an increase in the
distribution amount as long as such increase does not result in a distribution
rate of more than 4.5%.

C. If the distribution rate exceeds 5.5%, (computed by taking the proposed
distribution amount per unit divided by the previous twelve quarter average
market value price per unit) the UTIMCO Board at its sole discretion, may
reduce the per unit distribution amount.
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Notwithstanding any of the foregoing provisions, the Board of Regents may approve a
per unit distribution amount that, in their judgment, would be more appropriate than the
rate calculated by the policy provisions.

Distributions from the Fund to the unitholders shall be made quarterly as soon as
practicable on or after the last business day of November, February, May, and August of
each fiscal year.

Fund Accounting

The fiscal year of the Fund shall begin on September 1st and end on August 31st. Market
value of the Fund shall be maintained on an accrual basis in compliance with Financial
Accounting Standards Board Statements, Government Accounting Standards Board
Statements, or industry guidelines, whichever is applicable. Significant asset write-offs
or write-downs shall be approved by the chief investment officer and reported to the
UTIMCO Board.

Valuation of Assets

As of the close of business on the last business day of each month, UTIMCO shall
determine the fair market value of all Fund net assets and the net asset value per unit of
the Fund. Such valuation of Fund assets shall be based on the bank trust custody
agreement in effect at the date of valuation. Valuation of alternative assets shall be
determined in accordance with the UTIMCO Valuation Criteria for Alternative Assets.

The fair market value of the Fund’s net assets shall include all related receivables and
payables of the Fund on the valuation date and the value of each unit thereof shall be its
proportionate part of such net value. Such valuation shall be final and conclusive.

Purchase of Fund Units

Purchase of Fund units may be made on any quarterly purchase date (September 1,
December 1, March 1, and June 1 of each fiscal year or the first business day subsequent
thereto) upon payment of cash to the Fund or contribution of assets approved by the chief
investment officer, at the net asset value per unit of the Fund as of the most recent
quarterly valuation date.

In order to permit complete investment of funds and to avoid fractional units, any
purchase amount will be assigned a whole number of units in the Fund based on the
appropriate per unit value of the Fund. Any fractional amount of purchase funds which
exceeds the market value of the units assigned will be transferred to the Fund but no units
shall be issued. Each fund whose monies are invested in the Fund shall own an undivided
interest in the Fund in the proportion that the number of units invested therein bears to the
total number of all units comprising the Fund.
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Redemption of Fund Units
Redemption of Units shall be paid in cash as soon as practicable after the quarterly
valuation date of the Fund. If the withdrawal is greater than $10 million, advance notice
of 30 business days shall be required prior to the quarterly valuation date. If the
withdrawal is for less than $10 million, advance notice of five business days shall be
required prior to the quarterly valuation date. If the aggregate amount of redemptions
requested on any redemption date is equal to or greater than 10% of the Fund’s net asset
value, the Board may redeem the requested units in installments and on a pro-rata basis
over a reasonable period of time that takes into consideration the best interests of all Fund
unitholders. Withdrawals from the Fund shall be at the market value price per unit
determined for the period of the withdrawal except as follows: withdrawals to correct
administrative errors shall be calculated at the per unit value at the time the error
occurred. To be considered an administrative error, the contribution shall have been
invested in the Fund for a period less than or equal to one year determined from the date
of the contribution to the Fund. This provision does not apply to transfer of units
between endowment unitholders.

Securities Lending

The Fund may participate in a securities lending contract with a bank or nonbank security
lending agent for either short-term or long-term purposes of realizing additional income.
Loans of securities by the Fund shall be collateralized by cash, letters of credit, or
securities issued or guaranteed by the U. S. Government or its agencies. The collateral
will equal at least 100% of the current market value of the loaned securities. The contract
shall state acceptable collateral for securities loaned, duties of the borrower, delivery of
loaned securities and collateral, acceptable investment of collateral and indemnification
provisions. The contract may include other provisions as appropriate. The securities
lending program will be evaluated from time-to-time as deemed necessary by the
UTIMCO Board. Monthly reports issued by the agent shall be reviewed by UTIMCO to
insure compliance with contract provisions.

Investor Responsibility

As a shareholder, the Fund has the right to a voice in corporate affairs consistent with
those of any shareholder. These include the right and obligation to vote proxies in a
manner consistent with the unique role and mission of higher education as well as for the
economic benefit of the Fund. Notwithstanding the above, the UTIMCO Board shall
discharge its fiduciary duties with respect to the Fund solely in the interest of Fund
unitholders and shall not invest the Fund so as to achieve temporal benefits for any
purpose including use of its economic power to advance social or political purposes.

Amendment of Policy Statement
The Board of Regents reserves the right to amend the Investment Policy Statement as it
deems necessary or advisable.

Effective Date
The effective date of this policy shall be February 12, 1998 [Eebsuar-6,-1997].
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THE UNIVERSITY OF TEXAS SYSTEM
SHORT/INTERMEDIATE TERM FUND
INVESTMENT POLICY STATEMENT

Purpose

The Short/Intermediate Term Fund (the "Fund"), was established by the Board of Regents
of The University of Texas System (the "U. T. Board") as a pooled fund for the collective
investment of operating funds and other short and intermediate term funds held by U. T.
System component institutions and System Administration with an investment horizon
greater than one year.

Fund Organization

The Fund is organized as a mutual fund in which each eligible account purchases and
redeems Fund units as provided herein. The ownership of Fund assets shall at all times
be vested in the Board. Such assets shall be deemed to be held by the Board, as a
fiduciary, regardless of the name in which the assets may be registered.

Fund Management

Ultimate fiduciary responsibility for the Fund rests with the Board. Section 163 of the
Property Code authorizes the U. T. Board to delegate to its committees, officers or
employees of the U. T. System and other agents the authority to act for the U. T. Board in
the investment of the Fund. The Fund shall be governed through The University of Texas
Investment Management Company ("UTIMCO") which shall a) recommend investment
policy for the Fund, b) determine specific asset allocation targets, ranges and performance
benchmarks consistent with Fund objectives, and c) monitor Fund performance against
Fund objectives. UTIMCO shall invest the Fund assets in conformity with investment

policy.

Unaffiliated investment managers may be hired by UTIMCO to improve the Fund’s
return and risk characteristics. Such managers shall have complete investment discretion
unless restricted by the terms of their management contracts. Managers shall be
monitored for performance and adherence to investment disciplines.

Fund Administration

UTIMCO or its agent shall employ an administrative staff to ensure that all transaction
and accounting records are complete and prepared on a timely basis. Internal controls
shall be emphasized so as to provide for responsible separation of duties and adequacy of
an audit trail. Custody of Fund assets shall comply with applicable law and be structured
so as to provide essential safekeeping and trading efficiency.

Funds Eligible to Purchase Fund Units
No fund shall be eligible to purchase units of the Fund unless it is under the sole control,
with full discretion as to investments, by the Board and/or UTIMCO.
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Any fund whose governing instrument contains provisions which conflict with this Policy
Statement, whether initially or as a result of amendments to either document, shall not be
eligible to purchase or hold units of the Fund.

The funds of a foundation which is structured as a supporting organization described in
Section 509(a) of the Internal Revenue Code of 1986 which supports the activities of the
U. T. System and its component institutions, may purchase units in the Fund provided
that:

the purchase of Fund units by foundation funds is approved by the chief
investment officer

all members of the foundation's governing board are also members of the
Board

the foundation has the same fiscal year as the Fund

a contract between the Board and the foundation has been executed
authorizing investment of foundation funds in the Fund

no officer of such foundation, other than members of the Board, the
Chancellor, the chief investment officer or his or her delegate shall have
any control over the management of the Fund other than to request
purchase and redemption of Fund units.

oo w o>

t

Fund Investment Objectives

The primary investment objective shall be to provide both income through investment in
high grade fixed income and floating rate obligations and capital appreciation when
consistent with income generation, reasonable preservation of capital and maintenance of
adequate Fund liquidity. In seeking to achieve its objectives, the Fund shall attempt to
minimize the probability of a negative total return over a one-year period. Within the
exposure limits contained herein, investments shall be diversified among authorized asset
classes and issuers (excluding the U. S. Government) in order to minimize portfolio risk
for a given level of expected return.

Achievement of this objective shall be defined by a fund return in excess of the Policy
Portfolio benchmark and the average return of the median manager of the MorningStar
universe of government bond funds restricted to an average maturity of less than or equal
to three years. The Policy Portfolio benchmark will be established by UTIMCO and will
be comprised of a blend of asset class indices weighted to reflect Fund asset allocation
policy targets.

Asset Allocation

Asset allocation is the primary determinant of investment performance and subject to the
asset allocation ranges specified herein is the responsibility of UTIMCO. Specific asset
allocation targets may be changed from time to time based on the economic and
investment outlook.
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Fund assets shall be allocated among the following broad asset classes based upon their
individual return/risk characteristics and relationships to other asset classes:

1. Cash and Cash Equivalents - are highly reliable in protecting the purchasing
power of current income streams but historically have not provided a reliable
return in excess of inflation. Cash equivalents provide the best combination of
income and liquidity under both deflation and inflation conditions.

2. Fixed Income Investments - offer predictable income streams without the
remarketing risk often associated with cash and cash equivalents.

3. Floating rate securities - offer protection from unanticipated inflationary
pressures.

Asset Allocation Policy
The asset allocation policy and ranges herein seek to protect the Fund against illiquidity
in both normal and extraordinary markets.

The Board delegates authority to UTIMCO to establish specific asset allocation targets
and ranges within the broad policy guidelines described above. UTIMCO may establish
specific asset allocation targets and ranges for or within the asset classes listed above as
well as the specific performance objectives for each asset class. Specific asset allocation
policies shall be decided by UTIMCO and reported to the Board.

Performance Measurement

The investment performance of the Fund will be measured by an unaffiliated
organization, with recognized expertise in this field and reporting responsibility to the
UTIMCO Board, and compared against the stated investment objectives of the Fund.
Such measurement will occur at least annually, and evaluate the results of the total Fund,
major classes of investment assets, and individual portfolios.

Investment Guidelines

The Fund must be invested at all times in strict compliance with applicable law. The
primary and constant standard for making investment decisions is the "Prudent Person
Rule."

Investment guidelines include the following:

General

. All investments will be U. S. dollar denominated assets unless held by an internal
or external portfolio manager with discretion to invest in foreign currency
denominated securities.
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Investment policies of any unaffiliated liquid investment fund must be reviewed
and approved by the chief investment officer prior to investment of Fund assets in
such liquid investment fund.

No securities may be purchased or held which would jeopardize the Fund’s tax-
exempt status.

No investment strategy or program may purchase securities on margin or use
leverage unless specifically authorized by the UTIMCO Board.

No investment strategy or program employing short sales may be made unless
specifically authorized by the UTIMCO Board.

The Fund may utilize Derivative Securities with the approval of the UTIMCO
Board to; a) simulate the purchase or sale of an underlying market index while
retaining a cash balance for fund management purposes; b) to facilitate trading; ¢)
to reduce transaction costs; d) [eF] to seek higher investment returns when a
Derivative Security is priced more attractively than the underlying security; €) to
[e] index or to hedge risks associated with Fund investments; or f) to adjust the
market exposure of the asset allocation, including long and short strategies;
provided that; i) no leverage is employed in the implementation of such
Derivative purchases or sales; ii) no more than 5% of Fund assets are required as
an initial margin deposit for such contracts; iii) the Fund’s investments in
warrants shall not exceed more than 5% of the Fund’s net assets or 2% with
respect to warrants not listed on the New York or American Stock Exchanges.
Such Derivative Securities shall be defined to be those instruments whose value is
derived, in whole or part, from the value of any one or more underlying assets, or
index of assets (such as stocks, bonds, commodities, interest rates, and currencies)
and evidenced by forward, futures, swap, cap, floor, option, and other applicable

contracts. MMMWMM

UTIMCO shall attempt to minimize the risk of an imperfect correlation between
the change in market value of the securities held by the Fund and the prices of
Derivative Security investments by investing in only those contracts whose
behavior is expected to resemble that of the Fund’s underlying securities.
UTIMCO also shall attempt to minimize the risk of an illiquid secondary market
for a Derivative Security contract and the resulting inability to close a position
prior to its maturity date by entering into such transactions on an exchange with
an active and liquid secondary market. The net market value of exposure of
Derivative Securities purchased or sold over the counter may not represent more
than 15% of the net assets of the Fund.

In the event that there are no Derivative Securities traded on a particular market
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index, the Fund may utilize a composite of other Derivative Security contracts to
simulate the performance of such index. UTIMCO shall attempt to reduce any
tracking error from the low correlation of the selected Derivative Securities with
its index by investing in contracts whose behavior is expected to resemble that of
the underlying securities.

UTIMCO shall minimize the risk that a party will default on its payment
obligation under a Derivative Security agreement by entering into agreements that
mark to market no less frequently than monthly and where the counterparty is an
investment grade credit. UTIMCO also shall attempt to mitigate the risk that the
Fund will not be able to meet its obligation to the counterparty by investing the
Fund in the specific asset for which it is obligated to pay a return or by holding
adequate short-term investments.

The Fund may be invested in foreign currency forward and foreign currency
futures contracts in order to maintain the same currency exposure as its respective
index or to protect against anticipated adverse changes in exchange rates among
foreign currencies and between foreign currencies and the U. S. dollar.

The option adjusted duration of the portfolio shall be not less than one and not
more than four years unless approved in advance by the UTIMCO Board.

Cash and Cash Equivalents

Holdings of cash and cash equivalents may include internal short term pooled investment
funds managed by UTIMCO.

Unaffiliated liquid investment funds must be approved by the chief investment
officer.

Commercial paper must be rated in the two highest quality classes by Moody’s
Investors Service, Inc. (P1 or P2) or Standard & Poor’s Corporation (A1l or A2).
Negotiable certificates of deposit must be with a bank that is associated with a
holding company meeting the commercial paper rating criteria specified above or
that has a certificate of deposit rating of 1 or better by Duff & Phelps.

Bankers’ Acceptances must be guaranteed by an accepting bank with a minimum
certificate of deposit rating of 1 by Duff & Phelps.

Repurchase Agreements and Reverse Repurchase Agreements must be with a
domestic dealer selected by the Federal Reserve as a primary dealer in U. S.
Treasury securities; or a bank that is associated with a holding company meeting
the commercial paper rating criteria specified above or that has a certificate of
deposit rating of 1 or better by Duff & Phelps.

Fixed Income v

Holdings of domestic fixed income securities shall be limited to those securities issued by
or fully guaranteed by the U. S. Treasury, U. S. Government-Sponsored Enterprises, or
U. S. Government Agencies.
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Fund Distributions
Distributions of income from the Fund to the unitholders shall be made as soon as

practicable on or after the last day of each month.

Fund Accounting

The fiscal year of the Fund shall begin on September 1st and end on August 31st. Market
value of the Fund shall be maintained on an accrual basis in compliance with Financial
Accounting Standards Board Statements, Government Accounting Standards Board
Statements, or industry guidelines, whichever is applicable. Significant asset write-offs
or write-downs shall be approved by the chief investment officer and reported to the
UTIMCO Board.

Valuation of Assets

UTIMCO shall determine the fair market value of all Fund net assets and the net asset
value per unit of the Fund no less than once a week and on the last business day of each
month. Such valuation of Fund assets shall be based on the bank trust custody agreement
in effect at the date of valuation.

The fair market value of the Fund’s net assets shall include all related receivables and
payables of the Fund on the valuation date and the value of each unit thereof shall be its
proportionate part of such net value. Such valuation shall be final and conclusive.

Purchase of Fund Units

Purchase of Fund units may be made no less than once a week and on the last business
day of each month upon payment of cash to the Fund or contribution of assets approved
by the chief investment officer, at the net asset value per unit of the Fund as of the most
recent weekly or end of month valuation date.

Each fund whose monies are invested in the Fund shall own an undivided interest in the
Fund in the proportion that the number of units invested therein bears to the total number
of all units comprising the Fund.

Redemption of Fund Units

Redemption of Units shall be paid in cash as soon as practicable after the most recent
weekly or end of month valuation date of the Fund.

Securities Lending

The Fund may not participate in a securities lending contract with a bank or nonbank
security lending agent.
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Investor Responsibility

The UTIMCO Board shall discharge its fiduciary duties with respect to the Fund solely in
the interest of Fund unitholders and shall not invest the Fund so as to achieve temporal
benefits for any purpose including use of its economic power to advance social or

political purposes.

Amendment of Policy Statement
The Board of Regents reserves the right to amend the Investment Policy Statement as it

deems necessary or advisable.

Effective Date
The effective date of this policy shall be February 12, 1998 [Eebruan-6,1997).
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THE UNIVERSITY OF TEXAS SYSTEM
SHORT TERM FUND
INVESTMENT POLICY STATEMENT

Purpose

The Short Term Fund (the "Fund") was established by the Board of Regents of The
University of Texas System (the "U. T. Board") as a pooled fund for the collective
investment of operating funds and other short and intermediate term funds held by U. T.
System component institutions and System Administration with an investment horizon

less than one year.

Fund Organization

The Fund is organized as a mutual fund in which each eligible account purchases and
redeems Fund units as provided herein. The ownership of Fund assets shall at all times
be vested in the Board. Such assets shall be deemed to be held by the Board, as a
fiduciary, regardless of the name in which the assets may be registered.

Fund Management

Ultimate fiduciary responsibility for the Fund rests with the Board. Section 163 of the
Property Code authorizes the U. T. Board to delegate to its committees, officers or
employees of the U. T. System and other agents the authority to act for the U. T. Board in
the investment of the Fund. The Fund shall be governed through The University of Texas
Investment Management Company ("UTIMCO") which shall a) recommend investment
policy for the Fund, b) determine specific asset allocation targets, ranges and performance
benchmarks consistent with Fund objectives, and c) monitor Fund performance against
Fund objectives. UTIMCO shall invest the Fund assets in conformity with investment

policy.

Unaffiliated investment managers may be hired by UTIMCO to improve the Fund’s
return and risk characteristics. Such managers shall have complete investment discretion
unless restricted by the terms of their management contracts. Managers shall be
monitored for performance and adherence to investment disciplines.

Fund Administration

UTIMCO or its agent shall employ an administrative staff to ensure that all transaction
and accounting records are complete and prepared on a timely basis. Internal controls
shall be emphasized so as to provide for responsible separation of duties and adequacy of
an audit trail. Custody of Fund assets shall comply with applicable law and be structured
so as to provide essential safekeeping and trading efficiency.

Funds Eligible to Purchase Fund Units

No fund shall be eligible to purchase units of the Fund unless it is under the sole control,
with full discretion as to investments, by the Board and/or UTIMCO.
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Any fund whose governing instrument contains provisions which conflict with this Policy
Statement, whether initially or as a result of amendments to either document, shall not be
eligible to purchase or hold units of the Fund.

The funds of a foundation which is structured as a supporting organization described in
Section 509(a) of the Internal Revenue Code of 1986 which supports the activities of the
U. T. System and its component institutions, may purchase units in the Fund provided
that:

A. the purchase of Fund units by foundation funds is approved by the chief
investment officer

all members of the foundation's governing board are also members of the
Board

the foundation has the same fiscal year as the Fund

a contract between the Board and the foundation has been executed
authorizing investment of foundation funds in the Fund

no officer of such foundation, other than members of the Board, the
Chancellor, the chief investment officer or his or her delegate shall have
any control over the management of the Fund other than to request
purchase and redemption of Fund units.

o
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Fund Investment Objectives

The primary investment objective shall be to maximize current income consistent with
the absolute preservation of capital and maintenance of adequate Fund liquidity. The
Fund shall seek to maintain a net asset value of $1.00.

Achievement of this objective shall be defined as a fund return in excess of the average
gross return of the median manager of the Donoghue’s universe of institutional only
money market funds.

Asset Allocation

Asset allocation is the primary determinant of investment performance and subject to the
asset allocation ranges specified herein is the responsibility of UTIMCO. Specific asset
allocation targets may be changed from time to time based on the economic and
investment outlook.

Fund assets shall be allocated among the following broad asset class:

Cash and Cash Equivalents - are highly reliable in protecting the purchasing power of
current income streams but historically have not provided a reliable return in excess of
inflation. Cash equivalents provide the best combination of income and liquidity under
both deflation and inflation conditions.
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Performance Measurement

The investment performance of the Fund will be measured by an unaffiliated
organization, with recognized expertise in this field and reporting responsibility to the
UTIMCO Board, and compared against the stated investment objectives of the Fund.
Such measurement will occur at least annually, and evaluate the results of the total Fund,
major classes of investment assets, and individual portfolios.

Investment Guidelines

The Fund must be invested at all times in strict compliance with applicable law. The
primary and constant standard for making investment decisions is the "Prudent Person
Rule.”

Investment guidelines include the following:

General

. All investments will be U. S. dollar denominated assets.

. Investment policies of any unaffiliated liquid investment fund must be reviewed
and approved by the chief investment officer prior to investment of Fund assets in
such liquid investment fund.

. No securities may be purchased or held which would jeopardize the Fund’s tax-
exempt status.

o No investment strategy or program may purchase securities on margin or use

leverage unless specifically authorized by the UTIMCO Board.

U No investment strategy or program employing short sales may be made unless
specifically authorized by the UTIMCO Board.

° The Fund may utilize Derivative Securities with the approval of the UTIMCO
Board to; a) simulate the purchase or sale of an underlying market index while
retaining a cash balance for fund management purposes; b) to facilitate trading; ¢)
to reduce transaction costs; d) [eF] to seek higher investment returns when a
Derivative Security is priced more attractively than the underlying security; €) to
[e#] index or to hedge risks associated with Fund investments; or f) to adjust the
market exposure of the asset allocation, including long and short strategies;
provided that; i) no leverage is employed in the implementation of such
Derivative purchases or sales; ii) no more than 5% of Fund assets are required as
an initial margin deposit for such contacts; iii) the Fund’s investments in warrants
shall not exceed more than 5% of the Fund’s net assets or 2% with respect to
warrants not listed on the New York or American Stock Exchanges.

' Such Derivative Securities shall be defined to be those instruments whose value is
derived, in whole or part, from the value of any one or more underlying assets, or
index of assets (such as stocks, bonds, commodities, interest rates, and currencies)
and evidenced by forward, futures, swap, cap, floor, option, and other applicable

contracts. [Mmmmm
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UTIMCO shall attempt to minimize the risk of an imperfect correlation between
the change in market value of the securities held by the Fund and the prices of
Derivative Security investments by investing in only those contracts whose
behavior is expected to resemble that of the Fund’s underlying securities.
UTIMCO also shall attempt to minimize the risk of an illiquid secondary market
for a Derivative Security contract and the resulting inability to close a position
prior to its maturity date by entering into such transactions on an exchange with
an active and liquid secondary market. Derivative Securities purchased or sold
over the counter may not represent more than 15% of the net assets of the Fund.

In the event that there are no Derivative Securities traded on a particular market
index, the Fund may utilize a composite of other Derivative Security contracts to
simulate the performance of such index. UTIMCO shall attempt to reduce any
tracking error from the low correlation of the selected Derivative Securities with
its index by investing in contracts whose behavior is expected to resemble that of
the underlying securities.

UTIMCO shall minimize the risk that a party will default on its payment
obligation under a Derivative Security agreement by entering into agreements that
mark to market no less frequently than monthly and where the counterparty is an
investment grade credit. UTIMCO also shall attempt to mitigate the risk that the
Fund will not be able to meet its obligation to the counterparty by investing the
Fund in the specific asset for which it is obligated to pay a return or by holding
adequate short-term investments.

The Fund may be invested in foreign currency forward and foreign currency
futures contracts in order to maintain the same currency exposure as its respective
index or to protect against anticipated adverse changes in exchange rates among
foreign currencies and between foreign currencies and the U. S. dollar.

The weighted average maturity of the portfolio shall not be more than 90 days.
Individual securities shall have a remaining maturity not longer than 397 days.

Cash and Cash Equivalents

Unaffiliated liquid investment funds must be approved by the chief investment
officer.

Commercial paper must be rated in the two highest quality classes by Moody’s
Investors Service, Inc. (P1 or P2) or Standard & Poor’s Corporation (A1l or A2).
Negotiable certificates of deposit must be with a bank that is associated with a
holding company meeting the commercial paper rating criteria specified above or
that has a certificate of deposit rating of 1 or better by Duff & Phelps.
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Bankers’ Acceptances must be guaranteed by an accepting bank with a minimum
certificate of deposit rating of 1 by Duff & Phelps.

Repurchase Agreements and Reverse Repurchase Agreements must be with a
domestic dealer selected by the Federal Reserve as a primary dealer in U. S.
Treasury securities; or a bank that is associated with a holding company meeting
the commercial paper rating criteria specified above or that has a certificate of
deposit rating of 1 or better by Duff & Phelps.

The weighted average maturity of the portfolio shall be not be more than 90 days.
Individual securities shall have a remaining maturity not longer than 397 days.
The maturity of a portfolio security shall be deemed to be the period remaining
(calculated from the trade date or such other date on which the Fund’s interest in
the security is subject to market action) until the date noted on the face of the
security as the date on which the principal amount must be paid, or in the case of a
security called for redemption, the date on which the redemption payment must be
made, except that a) a variable rate security, the principal amount of which is
scheduled on the face of the security to be paid in 397 days or less, shall be
deemed to have a maturity equal to the period remaining until the next
readjustment of the interest rate; b) a variable rate security that is subject to a
demand feature shall be deemed to have a maturity equal to the longer of the
period remaining until the next readjustment of the interest rate or the period
remaining until the principal amount can be recovered through demand; c) a
floating rate security that is subject to a demand feature shall be deemed to have a
maturity equal to the period remaining until the principal amount can be recovered
through demand; d) a repurchase agreement shall be deemed to have a maturity
equal to the period remaining until the date on which the repurchase of the
underlying securities is scheduled to occur, or, where no date is specified, but the
agreement is subject to a demand, the notice period applicable to a demand for the
repurchase of the securities. A demand feature shall mean a put that entitles the
holder to receive the principal amount of the underlying security or securities and
that may be exercised either at any time on no more than 30 days notice or at
specified intervals not exceeding 397 days and upon no more than 30 days notice.

Fund Distributions
Distributions of income from the Fund to the unitholders shall be made as soon as
practicable on or after the last day of each month.

Fund Accounting

The fiscal year of the Fund shall begin on September 1st and end on August 31st. Market
value of the Fund shall be maintained on an accrual basis in compliance with Financial
Accounting Standards Board Statements, Government Accounting Standards Board
Statements, or industry guidelines, whichever is applicable. Significant asset write-offs
or write-downs shall be approved by the chief investment officer and reported to the

UTIMCO Board.
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Valuation of Assets

As of the close of business on each business day, UTIMCO shall determine the fair
market value of all Fund net assets. Such valuation of Fund assets shall be based on the
bank trust custody agreement in effect at the date of valuation.

The fair market value of the Fund’s net assets shall include all related receivables and
payables of the Fund on the valuation date and the value of each unit thereof shall be its
proportionate part of such net value. Such valuation shall be final and conclusive.

Purchase of Fund Units

Purchase of Fund units may be made on each business day upon payment of cash to the
Fund or contribution of assets approved by the chief investment officer, at $1.00 per unit
of the Fund as of the most recent valuation date.

Each fund whose monies are invested in the Fund shall own an undivided interest in the
Fund in the proportion that the number of units invested therein bears to the total number
of all units comprising the Fund.

Redemption of Fund Units
Redemption of Units may be made on each business day at $1.00 per unit.

Securities Lending
The Fund may not participate in a securities lending contract with a bank or nonbank
security lending agent.

Investor Responsibility

The UTIMCO Board shall discharge its fiduciary duties with respect to the Fund solely in
the interest of Fund unitholders and shall not invest the Fund so as to achieve temporal
benefits for any purpose, including use of its economic power to advance social or

political purposes.

Amendment of Policy Statement
The Board of Regents reserves the right to amend the Investment Policy Statement as it
deems necessary or advisable.

Effective Date
The effective date of this policy shall be February 12, 1998 [Eebruarn-6,-1997].
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THE UNIVERSITY OF TEXAS SYSTEM
SEPARATELY INVESTED ENDOWMENT, TRUST, AND OTHER
ACCOUNTS INVESTMENT POLICY STATEMENT

Purpose

The Separately Invested Endowment, Trust, and Other Accounts are Accounts established
in the name of the Board of Regents of The University of Texas System (the "Board") as
trustee, and are Accounts which are not invested in one of the pooled investment vehicles.
These Accounts are not invested in the pooled investment vehicle because a) they are
charitable trusts; b) of investment restrictions incorporated into the endowment
document; c) of inability to sell the gifted investment asset; or d) they are assets being
migrated upon liquidation into a pooled investment vehicle.

Investment Management

Ultimate fiduciary responsibility for the assets of the Accounts rests with the Board. |
Section 163 of the Property Code authorizes the U. T. Board to delegate to its
committees, officers or employees of the U. T. System and other agents the authority to
act for the U. T. Board in the investment of the institutional assets for the Account
(endowment and operating accounts). The applicable trust instrument will apply to the
management of trust investments. The assets for the Account shall be governed through
The University of Texas Investment Management Company ("UTIMCO") which shall a)
recommend investment policy for the Accounts, b) determine specific asset allocation
targets, ranges and performance benchmarks consistent with the Account objectives, and
if appropriate c) monitor the Account’s performance against Account objectives.
UTIMCO shall invest the Account’s assets in conformity with investment policy.

Unaffiliated investment managers may be hired by UTIMCO to improve the Account’s
return and risk characteristics. Such managers shall have complete investment discretion
unless restricted by the terms of their management contracts. Managers shall be
monitored for performance and adherence to investment disciplines.

Account Administration

UTIMCO shall employ an administrative staff to ensure that all transaction and
Accounting records are complete and prepared on a timely basis. Internal controls shall
be emphasized so as to provide for responsible separation of duties and adequacy of an
audit trail. Custody of assets in the Account shall comply with applicable law and be
structured so as to provide essential safekeeping and trading efficiency.

Investment Objectives

Endowment Accounts-The primary investment objective shall be to invest the Account in
assets that comply with the terms of the applicable endowment agreement, taking into
consideration the investment time horizon of the Account.
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Trust Accounts-Trust Accounts are defined as either Foundation Accounts or Charitable
Trusts (Charitable Remainder Unitrusts (CRUT), Charitable Remainder Annuity Trusts
(CRAT), Pooled Income Funds (PIF), Charitable Trusts (CT), or Charitable Lead Trusts
(CLT)). The Board recognizes that the investment objective of a trust is dependent on the
terms and conditions as defined in the trust document of each trust. The conditions that
will affect the investment strategy are a) the trust payout provisions; b) the ages of the
income beneficiaries; c) the ability to sell the gifted assets that were contributed to the
trust; d) and consideration to investment preferences of the income beneficiaries. Taking
these conditions into consideration, the fundamental investment objectives of the trust
will be to generate a low to moderate growth in trust principal and to provide adequate
liquidity in order to meet the payout provisions of the trust.

Operating Accounts- These are separately invested securities of component institutions’
operating funds that were purchased prior to the creation of the S/ITF. These securities
are guaranteed by the government or federally sponsored agencies. Once these securities
mature, the component institutions have the option to invest them in one of the pooled
investment fund vehicles.

Asset Allocation

Asset allocation is the primary determinant of investment performance and subject to the
asset allocation ranges specified by UTIMCO. Specific asset allocation targets may be
changed from time to time based on the economic and investment outlook.

If appropriate, the Account’s assets shall be allocated among the following broad asset
classes based upon their individual return/risk characteristics and relationships to other
asset classes:

1. Cash Equivalents - are highly reliable in protecting the purchasing power of
current income streams but historically have not provided a reliable return in
excess of inflation. Cash equivalents provide good liquidity under both deflation
and inflation conditions.

2. Fixed Income Investments - offer the best protection for hedging against the threat
of deflation by providing a dependable and predictable source of income for the
Account. Such bonds should be high quality, with reasonable call protection in
order to ensure the generation of current income and preservation of nominal
capital even during periods of severe economic contraction. This classification
shall include fixed income mutual funds.

3. Equities - provide both current income and growth of income, but their principal
purpose is to provide appreciation for the Account. Historically, returns for
equities have been higher than for bonds over all extended periods. Therefore,
equities represent the best chance of preserving the purchasing power of the
Account. This classification shall include equity mutual funds.
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Variable Annuities- These are insurance contracts purchased on the life or lives of the
income beneficiaries and for which the funds underlying the contract are invested in
various mutual funds which offer diversification of the Account’s assets. These contracts
offer some downside market risk protection in case of the income beneficiary’s death in
the early years of the contract. These investment assets are only appropriate for the
charitable remainder trusts.

Asset Allocation Policy

The asset allocation policy and ranges for each trust or endowment herein is dependent on
the terms and conditions of the endowment or trust document. If possible, the Account’s
assets shall be diversified among different types of assets whose returns are not closely
correlated in order to enhance the return/risk profile of the Account.

The Board delegates authority to UTIMCO to establish specific asset allocation targets
and ranges for each trust or endowment Account.

Performance Measurement
The investment performance of the actively managed Accounts, where cost effective, will
be calculated and evaluated annually.

Investment Guidelines

The Accounts must be invested at all times in strict compliance with applicable law. The
primary and constant standard for making investment decisions is the "Prudent Person
Rule.” '

Investment guidelines include the following:

General

° All investments will be U. S. dollar denominated assets unless held by an internal
or eéxternal portfolio manager with discretion to invest in foreign currency
denominated securities.

° Investment policies of any unaffiliated liquid investment Fund must be reviewed

and approved by the chief investment officer prior to investment of Account’s
assets in such liquid investment Fund.

o No securities may be purchased or held which would jeopardize, if applicable, the
Account’s tax-exempt status.
° No investment strategy or program may purchase securities on margin or use

leverage unless specifically authorized by the UTIMCO Board.
. No investment strategy or program employing short sales may be made unless
specifically authorized by the UTIMCO Board.
a——_The Fund may utilize Derivative Securities with the approval of the UTIMCO
Board to; a) simulate the purchase or sale of an underlying market index while
retaining a cash balance for fund management purposes; b) to facilitate trading; c)
to reduce transaction costs; d) to seek higher investment returns when a Derivative
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Security is priced more attractively than the underlying security; €) to index or to
hedge risks associated with Fund investments; or f) to adjust the market exposure
of the asset allocation, including long and short strategies; provided that; i) no
leverage is employed in the implementation of such Derivative purchases or sales;
ii) no more than 5% of Fund assets are required as an initial margin deposit for
such contracts; iii) the Fund’s investments in warrants shall not exceed more than
5% of the Fund’s net assets or 2% with respect to warrants not listed on the New
York or American Stock Exchanges.

Such Derivative Securities shall be defined to be those instruments whose value is

derived, in whole or part, from the value of any one or more underlying assets, or
index of assets (such as stocks, bonds, commodities, interest rates, and currencies)
and evidenced by forward, futures, swap, cap, floor, option, and other applicable
contracts.

UTIMCO shall attempt to minimize the risk of an imperfect correlation between
the change in market value of the securities held by the Fund and the prices of
Derivative Security investments by investing in only those contracts whose
behavior is expected to resemble that of the Fund’s underlying securities.
UTIMCO also shall attempt to minimize the risk of an illiquid secondary market
for a Derivative Security contract and the resulting inability to close a position
prior to its maturity date by entering into such transactions on an exchange with
an active and liquid secondary market. The net market value of exposure of
Derivative Securities purchased or sold over the counter may not represent more
than 15% of the net assets of the Fund.

In the event that there are no Derivative Securities traded on a particular market
index, the Fund may utilize a composite of other Derivative Security contracts to
simulate the performance of such index. UTIMCO shall attempt to reduce any
tracking error from the low correlation of the selected Derivative Securities with
its index by investing in contracts whose behavior is expected to resemble that of
the underlying securities.

UTIMCO shall minimize the risk that a party will default on its payment
obligation under a Derivative Security agreement by entering into agreements that
mark to market no less frequently than monthly and where the counterparty is an
investment grade credit. UTIMCO also shall attempt to mitigate the risk that the
Fund will not be able to meet its obligation to the counterparty by investing the
Fund in the specific asset for which it is obligated to pay a return or by holding
adequate short-term investments.

The Fund may be invested in foreign currency forward and foreign currency
futures contracts in order to maintain the same currency exposure as its respective
index or to protect against anticipated adverse changes in exchange rates among
foreign currencies and between foreign currencies and the U. S. dollar.

B of R~ 79




Cash and Cash Equivalents

Holdings of cash and cash equivalents may include internal short term pooled investment
funds managed by UTIMCO.

Unaffiliated liquid investment funds must be approved by the chief investment
officer.

Commercial paper must be rated in the two highest quality classes by Moody’s
Investors Service, Inc. (P1 or P2) or Standard & Poor’s Corporation (Al or A2).
Negotiable certificates of deposit must be with a bank that is associated with a
holding company meeting the commercial paper rating criteria specified above or
that has a certificate of deposit rating of 1 or better by Duff & Phelps. '
Bankers’ Acceptances must be guaranteed by an accepting bank with a minimum
certificate of deposit rating of 1 by Duff & Phelps.

Repurchase Agreements and Reverse Repurchase Agreements must be with a
domestic dealer selected by the Federal Reserve as a primary dealer in U. S.
Treasury securities; or a bank that is associated with a holding company meeting
the commercial paper rating criteria specified above or that has a certificate of
deposit rating of 1 or better by Duff & Phelps.

Repurchase Agreements shall be collateralized to 102% of their market value

marked to market on a daily basis.
Reverse Repurchase Agreements and their coincident re-investment will be

entered into on a matched book basis. The re-investment vehicles for the matched
book transactions shall be the same Cash and Cash Equivalent instruments listed
above. The rules for trading Repurchase Agreements and Reverse Repurchase
Agreements shall follow the Public Securities Association standard industry
terms.

Mortgage Backed Securities (MBS) Dollar shall be executed as matched book

transactions in the same manner as Reverse Repurchase Agreements above. As
above, the rules for trading MBS Dollar Rolls shall follow the Public Securities
Association standard industry terms.

Fixed Income

Domestic Fixed Income

Holdings of domestic fixed income securities shall be limited to those securities a)
issued by or fully guaranteed by the U. S. Treasury, U. S. Government-Sponsored
Enterprises, or U. S. Government Agencies, and b) issued by corporations and
municipalities. Within this overall limitation:[These-securities-should-be-of
investment-quality-at-time-ofpurchase.]

e Permissible securities for investment include the components of the Lehman
Brothers Aggregate Bond Index (LBAGG): investment grade government and
corporate securities, agency mortgage pass-through securities, and asset-
backed securities. These sectors are divided into more specific sub-indices; 1)
Government: Treasury and Agency; 2) Corporate: Industrial, Finance, Utility,
and Yankee; 3) Mortgage-backed securities: GNMA, FHLMC, and FNMA;




and 4) Asset-backed securities. In addition to the permissible securities listed
above, the following securities shall be permissible: a) floating rate securities
with periodic coupon changes in market rates issued by the same entities that
are included in the LBAGG as issuers of fixed rate securities; b) medium term
notes issued by investment grade corporations; ¢) zero coupon bonds and
stripped Treasury and Agency securities created from coupon securities; and
d) structured notes issued by LBAGG qualified entities.

e U.S. Domestic Bonds must be rated investment grade, Baa3 or better by
Moody’s Investors Services, BB+ by Standard & Poor’s Corporation, or an
equivalent rating by a nationally recognized rating agency at the time of
acquisition.

o Not more than 5% of the market value of domestic fixed income securities
may be invested in corporate and municipal bonds of a single issuer provided
that such bonds, at the time of purchase, are rated, not less than Baa or BBB,
or the equivalent, by any two nationally-recognized rating services, such as
Moody’s Investors Service, Standard & Poor’s Corporation, Fitch Investors
Service.

Non-U.S. Fixed Income

a—Not more than 35% of the Fund’s fixed income portfolio may be invested in
non- U. S. dollar bonds. Not more than 15% of the Fund’s fixed income
portfolio may be invested in bonds denominated in any one currency.

e Non-dollar bond investments shall be restricted to bonds rated equivalent to
the same credit standard as the U.S. Fixed Income Portfolio.

e Not more than 7.5% of the Fund’s fixed income portfolio may be invested in
Emerging Market debt.

o International currency exposure may be hedged or unhedged at UTIMCO’s
discretion or delegated by UTIMCO to an external investment manager.

Distributions

Distributions of income or amounts from the Accounts to the beneficiaries shall be made
as soon as practicable, either a) based on the terms of the trust instrument; b) following
the fiscal quarter end for endowments; c) on or after the last day of the month for
operating Accounts.

Accounting

The fiscal year of the Accounts shall begin on September 1st and end on August 31st.
Trusts will also have a tax year end which may be different than August 31st. Market
value of the Accounts shall be maintained on an accrual basis in compliance with
Financial Accounting Standards Board Statements, Government Accounting Standards
Board Statements, industry guidelines, or federal income tax laws, whichever is
applicable. Significant asset write-offs or write-downs shall be approved by the chief
investment officer and reported to the UTIMCO Board.

Valuation of Assets
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As of the close of business for each month, UTIMCO shall determine the fair market
value of all assets in the Accounts. Such valuation of assets shall be based on the bank
trust custody agreement in effect or other external source if not held in the bank custody
account at the date of valuation.

Securities Lending

The Account may participate in a securities lending contract with a bank or nonbank
security lending agent for either short-term or long-term purposes of realizing additional
income. Loans of securities by the Accounts shall be collateralized by cash, letters of
credit or securities issued or guaranteed by the U. S. Government or its agencies. The
collateral will equal at least 100% of the current market value of the loaned securities.
The contract shall state acceptable collateral for securities loaned, duties of the borrower,
delivery of loaned securities and collateral, acceptable investment of collateral and
indemnification provisions. The contract may include other provisions as appropriate.
The securities lending program will be evaluated from time to time as deemed necessary
by the UTIMCO Board. Monthly reports issued by the agent shall be reviewed by
UTIMCO to insure compliance with contract provisions.

Investor Responsibility

As a shareholder, the Account has the right to a voice in corporate affairs consistent with
those of any shareholder. These include the right and obligation to vote proxies in a
manner consistent with the unique role and mission of higher education as well as for the
economic benefit of the Account. Notwithstanding the above, the UTIMCO Board shall
discharge its fiduciary duties with respect to the Account solely in the interest of the
beneficiaries and shall not invest the Account so as to achieve temporal benefits for any
purpose, including use of its economic power to advance social or political purposes.

Amendment of Policy Statement
The Board of Regents reserves the right to amend the Investment Policy Statement as it
deems necessary or advisable.

Effective Date
The effective date of this policy shall be February 12, 1998 [Eebruar-6,1997].
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3. o) (o] egents: commendation to v

Restatement of The University of Texas Investment
Management Company Code of Ethics Policy.--

RECO N ON

The Board of Directors of The University of Texas Investment
Management Company ("UTIMCO") recommends that the U. T. Board
of Regents approve the restatement of the UTIMCO Code of
Ethics Policy as set out on Pages B of R 84 - 97.

BACKGROUND INFORMATION

Section 66.08 of the Texas Educatjon Code requires that the
U. T. Board of Regents approve the UTIMCO Code of Ethics (the
"Code") and any amendments thereto. Restatement of the Code
was undertaken in order to define further and consolidate
policies regarding conflicts of interest, use of confidential
information, gifts and entertainment, financial disclosure,
designation of key employees, training and other issues
relating to director and employee conduct. The restated
Code was reviewed by UTIMCO's legal counsel, Vinson & Elkins,
and was approved by the UTIMCO Board of Directors on
December 15, 1997.
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Adopted: December 15, 1997

THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

CODE OF ETHICS

Code of Conduct

This Code of Ethics sets forth the basic principles and guidelines for directors and
employees of The University of Texas Investment Management Company ("UTIMCO"). In
addition to strict compliance with legal requirements, all directors and employees are expected to
be guided by the basic principles of honesty and fairness in the conduct of UTIMCO's affairs and
to comply with the policies contained in this Code. Pursuant to an Investment Management
Services Agreement (as amended, the "Agreement"), between the Board of Regents of The
University of Texas System (the "U. T. Board"™) and UTIMCO, the U. T. Board has appointed
UTIMCO as its investment manager with respect to those funds for which the U. T. Board has
investment responsibility (the "Accounts"). Pursuant to the Agreement, UTIMCO has
acknowledged that it will be acting as a fiduciary with respect to managing the investment of the
Accounts. Accordingly, all directors and employees must develop an awareness of and respond
to UTIMCO's obligations to the U. T. Board.

Specific Policy Statement

Although the general principles outlined above shall apply in the conduct of all UTIMCO
activities, UTIMCO's directors and employees are also bound by the following specific policies.

Definitions
In this Code the following definitions apply unless the context requires otherwise:

(1)  "Audit and Ethics Committee of the Board" means a standing committee of the Board
under the UTIMCO by-laws.

(2) "Board" means the Board of Directors of UTIMCO.
(3)  "Code" means this Code of Ethics.
4) "Director" means a member of the Board of UTIMCO.

(5) "Employee” means a person working for UTIMCO in an employer-employee
relationship.

(6) "Key employee" means an employee who has been designated by the Board as one who
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(™)

®

®
(10)

exercises significant decision-making authority by virtue of the position he or she holds
with UTIMCO.

"Personal securities transactions” means (1) transactions for a director's or employee's
own account, including IRA's, and (2) transactions for an account in which a director or
employee has indirect beneficial ownership, unless the director or employee has no direct
or indirect influence or control over the account.

A director or employee has "indirect beneficial ownership” of an account if (i) the
director or employee has a beneficial interest (such as a trust of which he or she is an
income or principal beneficiary) or (ii) the director's or employee's family (including
husband, wife, minor children or other dependent relatives) has a beneficial interest. A
person has a "beneficial interest” in an account if the person is an income or principal
beneficiary or other equity owner; provided that a person does not have a beneficial
interest in an account solely because the account is managed by the person for the benefit
of people other than such person or his or her family.

"Relative” means a person related in the third degree by consanguinity (blood relative) or
affinity (marriage) determined in accordance with Texas Government Code 573.021-025.
Examples of relatives by consanguinity are a child, grandchild, great-grandchild, parent,
grandparent, great-grandparent, brother, sister, uncle, aunt, niece or nephew. A person
adopted into a family is considered a relative on the same basis as a natural born family
member.

Examples of a relative by affinity are a spouse, any person related to the spouse within
the third degree by consanguinity, or any spouse of a relative by consanguinity or affinity.
A person is considered a spouse even if the marriage has been dissolved by death or
divorce if there are surviving children of that marriage.

"UTIMCO" means The University of Texas Investment Management Company.

“U. T Board” means The Board of Regents of The University of Texas System.

General Standards
The following general ethical principles apply to directors and employees:
A Directors and employees may not:
(1)  accept or solicit any gift, favor, or service that might reasonably tend to
influence the director or employee in the discharge of his or her duties for

UTIMCO or that the director or employee knows or should know is being

offered with the intent to influence the director's or employee's conduct on
behalf of UTIMCO;
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II.

accept other employment or engage in a business or professional activity
that the director or employee might reasonably expect would require or
induce the director or employee to disclose confidential information
acquired by reason of his or her position with UTIMCO;

(3)  accept other employment or compensation that could reasonably be
expected to impair the director's or employee's independence of judgment
in the performance of his or her duties for UTIMCO;

(4)  make personal investments that could reasonably be expected to create a
substantial conflict between the director's or employee's private interest
and the interests of UTIMCO; or

(5) intentionally or knowingly solicit, accept, or agree to accept any benefit
for having exercised the director's or employee's authority or performed
the director's or employee's duties at UTIMCO in favor of another.

Directors and employees must also comply with all applicable laws. They should
specifically be knowledgeable of Texas Education Code 66.08 (Permanent
University Fund - Composition, Investment, and Use - Investment Management).

Directors and employees must be honest in the exercise of their duties and must
not take actions which will discredit UTIMCO.

Directors and employees should be loyal to the interests of UTIMCO to the extent
that such loyalty is not in conflict with other duties which legally have priority.
Directors and employees should avoid personal, employment, or business
relationships that create conflicts of interest. Should directors or employees
become aware of any conflict of interest, they have an affirmative duty to disclose
and to cure the conflict in a manner provided for in this Code.

Directors and employees may not use their relationship with UTIMCO to seek or
obtain personal gain beyond agreed compensation and/or any properly authorized
expense reimbursement. This should not be interpreted to forbid the use of
UTIMCO as a reference or the communication to others of the fact that a
relationship with UTIMCO exists, provided that no misrepresentation is involved.

Conflict of Interest

A.

Definition: A conflict of interest exists for a director or employee whenever
the director or employee has a personal or private commercial or business
relationship that could reasonably be expected to diminish the director's or
employee's independence of judgment in the performance of the director's or
employee's responsibilities to UTIMCO. For example, a person's independence of
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Jjudgment is diminished when the person is in a position to take action or not take
action with respect to UTIMCO or its business and such act or failure to act is or
reasonably appears to be influenced by considerations of personal gain or benefit
rather than motivated by the interests of UTIMCO.

It shall not be considered a conflict solely because a director or employee has an
investment in the stock of a publicly traded company which is owned, purchased,
sold, or otherwise dealt with by UTIMCO; provided that the affected person's
interest in the stock of the publicly traded company is not more than 5 % of any
class and the person is not a director or officer of the publicly traded company.

Duty to Cure: Directors and employees who become aware, or reasonably should
have become aware, of a conflict of interest have a duty to cure it. A person
normally cures a conflict of interest by promptly eliminating it. If a director or
employee may prudently withdraw from action on a particular matter in which a
conflict exists, he or she may cure the conflict in that manner provided that:

(1)  the person may be and is effectively separated from influencing the action
taken;

(2)  the action may properly be taken by others;

(3)  the nature of the conflict is not such that the person must regularly and
consistently withdraw from decisions which are normally his or her
responsibility with respect to UTIMCO; and

(4) the conflict is not a prohibited transaction resulting from a director having
a pecuniary interest in a business entity as described in III(A) below.

Directors must disclose any conflicts regarding matters which are before the
Board, absent themselves from any relevant deliberations, and not vote on the
matter. Employees must disclose any conflicts and refrain from giving advice or
making decisions about matters affected by the conflict unless the Board, after
consultation with the General Counsel, expressly waives this prohibition. The
Board will decide whether to waive any disclosed conflict at an official meeting.

To assist it in deciding whether to grant waivers, the Board may develop criteria
for determining the kinds of relationships that do not constitute material conflicts.
Any waiver of a conflict, including the reasons supporting the waiver, must be
included in the minutes of the meeting. Records of all waivers granted with the
supporting reasons will be maintained by the Chief Compliance Officer.

Persons who cannot or do not wish to eliminate or cure the conflict must

terminate his or her relationship with UTIMCO as quickly as responsibly and
legally possible.
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C. Duty to Disclose: ~ Directors must disclose conflicts in writing to the General
Counsel prior to the Board meeting. If disclosure is made at a Board meeting, the
minutes of the meeting must include the disclosure of the conflict.

Employees must promptly disclose conflicts of interest in writing to the Chief
Compliance Officer through the UTIMCO conflict of interest disclosure
statement. The Chief Compliance Officer will report to the Audit and Ethics
Committee of the Board regarding the conflict of interest disclosure statements
which he or she receives. Should a person with a duty to disclose conflicts have
reasonable cause to believe disclosure to the Chief Compliance Officer will be
ineffective, the person should disclose the conflict to the Audit and Ethics
Committee of the Board. Disclosure to the Audit and Ethics Committee of the
Board is accomplished through written disclosure to the Chairman of the
Committee, whose address may be obtained from the UTIMCO Office Manager.
Whether disclosure is to the Chief Compliance Officer or the Audit and Ethics
Committee of the Board, a copy of the disclosure statement should be provided to
the employee's supervisor unless the person with the conflict believes that such
disclosure would be detrimental to the resolution of the conflict.

III. Prohibited Transactions and Interests

A. UTIMCO:  UTIMCO may not enter into an agreement or transaction with:

(1)  adirector or employee acting in other than an official capacity on behalf of
UTIMCO;

(2) a business entity in which a director or employee has any pecuniary
interest; or

(3) a former director or employee, or a business entity in which a former
director or employee has a pecuniary interest, on or before the first

anniversary of the date the person ceased to be a director or employee.

A director or employee shall not be deemed to have a pecuniary interest in a
publicly traded company if the director or employee:

@) owns less than five percent of the voting stock or shares of the
publicly traded company;

(i)  owns less than five percent of the fair market value of the publicly
traded company; and

(iii)  received less than five percent of his or her gross income for the
preceding calendar year from the publicly traded company.
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Prior to consideration by the Board of an agreement or transaction with a business
entity, each director shall certify that he or she does not have any pecuniary
interest in the associated business entity.

Directors:  Directors may buy or sell a publicly traded security of an issuer
which is held by UTIMCO but may not engage in a personal securities transaction
when they have actual knowledge that UTIMCO is trading such securities.
UTIMCO is trading securities of an issuer when a buy/sell order has been placed
by a UTIMCO internal portfolio manager for execution.

Directors and Employees: ~ No director or employee may:

(1)  participate in a matter before UTIMCO which involves a business,
contract, property or investment held by such person if it is reasonably
foreseeable that UTIMCO action on the matter would confer a benefit to
such person by or through the business, contract, property or investment;

(2)  have stock or other ownership or profit sharing interest in any brokerage
firms or consultants selected by such director or employee for UTIMCO
business if such director or employee has (i) the discretion to direct
trading, and therefore the discretion to select brokerage firms, or (ii) the
discretion to select consultants. Directors shall not direct trades or
exercise discretion over the selection of brokerage firms;

This restriction applies to stock or other ownership or profit sharing
interests held by a director's or employee's spouse. This restriction also
applies to stock held for a director's or employee's own account or an
account in which he or she has a beneficial interest (unless the director or
employee has no direct or indirect influence or control over the account.)
For this purpose, a director's or employee's own account or an account
over which he or she has a beneficial interest includes accounts involving
immediate family members (spouse, minor children, or other dependent
relatives). However, this restriction shall not prohibit the ownership of
stock in a company that may own stock in such entities, provided such
entities are not the dominant or primary business of the parent company.

If a director or employee holds such stock or other ownership interest in a
brokerage firm or consultant prior to the time UTIMCO commences doing
business with the firm, or if a new director or employee holds such stock
or other ownership interest at the time he or she is appointed or hired, the
director or employee has a reasonable period of time to dispose of such
stock or other ownership interest. Thirty to sixty days is deemed
reasonable.
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recommend or cause discretionary UTIMCO business to be transacted
with or for the benefit of a relative;

under any circumstances accept offers by reason of their position with
UTIMCO to trade in any security or other investment on terms more
favorable than available to the general investing public;

borrow from investment managers, outside service providers, professional
advisors or consultants, banks or other financial institutions with which
UTIMCO has a business relationship, unless such entities are normally
engaged in such lending in the usual course of their business, and then
only on customary terms offered to others under similar circumstances to
finance proper and usual activities;

represent any person in any action or proceeding before or involving the
interests of UTIMCO except as a duly authorized representative or agent
of UTIMCO;

use UTIMCO information, resources, or facilities, nor use information or
resources paid for by UTIMCO, for personal gain or the gain of anyone
other than UTIMCO. This prohibition means that directors and employees
may not use information paid for by UTIMCO to assist or benefit private
clients of the directors or employees; or

take action personally or on behalf of UTIMCO which will result in a
reasonably foreseeable conflict of interest. Should there be action which a
director or employee believes to be in the best interest of UTIMCO but
which could foreseeably result in a conflict of interest, the director or
employee must disclose such fact to the Chief Compliance Officer prior to
taking such action.

Employees: No employee may:

)

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

Key employees must obtain advance written approval from the President
for any outside employment or business, including service as director,
officer, or investment consultant or manager for another person or entity.

Any outside employment by the President must be approved in advance by
the Board.

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

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

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

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

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

E. Former Directors and Employees: A former director or employee may not
make any communication to or appearance before a present director or employee
before the first anniversary of the date the former director or employee ceased to
be a director or employee if the communication is made (a) with the intent to
influence and (b) on behalf of any person in connection with any matter on which
the former director or employee seeks action by UTIMCO.

If a director or employee knowingly communicates with a former director or
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IV.

employee in violation of this prohibition, the director or employee will be subject
to disciplinary action including, with respect to a director, removal from serving
as a director of UTIMCO.

Confidential Information

A.

Directors and employees may not disclose confidential information, except when
duly authorized personnel determine such disclosure is either permitted or
required by law. Confidential information must be used by directors and
employees for UTIMCO purposes and not for their own personal gain or for the
gain of third parties.

Information derived from a relationship with UTIMCO which might reflect
favorably or adversely upon the value of any investment or contemplated
investment may not be used by directors and employees in any manner for the
purpose of personal advantage or to provide advantage to others.

Nepotism

A.

UTIMCO may not employ a person who is a relative of a director. This does not
prevent the continued employment of a person who has already been working for
UTIMCO for thirty consecutive days prior to the date of the related director's
appointment.

UTIMCO may not employ a person who is a relative of (1) a key employee, (2) a
consultant, or (3) any owners, directors, or officers of consultants. This does not
prohibit the continued employment of a person who has already been working for
UTIMCO for thirty consecutive days at the time of the selection of a new key
employee or consultant. Nor does this prevent the continued employment of
persons who have been working for UTIMCO for thirty days prior to becoming
relatives.

No employee may exercise discretionary authority to hire, evaluate or promote a
relative. No employee may supervise a relative, either directly or indirectly. As
used herein, "supervise" means to oversee with the powers of direction and
decision-making the implementation of one's own or another's intentions.
Supervision normally involves assigning duties, overseeing and evaluating work,
and approving leave.

Decision-Making Based on Merit

UTIMCO business transactions are to be based on professional integrity and competence,
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financial merit and benefit to UTIMCO and, whenever required or prudent, on a
competitive basis. Directors and employees may not base any UTIMCO business
decisions on family or personal relationships.

VII. Observance of UTIMCO Controls and Policies

Directors and employees will observe the accounting and operating controls established
by law and UTIMCO policies, including restrictions and prohibitions on the use of
UTIMCO property for personal or other non-UTIMCO purposes.

VIII. Gifts and Entertainment

A A director or employee is prohibited from soliciting or accepting a gift because of
or through use of the employee's or director's position with UTIMCO if the gift is
from a person other than an employee or a director and the employee or director
knows or should have known that the gift would not have been solicited, offered,
or given had the employee or director not held his or her position as an employee
or director. This prohibition applies not only to gifts solicited or given for the
personal benefit of the director or employee but also to gifts to third parties.

B. The prohibitions in this article do not apply to the following gifts, provided that
acceptance of such gifts violates no law:

(1)  gifts given on special occasions between employees and/or directors;

(2)  books, pamphlets, articles or other such materials which contain
information directly related to the job duties of an employee or director
and are accepted by the employee or director on behalf of UTIMCO for
use in performing his or her job duties;

(3) gifts from relatives of employees or directors which are based solely on a
personal relationship between the director or employee and his or her
relative;

(4)  business meals and receptions when the donor or a representative of the
donor is present;

(5)  ground transportation in connection with business meetings, meals, or
receptions;

(6) seminar or conference fees when the seminar relates to the director's or

employee's job duties and is sponsored by UTIMCO's consultants or
agents, prospective consultants or agents, or persons or entities whose
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interests may be affected by UTIMCO;

(7) items with a value of less than $50, excluding cash or negotiable
instruments, and other gifts of nominal value. Examples of gifts of
nominal value are (a) modest items of food and refreshments on infrequent
occasions and (b) unsolicited advertising or promotional material such as
plaques, certificates, trophies, paperweights, calendars, note pads, pencils,
and other items of nominal intrinsic value.

Attendance by directors or employees at seminars or conferences sponsored and
paid for by UTIMCO's consultants or agents, prospective consultants or agents, or
persons or entities whose interests may be affected by UTIMCO that involve
entertainment or recreation may in some cases be in the best interest of UTIMCO.

Employees must obtain specific written approval of their attendance at such
events from the President or Chief Compliance Officer. Approval may be
withheld for elaborate entertainment events such as ski trips, hunting trips, or
stays at expensive resorts.

Under no circumstances may directors or employees accept a gift if the source of
the gift is not identified or if the director or employee knows or has reason to
know that the gift is being offered through an intermediary.

If a prohibited gift is received by a director or employee, he or she should attempt
to return the gift to its source. If that is not possible or feasible, the gift should be
donated to charity.

Compliance with Professional Standards

UTIMCO representatives who are members of professional organizations which
promulgate standards of conduct, such as the Association for Investment Management
and Research, must comply with those standards.

Financial Disclosure

A.

Directors and employees must file financial disclosure statements with the Chief
Compliance Officer, and for directors who file disclosure statements with the
Texas Ethics Commission, in the form prescribed by law for such disclosure
statements.

Directors and employees must file their financial disclosure statements within 30

days of their date of employment and by January 31st of each year. The President
may postpone a filing deadline for not more than 60 days on written request or for
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an additional period for good cause, as determined by the Chairman of the Board.
A financial disclosure statement must be maintained by UTIMCO for at least 5
years after the date of its filing.

XI. Key Employees
A The Board shall designate by position with UTIMCO the employees who exercise
significant decision-making authority. By virtue of their position with UTIMCO,
these persons are "key employees.

B. Employees designated as key employees must acknowledge their key employee
status in writing through the annual ethics compliance statement.

C. Requirements of this Code which are specifically applicable to key employees are
the following:

(1)  disciplinary action disclosure; and
(2)  advance approval of outside employment, including service as a director,
officer, investment consultant, or manager for another person or entity.
XII. Ethics Training and Advice

A. The President will appoint an Employee Ethics Committee composed of
UTIMCO personnel which will have responsibility for:

(1) providing ethics training for UTIMCO personnel; and
2) issuing opinions on the proper interpretation of this Code.

B. Employees may file a written request with the Employee Ethics Committee for an
opinion on the proper interpretation of this Code and may rely upon that opinion
with respect to compliance with the Code.

C. The Chairman of the Employee Ethics Committee will be the Chief Compliance
Officer.

XIIl. Compliance and Enforcement

A. The Board will enforce this Code through the President, who is responsible for its
implementation with respect to employees.




B. The full range of disciplinary options under UTIMCO personnel policies and
practices may be used with respect to employees who violate this Code, up to and
including termination.

C. The Board is responsible for the enforcement of this Code with respect to
violations by individual directors through resolutions of reprimand, censure, or
other appropriate parliamentary measures, including requests for resignation.

D. Directors with knowledge of a violation of this Code must report such violation to
the General Counsel. Employees with knowledge of a violation of this Code must
report such violation to the Chief Compliance Officer or to a member of the Audit
and Ethics Committee of the Board. No retaliatory action will be taken against
the reporting person for any such report involving another person made in good
faith.

E. Within sixty days of their employment or appointment, employees and directors
must sign and date financial disclosure and ethics compliance statements that they
have received and read this Code, that they will comply with its provisions, that it
is their duty to report any acts by other directors or employees when they have
knowledge of violations of this Code, and, for employees, that adherence to this
Code is a condition of their employment. The statement will also include a
disclosure of any conflicts of interest or violations of the Code of which they are
aware and a reminder that they are required to update their statements if a change
in circumstances occurs which would require reporting under this Code. Persons
employed by UTIMCO on the date of adoption of this Code must sign and date
the statement within thirty days of the adoption of this Code. The signed
statements will be maintained in the employee's personnel file. Persons serving as
directors on the date of the adoption of this Code must also sign the financial
disclosure and ethics compliance statement within 45 days of the adoption of this
Code.

F. Directors and employees, including acting or interim employees, must sign and
date financial disclosure and ethics compliance statements as described above
each year. The annual financial disclosure and ethics compliance statements must
be submitted to the Chief Compliance Officer by January 31. Any person who is
a director or employee on December 31 of any year must file an annual financial
disclosure and ethics compliance statement for that year. Directors’ financial
disclosure and ethics compliance statements will be maintained by the Chief
Compliance Officer.

G. Directors and key employees must also file disciplinary action disclosure
statements setting forth any proceedings, actions, or hearings by any professional
organization or other entity involving the director or key employee. Disciplinary
action disclosure statements must be submitted to the Chief Compliance Officer
by January 31 of the first year of designation as a director or key employee or, for
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those persons already serving as directors or designated as key employees on the
effective date of this Code, on January 31 following the effective date.
Disciplinary action disclosure statements must be promptly updated if any action
occurs which would cause a director's or a key employee's answers to change.

H. The custodian for open records purposes of the disclosure statements required
under this Code is the Chief Compliance Officer.

L The President will notify the Audit and Ethics Committee of the Board in writing
by February 15 of each year of the following:

(1)  any approval given for outside employment by key employees, including
the nature of the employment; and

(2) any disciplinary action disclosed by directors or key employees.
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. M.

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 Material Sup-
porting the Agenda. At the conclusion of each Standing
Committee meeting, the report of that Committee will be
formally presented to the Board for consideration and
action.

Executive Committee: Chairman Evans
Vice-Chairman Loeffler, Vice-Chairman Clements

MSA Page Ex.C - 1]

Business Affairs and Audit Committee: Chairman
Riter, Regent Hicks, Regent Oxford
MSA Page BAAC - 1

Academic Affairs Committee: Chairman Lebermann
Regent Clements, Regent Riter, Regent Smiley

MSA Page AAC - 1

Health Affairs Committee: Chairman Loeffler
Regent Clements, Regent Oxford, Regent Sanchez
MSA Page HAC - 1

Facilities Planning and Construction Committee:
Chairman Clements, Regent Lebermann, Regent Sanchez

MSA Page FPCC - 1
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N. ITEM FOR THE RECORD

U. T. Austin: Report on Naming the Texas Center for
Writers as The James A. Michener Center for Writers.--

PORT

President ad interim Flawn announced at a campus memorial
service for Mr. James A. Michener that he would ask the U. T.
System to redesignate the academic program known as the Texas
Center for Writers at U. T. Austin as The James A. Michener
Center for Writers. On December 18, 1997, the Chancellor,
with the concurrence of the Acting Vice Chancellor for
Academic Affairs, approved President ad interim Flawn's
recommendation.

The Texas Center for Writers was created in the late 1980s
with a gift of $15,000,000 from Mr. Michener and his wife
Mari. The gift was supplemented by a $3,000,000 match by the
U. T. Board of Regents. Mr. Michener took a keen interest

in the Center for Writers which is currently located in the
J. Frank Dobie House. He kept an office there, seeing
visitors and interviewing applicants. He cherished his time
with the students, advising them, reviewing their papers, and
discussing career possibilities.

Naming the Texas Center for Writers after Mr. Michener is a
most fitting and appropriate tribute to a remarkable talent,
a loyal and committed friend, and an exceedingly generous
benefactor, with donations in excess of $44 million to U. T.
Austin.

Although U. T. Board of Regents' approval is not regquired for

this program naming, this report for the record is provided
for information.
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0. REPORT OF BOARD FOR LEASE OF UNIVERSITY LANDS

REPORT

The Board for Lease of University Lands met on Wednesday,
November 19, 1997, in the Regents' Meeting Room on the ninth
floor of Ashbel Smith Hall in Austin, Texas, for a general
business meeting and to award leases for the Regular 0il and
Gas Lease Sale No. 92,

Following is a report on the results of the Regular 0il and
Gas Lease Sale No. 92:

A total of 65,296.630 acres (195 tracts) of
Permanent University Fund lands was offered for
lease. Bonuses of $7,751,118 were paid for

93 tracts covering a total of 30,690.163 acres.
Total bonuses paid at this lease sale were the
greatest paid at a single lease sale since
February 3, 1982, when total bonuses paid were
$17,842,000. The average bonus paid per acre
was $252.56, with the high bonus per acre
being $1,011.89. The single highest bonuses
were $324,160.00 each for two 320-acre tracts
in Ward and Loving Counties, Texas.

Following is a report on the general business meeting:

a. Approved the Minutes of the Board for Lease
meeting of May 13, 1997

b. Elected Regent Lowell H. Lebermann, Jr., as
Vice Chairman, Board for Lease of University
Lands

c. Appointed Pamela S. Bacon as Secretary of the
' Board for Lease of University Lands

d. Approved tracts offered and approved lease
" awards to highest bidders in Regular 0il and
Gas Lease Sale No. 92
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Approved procedures and terms for Regular 0Oil
and Gas Lease Sale No. 93 to be held on
May 19, 1998, in Midland, Texas

f. Approved procedures and terms for Frontier
0il and Gas Lease Sale No. 93~-A to be held
on May 19, 1998, in Midland, Texas

g. Approved a provision to be added to oil and
gas leases which would allow special surface
protection for specified tracts

h. Received a report on the take in-kind crude
oil sale held October 1, 1997; approved
contracts dated December 1, 1997; and
approved continuation of the take in-kind
crude oil royalty program as currently
managed. The take in-kind oil royalty
program has resulted in net revenue
enhancement of $6,805,936.

i. Received a report on the take in-kind gas
royalty sale held September 22, 1997;
approved contracts dated October 1, 1997; and
approved continuation of the take in-kind gas
royalty program as currently managed. The
take in-kind gas royalty program has resulted
in net revenue enhancement of $97,703 since
September 1995.

j. Accepted a staff recommendation to meet in
January 1998 to address the following mat-
ters: revision of oil and gas lease form,
fee schedule, forms, administrative provi-
sions, revisions to operational require-
ments, and policies (Note: Rescheduled to
March 17, 1998)

k. Considered a proposed policy regarding pooled
units
1. Received information regarding proposed

reporting form changes
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Authorized taking legal action necessary to
confirm the status of University Lands 0il
and Gas Lease No. 72475 in Andrews County,
Texas, and to collect all amounts owed to the
Board of Regents of The University of Texas
System under the lease and to collect amounts
owed under a certain Royalty Crude 0il Sales
Agreement. ~

The next meeting of the Board for Lease of University Lands is
scheduled for March 17, 1998, in the Regents' Meeting Room on
the ninth floor of Ashbel Smith Hall in Austin, Texas.
p. OTHER MATTERS

. stem: tus Re io an Corpo-

ompl j e,-—

Q. SCHEDULED EVENTS

1. o) o ents' Meetings
Dates Locations/Hosts
May 13-14, 1998 U. T. Permian Basin
August 12-13, 1998 U. T. Pan American
November 11-12, 1998 U. T. M.D. Anderson
Cancer Center
2. Official Co nce ts - 9
May 1 U. T. Nursing School - Galveston
May 8 U. T. Public Health School - Houston
May 9 U. T. Permian Basin
U. T. San Antonio
U. T. Tyler
May 16 U. T. Brownsville

U. T. El1 Paso
U. T. Pan American

May 16-17 U. T. Arlington
May 17 U. T. Dallas
May 23 U. T. Austin
U. T. Dental School -~ San Antonio
June 6 U. T. Southwestern Medical School -

Dallas and U. T. Southwestern
G.S.B.S. - Dallas
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3. Other Events
September 10, 1998

October 29, 1998

OTHER BUSINESS
ADJOURNMENT
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U. T. M.D. Anderson
Cancer Center:
Faculty Honors
Convocation

U. T. M.D. Anderson
Cancer Center:
University Cancer
Foundation Board of
Visitors' Meeting
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EXECUTIVE COMMITTEE
Committee Chairman Evans

Date: February 12, 1998

Time: Following the Reconvening of the Board of Regents
at 9:00 a.m. or Upon Recess of Executive Session

Place: Regents' Meeting Room, Ninth Floor, Ashbel Smith
Hall

Page
Ex.C

U. T. System - Lower Rio Grande Valley
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U. T. System - Lower Rjo Grande Valley Regional Academic

. izatio i a sult-
Was . t jte_Se i Process
ere i -

REPORT

The Executive Committee reports that it met in Open Session on
December 10, 1997, and that upon the recommendation of the
Chancellor, the Executive Vice Chancellors for Health and
Business Affairs, and the U. T. System Consultant Review
Committee authorized the following actions with regard to the
Lower Rio Grande Valley Regional Academic Health Center in
accordance with Senate Bill 606, 75th Texas Legislature:

a. Retained on behalf of the U. T. System the
Kaludis Consulting Group, Washington, D. C.,
effective December 1, 1997, and at a cost
not to exceed $375,000, as a consultant to
recommend to the U. T. Board of Regents the
best site for the Regional Academic Health
Center to be located in the Lower Rio
Grande Valley

b. Appropriated funds in the amount of
$375,000 for the consulting contract and
$10,000 for direct expenses by U. T.
System Administration for printing, adver-
tising, and distribution of the Request
for Proposal (RFP) from Undistributed
Interest on Service Departments and
Revolving Funds Local Funds Investments

c. Authorized the Executive Vice Chancellor
for Business Affairs to execute all
documents related thereto following
approval by the Executive Vice Chancellor
for Health Affairs and the Office of
General Counsel.




Following issuance of Request for Proposal (RFP) RE-01, a
committee of U. T. System and component administrators
appointed by the Chancellor interviewed and rated the six
respondents and unanimously recommended that the Kaludis
Consulting Group, Washington, D. C., be retained to perform
the tasks outlined in the RFP. The consultant will be
responsible for preparing an additional resource specific
RFP and conducting the process to select the best site for
the Regional Academic Health Center to be located in the
Lower Rio Grande Valley (Cameron, Hidalgo, Starr, and :
Willacy Counties). The consultant will present the find-
ings and a recommendation for the best site to the U. T.
Board of Regents for final approval at a future meeting.
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1. U. T. System: Recommendation to Approve Chancellor's
Docket No., 92.--

RECOMMENDATION

It is recommended that Chancellor's Docket No. 92 be approved.

It is requested that the committee confirm that authority to
execute contracts, documents, or instruments approved therein
has been delegated to the officer or official executing same.

2. U. T. System: Recommendation to Approve 1999 Budget
Preparation Policies and Limitations for General Operat-
ing Budgets, Auxiliary Enterprises, Contracts and Grants,
Restricted Current Funds, Designated Funds, and Service
and Revolving Funds Activities and Calendar for Budget

0 ati ==

RECOMMENDATION

With the concurrence of the U. T. System Executive Officers,
the Chancellor recommends that the U. T. Board of Regents
approve the following Budget Preparation Policies and Limita-
tions and Calendar for use in preparing the 1999 Operating
Budget for the U. T. System:

U. T. System 1999 Budget Preparation Policies

General Guide es - The regulations and directives included
in the General Appropriations Act enacted by the 75th Texas
Legislature serve as the basis for these guidelines and poli-
cies. 1In preparing the draft of the 1999 Operating Budget,
the Chief Administrative Officer of each component institution
should adhere to guidelines and policies as detailed below and
as included in the General Appropriations Act.
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Overall budget totals, including reasonable reserves, must
be limited to the funds available for the year from General
Revenue Appropriations, Estimates of Educational and General
Income, and limited use of institutional unappropriated bal-
ances.

Salary Guidelines - Recommendations regarding salary policy
are subject to the following directives.

1.

Salaries Proportional by Fund - Unless otherwise
restricted, payment for salaries, wages, and benefits

paid from appropriated funds, including local funds and
educational and general funds as defined in V.T.C.A.,

Educatjon Code, Sec. 51.009 (a) and (c), shall be

proportional to the source of funds.

Merit Increases - Subject to available resources and
resolution of any major salary inequities, institutions
should give priority to implementing merit salary
increases for faculty and staff, keeping in mind the
1998 - 1999 biennium goal of at least an average

5% merit salary increase for faculty and staff.

Merit increases or advances in rank for faculty are
to be on the basis of teaching effectiveness, research,
and public service.

Merit increases or promotions for administrative and pro-
fessional staff and classified staff are to be based on
evaluation of performance in areas appropriate to work
assignments.

To be eligible for a merit increase, classified staff
must have been employed by the institution for at least
six months as of August 31, 1998.

Other Increases - Equity adjustments, competitive offers,
and increases to accomplish contractual commitments may
also be granted in this budget and should be considered
merit where appropriate, subject to available resources.
Such increases should be noted and explained in the sup-
plemental data accompanying the budget.

New Positions - New administrative and professional,
classified staff and faculty positions are to be
requested only when justified by work loads or to meet
needs for developing new programs.
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5. It is the expectation that Fiscal Year 1999 increases
for merit, equity, or other reasons be included in the
Operating Budgets.

staff Benefits Guidelines - Recommendations regarding the

state contribution for employees staff benefits such as group
insurance premiums, teacher retirement, and optional retire-
ment are subject to legislative directives included in the
General Appropriations Act. The Chancellor will issue supple-
mental instructions regarding group insurance premiums and
premium sharing rates at a later date.

Oother Employee Benefits - Employer contributions to the

self-insured Unemployment Compensation Fund are $.68 per $100
of the first $9,000 of salary paid per employee. Workers'
Compensation Insurance rates have been experience rated for
each component.

Other Operating Expenses Guidelines - Increases in Mainte-

nance, Operation, Equipment, and Travel are to be justified
by expanded work loads, development of new programs, or cor-
rection of past deferrals or deficiencies.

BACKGROUND INFORMATION

The U. T. System 1999 Budget Preparation Policies track the
regulations and directives included in the General Appropria-
tions Act enacted by the 75th Texas Legislature. No funds
have been specifically defined in the General Appropriations
Act for salary increases for 1999. However, institutions
should give priority to implementing merit salary increases
if resources are available.
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1999 Operating Budget Calendar

February 12, 1998 U. T. Board of Regents
approve budget policies

April 6-15, 1998 : Budget policy/resource
allocation hearings with
System Administration

May 8, 1998 Draft copies of budgets,
salary rosters, and
supplemental data due to
System Administration

May 11-16, 1998 Technical budget hearings
with System Administration

May 29, 1998 Final copies of budgets,
salary rosters, and
supplemental data due to
System Administration

July 6-7, 1998 U. T. Board of Regents'
Committee Briefings

August 13, 1998 A U. T. Board of Regents
approve budget

August 21, 1998 Budgets due to System

Administration for
copying and binding
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3. U. T. System: Recommendation for Partial Recovery of
Costs of Telecommunications and Information Technology
Services, -~

The advisory process to recover some of the costs of three

U. T. System information technology initiatives -- Telecommu-
nications Infrastructure, Distance Education, and Knowledge
Management -- is still in progress. The proposed recommenda-

tion will include fees and assessments to all U. T. System
component institutions for services associated with these
initiatives. It is anticipated that a recommendation to
establish these fees and assessments will be distributed prior
to the February 1998 meeting of the U. T. Board of Regents.

4. U. ustin: Harry Huntt Ranso eral Endowment

Fund for the Harry Ransom Humanities Research Center -
eques roval to Se A oximate 92 Acres of
Land and Improvements in Hays County, Texas, and Authori-

zation to Execute All Documents Related Thereto.--

COMM ATIO

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Business Affairs, the Acting Vice Chancel-
lor for Academic Affairs, and President ad interim Flawn
that authorization be given for the U. T. System Real Estate
Office, on behalf of U. T. Austin, to sell approximately

192 acres of land and improvements including a small residen-
tial structure, a barn, and two storage sheds. The site

is located 4.5 miles southwest of Dripping Springs at the
southwest corner of County Road 220 and County Road 245 in
Hays County, Texas. The property will be marketed through

a competitive offer process and sold with all remaining
minerals for the best offer at or above the appraised value
of $922,000.

This property was received as part of the residual bequest
from the Estate of Hazel H. Ransom, Austin, Texas. The net
sale proceeds from the sale of the property will be added to
the Harry Huntt Ransom General Endowment Fund at U. T. Austin.




BUSINESS AFFAIRS AND AUDIT COMMITTEE
SUPPLEMENTAL MATERIAL

FEBRUARY 12, 1998

3. U stem: Recommendatio or Partial Recover £
Costs of Telecommunications and Information Technology
Services,~--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Business Affairs and the Vice Chancellor
for Telecommunications and Information Technology that the

U. T. Board of Regents:

a. Authorize the Executive Vice Chancellor for
Business Affairs to establish partial cost
recovery procedures for the following three
U. T. System Information Technology Initiatives
to be effective for the Fiscal Year 1998-1999:

1. Enterprise Telecommunications
Infrastructure

2. Knowledge Management Services

3. Distance Education Leading to a Virtual
University (U. T. TeleCampus)

The procedures may include proportional
assessments to the U. T. System component
institutions with the specific amounts to be
included in Fiscal Year 1998-1999 budgets

b. Authorize the U. T. System component
institutions to impose, as needed, an
incidental fee for distance education costs
not to exceed $25 per semester credit hour
subject to established procedures for
administrative approval.




BACKGROUND INFORMATION

The Executive Vice Chancellor for Business Affairs and the
Vice Chancellor for Telecommunications and Information
Technology have worked with representatives of the U. T.
System component institutions to establish procedures that
will provide partial recovery of costs associated with
establishment of the three U. T. System Information Technology
Initiatives described below:

a.

Enterprise Telecommunications Infrastructure -
The estimated dollar amount to be recovered
from the U. T. System component institutions
is indicated in the table set forth on

Page BAAC - 7d titled "Cost Recovery Goals."
The institutional share would be prorated on
the basis of an institution's total
institutional expenditures as reported in the
latest audited annual financial report.

Knowledge Management Services - Costs for
operating the Knowledge Management Center, as

estimated in the table on Page BAAC - 7d, would
also be recovered through a proportional
assessment on each U. T. System component. The
shares would be based on full-time equivalent
(FTE) student enrollment and FTE faculty
positions (50%) and total budget expenditures
(50%).

Distance Education Leading to a Virtual
University (U. T. TeleCampus) ~ The

U. T. System Office of Telecommunications and
Information Technology through the

U. T. TeleCampus would provide centralized
administrative and technical services for all
distance education courses delivered between
two or more component institutions. Use of
distance education services from the

U. T. TeleCampus would be optional for distance
learning courses delivered exclusively through
a U. T. System component institution's local
network. Costs for delivery of distance
education courses or use of other services
administered by the U. T. TeleCampus would be
funded as follows:

1. The U. T. TeleCampus would receive from
the originating or sender institution 100%




of the designated tuition up to a maximum
of $25 per semester credit hour for all
semester credit hours of enrollment in a
TeleCampus course. (Designated tuition is
the amount authorized by the U. T. Board
of Regents over and above the statutory
tuition rate but which may not exceed the
amount of the statutory tuition rate. The
maximum rate for the 1998-1999 academic
year is $36 per semester credit hour and
$38 for the 1999-2000 academic year.) For
the Fiscal Year 1998-1999 and Fiscal

Year 1999-2000 budgets, the U. T. System
Administration will recommend an
allocation of two times the amount
collected from the designated tuition
assessment, matching dollars to be
returned to the component institutions in
the form of competitive grants for
innovative distance education projects.

2. Sender U. T. System institutions, which
collect the designated tuition for a
TeleCampus course, will transfer the
balance of the designated tuition (the
amount over and above the $25 assessment
for the TeleCampus) to the receiver
institution for those students accessing
the course at the receiver U. T. System
institution. The procedures would also
permit a receiver institution to negotiate
an interagency agreement with the sender
institution for additional reimbursement
up to the total receipts from regular
tuition paid by students at the receiver
institution.

U. T. System institutions which originate distance learning
courses will receive regular formula funding and all tuition
and fees except designated tuition as described above. They
would also be authorized to recover their additional costs
associated with distance learning by imposing an incidental
fee for distance learning courses of up to $25 per semester
credit hour. Like other incidental fees the amount of the fee
can not be greater than the amount required to cover costs.

By previous U. T. Board of Regents' action, the component
institutions are authorized to waive fees for services such as
parking which are not available to students taking courses
exclusively by distance education. Thus, the imposition of a
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distance education fee can be offset to some extent by waiving
other fees.

The chief administrative officers and the chief business
officers of the U. T. System component institutions have
reviewed and approved the proposed procedures for partial cost
recovery for the three U. T. System Information Technology
Initiatives described above. The table below provides
information about the amounts expected to be generated from
the institutional assessments for the Fiscal Year 1998-1999
and the estimated amounts for the following three fiscal
years. Upon approval of this agenda item, the Executive Vice
Chancellor for Business affairs, after appropriate
consultation with the component institutions, will be
authorized to approve changes in the proposed plan, with
subsequent U. T. Board of Regents' approval of the
institutional budgets.

Cost Recovery Goals

FY 1998-1999 FY 1999-2000 FY 2000-2001 FY 2001-2002

Telecommunications
Infrastructure $ 40,000 $ 80,000 $ 120,000 $ 160,000
Knowledge Management
Center 320,000 320,000 320,000 320,000
Distance Education
(U. T. TeleCampus) 140,000 280,000 400,000 500,000
TOTAL $ 500,000 $ 680,000 $ 840,000 $ 980,000

BAAC ~ 74




It is further recommended that the Executive Vice Chancellor
for Business Affairs or the Executive Director of Real Estate
be authorized to execute all documents, instruments, and other
agreements and take all such further actions deemed necessary,
advisable, or proper to carry out the purpose and intent of
the foregoing recommendation.

BACKGROUND_ INFO TION

The Harry Huntt Ransom General Endowment Fund was established
at the February 8, 1996, meeting of the U. T. Board of Regents
with a portion of the residual bequest received from the
Estate of Hazel H. Ransom and is used for general support of
operations and collection development within the Harry Ransom
Humanities Research Center.

It is recommended that the property be sold with all oil, gas,
and other minerals, if any, due to the absence of production
in this area of Hays County. This provides a better opportu-
nity for a buyer to pay a greater value based on the ability
to further subdivide the property.

5. U. T. Dallas: equest for Approval to Negotiate a Lon
Term Ground Lease of Approximately 7.7 Acres of Land

ocated j City of Richardso Collin Count Texas

in Exchan or Construction of Campus Roadway Improve-

ments and Authorization to Execute All Documents Related
Thereto. --

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Business Affairs, the Acting Vice Chan-
cellor for Academic Affairs, and President Jenifer that
authorization be given for the U. T. System Real Estate
Office, on behalf of U. T. Dallas, to complete negotiations
for a long term ground lease with the City of Richardson,
Collin County, Texas, of an approximately 7.7 acre tract of
land near the U. T. Dallas campus in exchange for construc-
tion, at the City of Richardson's expense, of a new southern
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entrance road to the campus which will be named "University
Parkway." It has been determined that the value of the pro-
posed roadway improvements exceeds the market value of the
ground lease of the 7.7 acre tract of land.

It is further recommended that the Executive Vice Chancellor
for Business Affairs or the Executive Director of Real Estate
be authorized to execute all documents, instruments, and other
agreements and take all such further actions deemed necessary,
advisable, or proper to carry out the purpose and intent of
the foregoing recommendation.

BACKGROUND INFORMATION

U. T. Dallas has made arrangements with the City of Richardson
to construct a new southern entrance to the U. T. Dallas
campus from Campbell Road. The transaction involves the
dedication of the right-of-way for the new road (University
Parkway), the granting of associated drainage easements, the
abandonment of an existing road (Armstrong Parkway), and the
granting of a lease for approximately 7.7 acres of land to be
used by the City of Richardson as the location for a new tech-
nology incubator.

6. . em: equest for A oV o _Exceed the Full-

Time Equivalent Limitation on Employees as Required by
the General Appropriations Act of the 75th Legislature,
Article IX, Section 35.-~

A recommendation with regard to this matter will be distrib-
uted prior to the February 1998 meeting of the U. T. Board of
Regents.
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BUSINESS AFFAIRS AND AUDIT COMMITTEE
SUPPLEMENTAL MATERIAL

FEBRUARY 12, 1998

6. U. T. System: Request for Approval to Exceed the
Full-Time Equivalent Limitation on Employees as
Required by the General Appropriations Act of the

75t eqi tu Article Section 35.~--~
RECOMMENDATION

The Chancellor concurs in the recommendation of the U. T.
System Executive Officers and the chief administrative
officers of certain U. T. System component institutions that
the U. T. Board of Regents approve those institutions, as set
forth in the table on Page BAAC - 9b, to exceed the number of
full-time equivalent (FTE) employees that are authorized in
the General Appropriations Act. Also, as required by
Article IX, Section 35 of the General Appropriations Act, it
is recommended that the U. T. Board of Regents submit a
request to the Governor's Office and the Legislative Budget
Board to grant approval for these institutions to exceed the
authorized number of FTE employees.

BACKGROUND INFORMATION

The proposed request is in accordance with Article IX,

Section 35 of House Bill 1 (General Appropriations Act) passed
by the 75th Legislature, Regular Session. This rider places a
limit on the number of full-time equivalent (FTE) employees
that an institution may employ without written approval of the
Governor and the Legislative Budget Board. 1In order to exceed
the FTE limitation, a request must be submitted by the
governing board and must include the date on which the board
approved the request, a statement justifying the need to
exceed the limitation, the source of funds to be used to pay
the salaries, and an explanation as to why the functions of
the proposed additional FTEs cannot be performed within
current staffing levels.
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The University of Texas System
REQUEST TO EXCEED FULL-TIME EQUIVALENT LIMITATION
(House Bill No. 1, Article IX, Section 35)
Requested
H.B. 1 Estimated Increase By Fund Source
FTE Average FTE for 4 in Number Appropriated  All Other
Component Limitation Quarterly Reports of FTEs Funds Funds
U. T. Dallas 1,351.5 1,411.5 60.0 43.0 17.0
U. T. El Paso 2,107.5 2,318.9 211.4 27.8 183.6
U. T. Pan American 1,502.0 1,676.0 74.0 63.0 11.0
)
% U. T. Permian Basin 216.5 263.0 46.5 28.0 18.5
! U. T. San Antonio 1,932.0 2,033.0 101.0 101.0 -
0
% U.T.MB-Galveston 12,942.0 15,040.4 2,098.4 550.0 1,548.4
U. T. HSC - San Antonio 3,990.0 4,266.0 276.0 123.5 162.5
U. T. MDA Cancer Center 6,788.0 7,868.4 1,080.4 475.2 605.2
U. T. HC - Tyler 1,170.0 1,253.0 83.0 11.0 72.0




(¢) PORT

1. U. T. System: Discussion of the December 1997 Monthly
Financial Report.--

REPORT

Mr. R. D. Burck, Executive Vice Chancellor for Business
Affairs, will discuss the December 1997 Monthly Financial
Report for the U. T. System.

2. U. T. System: Presentation on the 1997 Cost Savings
Report.--

REPORT

A presentation on the U. T. System 1997 Cost Savings Report
will be made by Mr. R. D. Burck, Executive Vice Chancellor for
Business Affairs.

3. U. T. System: Annual Presentation of the Reporting Pack-
age for the Board of Regents.--

REPORT

Mr. R. D. Burck, Executive Vice Chancellor for Business
Affairs, will report to the U. T. Board of Regents on the
information contained in the updated U. T. System "Reporting
Package for the Board of Regents." Information provided in
the report includes financial, investment, and research data
for the U. T. System institutions covering a five-year period
ending August 31, 1997. The report also includes faculty,
employee, and student demographics extending from the

Fall 1993 through the Fall 1997 Semester. A copy of the
“"Reporting Package for the Board of Regents" is on file in
the Office of the Board of Regents.




4. U. T. System: Report on Results of the Fiscal Year 1997

toric Underutilized Business ogram Analyses.--

REPORT

The U. T. System Annual Report on the Historically Under-
utilized Business (HUB) Program for Fiscal Year 1997, as
presented at the November 13, 1997 U. T. Board of Regents'
meeting, showed a decline of some $27 million in total expen-
ditures with HUB firms between FY 1996 and FY 1997. Follow-
ing queries by the Board pertaining to explanations for the
decline and actions that can be taken to advance toward pro-
gram goals, Chancellor Cunningham requested that the U. T.
System component institutions analyze their HUB program
results and provide information explaining the reasons

for variations in purchases from HUB firms during Fiscal
Year 1997. Chancellor Cunningham will report on the results
of the Fiscal Year 1997 HUB program analyses.

5. em: e t o e 00 ation Svste
Issues.--
REPORT

Mr. R. D. Burck, Executive Vice Chancellor for Business
Affairs, will report on the U. T. System Year 2000 Information
System Issues.

6. U. T. System: Report on Derequlation of Utilities
Issues - Summary of Utility Costs and Efficiency of
Component Institutions.--

REPORT

Mr. R. D. Burck, Executive Vice Chancellor for Business
Affairs, will report on the utility costs and efficiency of
the U. T. System component institutions and related deregula-
tory issues.
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ACADEMIC AFFAIRS COMMITTEE
Committee Chairman Lebermann

February 12, 1998

Following the Meeting of the Business Affairs and

Audit Committee

Hall

U. T. System: Request for Authorization
to Adopt a Common Application Form for
Undergraduate Admissions at the General
Academic Component Institutions

U. T. System: Request to Adopt Guidelines
for a Visiting Students Program Among
Component Institutions Effective with the
Fall Semester 1998 (Catalog Change)

U. T. Austin: Recommendation for (a) Approval
of a Patent and Technology License Agreement
with JEMPAC International Corporation, Austin,
Texas, and (b) Approval for Individual to
Acquire Equity in and Serve as Director of
JEMPAC International Corporation

U. T. Austin: Report on Changes in Pharmacy
Education

U. T. Dallas: Request for Authorization to
Establish a Master of Science Degree in Medical
Management and to Submit the Proposed Degree
Program to the Coordinating Board for Approval
(Catalog Change)
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U. T. Dallas: Request for Authorization to

Establish a Bachelor of Science Degree and a

Master of Science Degree in Telecommunications
Engineering and to Submit the Proposed Degree

Programs to the Coordlnatlng Board for Approval
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U. T. Pan American: Request for Authorization

to Establish an Office of Graduate Studies
(Catalog Change) 27
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1. em: es izati t dopt Com-

mon Application Form for Undergraduate Admjissions at the
General Academic Component Institutions.--

RECOMMEN 10

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs that authorization be
given to the Acting Vice Chancellor for Academic Affairs

and the chief administrative officers of the U. T. System
general academic component institutions to adopt a common
admissions application form that is consistent with a common
form being adopted for all Texas public universities by the
Texas Higher Education Coordinating Board. The common appli-
cation form will be available for use by applicants for the
1999~-2000 academic year.

BACKGROUND INFORMATION

The 75th Texas Legislature adopted Senate Bill 150 (now in the
Texas Educatjon Code as Section 51.761 et seq.) which requires
the governing board of a university system to adopt a common
admission application. The statute also requires that the
Coordinating Board adopt a statewide common undergraduate
application form for use by applicants for the 1999-2000 aca-
demic year. The Senate Education Committee has notified the
Coordinating Board staff that the common statewide form will
also meet the requirement for a System-wide common applica-
tion. A Coordinating Board advisory committee, which includes
representatives from the U. T. System general academic compo-
nents, has been working to reach consensus on a common appli-
cation form that will be available for electronic use and will
allow an applicant to designate one or more institutions to
which he or she is applying.

By delegating authority to the U. T. System Acting Vice
Chancellor for Academic Affairs and the chief administrative
officers, the U. T. Board of Regents will fulfill the require-
ment of the statute that the governing board adopt a common
application form and will allow the institutions to proceed
with implementation in a timely manner.
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2. U, T. System: Request to Adopt Guidelines for a Visiting
Students Program Among Component Institutions Effective

th t a Semester 19 Catalog Change).--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs and the Executive Vice
Chancellor for Health Affairs that the U. T. Board of Regents
adopt Guidelines for a Visiting Students Program Among Com-
ponent Institutions of the U. T. System as shown below. The
policy is to be effective with the Fall Semester 1998, with
appropriate catalog changes to be effected by each component
when a new catalog is published.

GUIDELINES FOR A VISITING STUDENTS PROGRAM
AMONG COMPONENT INSTITUTIONS OF THE U. T. SYSTEM

I. INTRODUCTION

The component institutions of The University of Texas
System (U. T. System) offer an impressive variety of
outstanding academic programs and engage in significant
world-class research activities. A cooperative visiting
students program can help interested, qualified students
take advantage of unique educational opportunities at
other component institutions and can reduce procedural
requirements for students who wish to participate.

II. PURPOSE

A. The visiting students program is designed to allow
upper-level and graduate or professional students
enrolled in an institution of the U. T. System to
take courses or engage in research at another
institution within the System during a reqular
semester or summer session.

B. The program guidelines provide for reporting of
grades, payment of charges, and continuation of
financial aid during the semester or summer session
in attendance at another institution.
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III. GUIDELINES

A.

The U. T. System visiting students program is
limited to upper-level students (students with more
than 60 semester credit hours of degree-related
college level work) and graduate or professional
students.

Each U. T. System component institution with degree
programs will establish requirements for eligibility
for participation such as a minimum grade point
average and completion of a minimum number of
semester credit hours at the home institution.

The requirements may vary among programs at an
institution.

Each institution will designate individuals to
coordinate visiting student programs at home and
host institutions. Coordinators will facilitate
communication between the student and appropriate
major advisors at both institutions. The advisor
at the home institution will have final authority
on courses which may receive credit under the
visitation program.

A student's proposed visitation should clearly
relate to the student's program and academic
interest and be approved by the designated program
coordinator (undergraduate or graduate/professional)
at both the home institution and the proposed host
institution.

Approval for a student's proposed visitation will

be contingent on space and desired courses being
readily available in the proposed visitation program
and, for participation in a research laboratory, on
approval of the director of the laboratory.

For continuity of financial aid, the visiting
student should be registered at the home
institution, with grades for any course taken at
the cooperating host institution reported to the
home institution.

1. The home institution will identify at the time
of registration the course title/number under
which the visitation course credit would be
recorded.




2. The designated visitation program coordinator
at the host institution will report the
student's grade(s) to the coordinator at the
home institution at the end of each semester
or summer session.

3. The home institution will determine whether the
grade earned at a host institution is to be
treated as regular course credit for
determining academic standing and grade point
averages or as transfer credit.

The visiting student will be subject to the rules
and regulations of the host institution as well as
the home institution.

To maintain consistency and to assure the integrity
of student financial aid requirements, charges for
tuition and required fees (including course-specific
fees and other required fees associated with
enrollment at the host institution) are to be paid
to the home institution. The host institution must
provide the home institution with the list of fees
to be charged and the home institution will transfer
the amounts collected to the host institution.

A student awarded a fellowship, stipend, or other
financial assistance by the home institution will be
eligible to receive such assistance while visiting
the host institution.

1. Accepfance of financial support from the
visited institution will necessitate prior

2. The usual eligibility requirements for
financial aid at the home institution will
apply to a visiting student.

A visiting student will not be regularly admitted
by the host institution for the period of the
visitation and a student should not assume that he
or she would be eligible for transfer to that
institution.

1. If a visiting student desires to transfer to
the cooperating institution, the student must
comply with the regular transfer admission
requirements and procedures.
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2. Normally, a visitation may last no longer than
one long session semester or a long session
semester and a summer session; otherwise, the
student should apply for and be admitted to the
cooperating institution.

K. Each institution shall include in the appropriate
catalog(s) information which describes the U. T.
System visiting students program, specifies
eligibility requirements, and identifies the
de81gnated visiting students program coordlnator(s)
at that institution.

This item requires the concurrence of the Health Affairs Com-
mittee.

BACKGROUND INFORMATION

During the 1995-96 academic year, the U. T. System Student
Advisory Group initiated discussions with the U. T. System
Administration and the U. T. Board of Regents about expanding
an exchange program between the U. T. System and the Texas A&M
University System to allow for exchanges among the component
institutions of the U. T. System. The U. T. Board of Regents
approved the original inter-System exchange agreement at the
July 1979 meeting.

The U. T. System/Texas A&M University System agreement,
which limited exchanges to graduate students, has provided
the framework for students from each System to study or do
research at an institution in the other System. Based on
recommendations from members of the U. T. System Student
Advisory Group, the proposed guidelines more aptly describe
the program as a visiting students program and expand the
concept to include eligibility to upper-level undergraduate
students as well as graduate or professional students.
Individual review and approval by designated administrators
at each of the cooperating institutions is required for a
student's proposed visitation.

The guidelines have been designed to minimize complexities for
students regarding registration, grade reporting, financial
aid, and student services. While the number of participants
is not expected to be large, the guidelines present extraordi-
nary educational opportunities within a cooperative framework.
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The guidelines have been reviewed by the component chief
administrative officers and the U. T. System Faculty Advisory
Council and have been discussed with the Student Advisory
Group.

The U. T. System Administration is committed to a periodic
evaluation of the program and the guidelines with an expecta-
tion that changes can be made as needed based on student and
institutional experience with the program.

3. U. T. Austin: Recommendation for (a) Approval of a
Patent and Technology License Agreement with JEMPAC
International Corporation, Austin, Texas, and
(b) Approval for Individual to Acquire Equity in and
Serve as Director of JEMPAC International Corporation.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs and President ad interim
Flawn that the U. T. Board of Regents:

a. Approve the Patent and Technology License
Agreement set out on Pages AAC 10 - 18
between the U. T. Board of Regents, for
and on behalf of U. T. Austin, and JEMPAC
International Corporation, Austin, Texas

b. Approve the acquisition of equity in and
temporary service as a director of JEMPAC
International Corporation by Dr. Joel W.
Barlow, Cullen Trust for Higher Education
Endowed Professor in Engineering No. 5 at
U. T. Austin.




BACKGROUND INFO TION

Dr. Joel W. Barlow of U. T. Austin has created inventions
including (1) "Composition of Material for Rapid Encapsula-
tion," as described in Invention Disclosure #95-039 BAR, and
(2) "Mixing and Dispen51ng Equipment for Rapidly Polymerizing
Materials," as described in Invention Dlsclosure #95-055 BAR
(collectively the "inventions").

Under the proposed Patent and Technology License Agreement,
JEMPAC International Corporation is granted a royalty-bearing,
exclusive, worldwide license to manufacture, have manufac-
tured, use and sell the inventions. JEMPAC International Cor-
poration will pay the U. T. Board of Regents (1) an up-front
nonrefundable royalty fee of $30,000 and (2) a running royalty
of four percent (4%) of net sales of licensed products desig-
nated as equipment or machines and two percent (2%) of net
sales of licensed products designated as services or materials
or $25,000 per year whichever is greater. JEMPAC Interna-
tional Corporation will pay all patent prosecution and mainte-
nance costs, including foreign filings. JEMPAC International
Corporation will also support research at U. T. Austin with at
least $100,000 over a two-year period.

Dr. Barlow is an equity shareholder and temporary director

of JEMPAC International Corporation. A license to a faculty-
owned company is appropriate inasmuch as the activities by

. JEMPAC International Corporation involve applied research and
the development of certain prototypes whereas Dr. Barlow's
laboratory performs basic research and Dr. Barlow's status

as director of JEMPAC will cease at the end of January 1998.

The proposed arrangement is consistent with Section 51.912 of
the Texas Educatjon Code and corresponding provisions of the
U. T. System Intellectual Property Policy. Pursuant to Part
Two, Chapter XII, Subsections 6.2 and 7.1 of the Regents'

Rules and Requlations, approval by the U. T. Board of Regents
is necessary for Dr. Barlow to hold equity in and serve as a
director of JEMPAC International Corporation concurrent with
approval of the proposed license agreement with such company.
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PATENT AND TECHNOLOGY LICENSE AGREEMENT

THIS AGREEMENT is made by and between the BOARD OF REGENTS
(BOARD) OF THE UNIVERSITY OF TEXAS SYSTEM (SYSTEM), an agency of the
State of Texas, whose address is 201 West 7th Street, Austin, Texas 78701, on behalf
of THE UNIVERSITY OF TEXAS AT AUSTIN, and JEMPAC International Corporation
(LICENSEE), a Texas corporation having a principal place of business located at 9226
Knollcrest Loop, Austin, TX 78759 ,

RECITALS

A. BOARD owns certain PATENT RIGHTS and TECHNOLOGY RIGHTS related
to LICENSED SUBJECT MATTER, which were developed at The University of Texas
at Austin, a component institution of The University of Texas System.

B. BOARD desires to have the LICENSED SUBJECT MATTER developed and
used for the benefit of LICENSEE, the inventor, BOARD, and the public as outlined in
the Intellectual Property Policy promulgated by the BOARD.

C. LICENSEE wishes to obtain a license from BOARD to practice LICENSED
SUBJECT MATTER.

NOW, THEREFORE, in consideration of the mutual covenants and premises
herein contained, the parties hereto agree as follows:

I EEFECTIVE DATE

This Agreement shall be effective as of September 1, 1997 (the “Effective .
Date”), subject to approval by BOARD.

0. QEEIN]I]Q: NS

As used in this Agreement, the following terms shall have the meanings
indicated:

2.1 LICENSED SUBJECT MATTER shall mean inventions and discoveries
covered by PATENT RIGHTS or TECHNOLOGY RIGHTS within LICENSED FIELD.

2.2 PATENT RIGHTS shall mean BOARD'S rights in presently existing
information or discoveries covered by patents and/or patent applications that have
been filed or may be filed whether domestic or foreign, and all divisions, continuations,
continuations-in-part, reissues, or reexaminations thereof, and any letters patent that
issue thereon, which name Joel Barlow as either sole or joint inventor and which
relate to the manufacture, use or sale of “Composiltion of Material for Rapid
Encapsulation®, #95-039 BAR and “Mixing and Dispensing Equipment for Rapidly
Polymerizing Matenals #95-055 BAR.
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2.3 TECHNOLOGY RIGHTS shall mean BOARD'S rights in any technical
information, know-how, process, procedure, composition, device, method, formula,
protocol, technique, software, design, drawing or data relating to Composition of
Material for Rapid Encapsulation, #35-039 BAR and Mixing and Dispensing Equpment
for Rapidly Polymerizing Materials, #95-055 BAR which is not covered by PATENT
RIGHTS but which is necessary for practicing the invention at any time covered by
PATENT RIGHTS.

2.4 LICENSED FIELD shall mean all commercial applications of the
LICENSED SUBJECT MATTER.

2.5 LICENSED TERRITORY shall mean worldwide.

2.6 LICENSED PRODUCT shall mean any product SOLD by LICENSEE
comprising LICENSED SUBJECT MATTER pursuant to this Agreement.

2.7 SALE or SOLD shall mean the transfer or disposition of a LICENSED
PRODUCT for value to a party other than LICENSEE or a SUBSIDIARY.

2.8 SUBSIDIARY shall mean any business entity more than 50% owned by
LICENSEE, any business entity which owns more than 50% of LICENSEE, or any
business entity that is more than 50% owned by a business entity that owns more than
50% of LICENSEE.

2.9 NET SALES shall mean the gross revenues received by LICENSEE from
the SALE of LICENSED PRODUCTS less sales and/or use taxes actually paid, import
and/or export duties actually paid, outbound transportation prepaid or allowed, and
amounts allowed or credited due to returns (not to exceed the original billing or invoice
amount). _ ‘

. BEEBE.S.ENIAI[QN.._SMEEBJQB:BIQHIS

3.1 Except for the rights, if any, of the Government of the United States, as set
forth hereinbelow, BOARD represents to the best of its knowledge that it is the owner of
the entire right, title, and interest in and to LICENSED SUBJECT MATTER, and that it
has the sole right to grant licenses thereunder, and that it has not knowingly granted
licenses thereunder to any other entity that would restrict rights granted hereunder
except as stated herein.

3.2 The LICENSED SUBJECT MATTER is provided by BOARD WITHOUT
WARRANTY OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE
OR ANY OTHER WARRANTY, EXPRESS OR IMPLIED. THE BOARD MAKES NO
REPRESENTATION OR WARRANTY THAT THE LICENSED PRODUCTS OR
LICENSED SUBJECT MATTER WILL NOT INFRINGE ANY PATENT OR OTHER
PROPRIETARY RIGHT.
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IV. LICENSE

4.1 BOARD hereby grants to LICENSEE a royalty-bearing, worldwide,
exclusive license under LICENSED SUBJECT MATTER to manufacture, have
manufactured, use, sell, import and offer for sale LICENSED PRODUCTS within .
LICENSED TERRITORY for use within LICENSED FIELD. This grant shall be subject
to the payment by LICENSEE to BOARD of all consideration as provided in this
Agreement, and shall be further subject to rights retained by BOARD to:

(a) Publish the general scientific findings from research related to
LICENSED SUBJECT MATTER; and

(b) Use any information contained in LICENSED SUBJECT MATTER
for research, teaching and other educationally-related purposes.

4.2 LICENSEE shall have the right to extend the license granted herein to
any SUBSIDIARY provided that such SUBSIDIARY consents to be bound by this
Agreement to the same extent as LICENSEE.

4.3 LICENSEE shall have the right to grant sublicenses consistent with this
Agreement if LICENSEE has current exclusive rights under this Agreement.
LICENSEE shall be responsible for the operations of its sublicensees relevant to this
Agreement as if such operations were carried out by LICENSEE, including the
payment of royalties whether or not paid to LICENSEE by a sublicensee. LICENSEE
further agrees to deliver to BOARD a true and correct copy of each sublicense granted
by LICENSEE, and any modification or termination thereof, within thirty (30) days after
execution, modification, or termination. Upon termination of this Agreement, any and
all existing sublicenses granted by LICENSEE shall be assigned to BOARD.

4.4 BOARD shall have the right at any time after two (2) years from the date
of this Agreement, to terminate the exclusivity of the license granted herein within
LICENSED TERRITORY if LICENSEE, within ninety (90) days after written notice from
BOARD as to such intended termination of exclusivity, fails to provide written evidence
that it has commercialized or is actively attempting to commercialize an invention
hereunder. BOARD agrees to negotiate in good faith with LICENSEE for adjusting
terms under such a non-exclusive arrangement. BOARD shall have the right at any
time after three (3) years from the date of this Agreement to terminate the license
completely in any national political jurisdiction if LICENSEE, within ninety days (90)
after written notice from BOARD of such intended termination, fails to provide written
evidence that it has commercialized or is actively attempting to commercialize an
invention licensed hereunder for that jurisdiction. Evidence provided by LICENSEE
that it has an ongoing and active research, development, manufacturing, marketing or
licensing program as appropriate, directed toward production and SALE of services or
LICENSED PRODUCT multi-nationally or in the same world region of that jurisdiction
based on the invention disclosed and claimed in PATENTS RIGHTS or incorporating
TE_SHNOLOGY RIGHTS within such jurisdiction shall be deemed satisfactory
evidence.
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V. PAYMENTS AND REPORTS

5.1 In consideration of rights granted by BOARD to LICENSEE under this
Agreement, LICENSEE agrees to pay BOARD the following:

(@) A nonrefundable up-front royalty fee in the amount of
thirty thousand dollars ($30,000) which shall be due and payable when this
Agreement is executed by LICENSEE;

(b) A running royalty equal to four percent (4%) of NET SALES of
LICENSED PRODUCTS designated as equipment or machines plus two
percent (2% of NET SALES OF LICENSED PRODUCTS designated as
services and materials (“Running Royalty”); provided however, that beginning
with the third year of the Agreement (September 1, 1999 - August 31, 2000),
LICENSEE must pay the greater of the Running Royany or a minimum royatty of
twenty-five thousand dollars ($25,000) per year.

(c) A minimum amount of one hundred thousand dollars ($100,000) in
sponsored research funding over a (2) year period, pursuant to a sponsored
research agreement with University to be entered into no later than ninety (90)
days after the Effective Date.

(d) Twenty-five percent (25%) of all consideration received by
LICENSEE from any sublicensee (“Sublicense Consideration”) provided,
however, that beginning with the third year of the Agreement (September 1,
1999-August 31, 2000), LICENSEE must pay the greater of the Sublicensee
Consideration or a minimum royalty of three thousand dollars ($3000) per
sublicense.

(e) If minimum royalty payments are required pursuant to paragraphs
5.1(b) or 5.1(d), they shall be no later then thirty (30) days after the end of the
year of the Agreement for which they are due. For example, minimum royalties
for the third year of the Agreement (September 1, 1999 - August 31 2000)
would be due no later than September 30, 2000.

5.2 LICENSEE agrees BOARD may cancel this Agreement in its entirety if
LICENSEE fails to obtain at least five hundred thousand dollars ($500,000) in
commercial funding within eighteen (18) months of the Effective Date of this
Agreement

5.3 During the Term of this Agreement and for one (1) year thereafter,
LICENSEE shall keep complete and accurate records of its and its sublicensees’
SALES and NET SALES of LICENSED PRODUCTS under the license granted in this
Agreement in sufficient detail to enable the royalties payable hereunder to be
determined. LICENSEE shall permit BOARD, at BOARD'S expense, to periodically
examine its books, ledgers, and records during regular business hours for the purpose
of and to the extent necessary to verify any report required under this Agreement. In
the event that the amounts due to BOARD are determined to have been underpaid,
LICENSEE shall pay the cost of such examination, and accrued interest at a simple




annualized rate of ten percent (10%).

5.4 Within thirty (30) days after March 31, June 30, September 30 and
December 31, LICENSEE shall deliver to BOARD at the address listed in paragraph
5.6, below, a true and accurate report, giving such particulars of the business
conducted by LICENSEE and its sublicensees, if any exist, during the preceding three
(3) calendar months under this Agreement as are pertinent to an account for payments
hereunder. Such report shall include at least (a) the quantities of LICENSED
SUBJECT MATTER that it has produced; specifying which SALES are designated
equipment or machines and which SALES are designated services and material; (b)
the total SALES; (c) the calculation of royalties thereon; and (d) the total royaities so
computed and due BOARD. Simultaneously with the delivery of each such report,
LICENSEE shall pay to BOARD the .amount, if any, due for the period of such report. [f
no payments are due, it shall be so reported.

5.5 Upon the request of BOARD but not more often than once per calendar
year, LICENSEE shall deliver to BOARD a written report as to LICENSEE'S efforts and
accomplishments during the preceding year in commercializing LICENSED SUBJECT
MATTER in various parts of the LICENSED TERRITORY and its commercialization
plans for the upcoming year.

5.6 All amounts payable hersunder by LICENSEE shall be payable in United
States funds without deductions for taxes, assessments, fees, or charges of any kind.
Checks shall be made payable to The University of Texas at Austin and mailed to:
Executive Vice President and Provost, The University of Texas at Austin, Main
Building 201, Austin, Texas, 78712-1111, Attention: Patricia C. Ohlendorf.

VI TERM AND TERMINATION

6.1  The term of this Agreement shall extend from the Effactive Date set forth
hereinabove to the full end of the term or terms for which PATENT RIGHTS have not
expired, or if only TECHNOLOGY RIGHTS are licensed and no PATENT RIGHTS are
applicable, for a term of fifteen (15) years.

6.2 This agreement will earlier terminate:

(a) automatically if LICENSEE shall become bankrupt or insolvent
and/or if the business of LICENSEE shall be placed in the hands of a receiver,
assignee, or trustee, whether by voluntary act of LICENSEE or otherwise;

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

_manner of such cure to the reasonable satisfaction of BOARD.

(©)  Under the provisions of Paragraph 4.4 if invoked.

(d)  Under the provisions of Paragraph 5.2 if invoked.
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6.3 Upon termination of this Agreement for any cause, nothing herein shall
be construed to release either party of any obligation matured prior to the effective
date of such termination. LICENSEE may, after the effective date of such termination,
sell all LICENSED PRODUCT and parts therefor that it may have on hand at the date
of termination, provided that it pays earned royalty thereon as provided in this
Agreement.

VIL. INEBINQEMENI_BX_'&HBD_EABII.ES

7.1  LICENSEE shall have the obligation of enforcing at its expense any
patent exclusively licensed hereunder against infringement by third parties and shall
be entitied to retain recovery from such enforcement. LICENSEE shall pay BOARD
royalty on any monetary recovery to the extent that such monetary recovery by
LICENSEE comprises damages, or a reasonable royalty in lieu thereof. In the event
that LICENSEE does not file suit against a substantial infringer of such patents within
six (6) months of knowledge thereof, then BOARD shall have the right to enforce any
patent licensed hereunder on behalf of itself and LICENSEE (BOARD retaining all
recoveries from such enforcement) and/or convert the license to nonexclusive.

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

VIll. ASSIGNMENT

This Agreement may not be assigned by LICENSEE without the prior written
consent of BOARD. Written consent shall not be unreasonably withheld.

IX. PATENT MARKING

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

X. INDEMNIFICATION

LICENSEE shall hold harmless and indemnify BOARD, SYSTEM,
UNIVERSITY, its Regents, officers, employees and agents from and against any
claims, demands, or causes of action whatsoever, including without limitation those
arising on account of any injury or death of persons or damage to property caused by,
or arising out of, or resulting from, the exercise or practice of the license granted
hereunder by LICENSEE, its SUBSIDIARIES or its officers, employees, agents or
representatives.
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XI. USE OF BOARD AND COMPONENT'S NAME

LICENSEE shall not use the name of The University of Texas at Austin,
SYSTEM, BOARD, or Regents without express written consent.

Xil. CONFIDENTIAL INFORMATION |

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

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

Xill. PATENTS AND INVENTIONS

LICENSEE shall reimburse BOARD for all expenses incurred by BOARD thus
far and in the future in searching, preparing, filing, prosecuting and maintaining patent
applications and patents relating to PATENT RIGHTS. I after consultation with
LICENSEE it is agreed by BOARD and LICENSEE that a patent application should be
filed for LICENSED SUBJECT MATTER, BOARD will prepare and file appropriate
patent applications, and LICENSEE will pay the cost of searching, preparing, filing,
prosecuting and maintaining same. If LICENSEE notifies BOARD that it does not
intend to pay the cost of an application, or if LICENSEE does not respond or make an
effort to agree with BOARD on the disposition of rights in the subject invention, then
BOARD may file such application at its own expense and LICENSEE shall have no
rights to such invention. BOARD will give LICENSEE a copy of any applications on
which LICENSEE has paid the costs of filing, as well as copies of any documents
received or filed during prosecution thereof. Reimbursements due BOARD hereunder
shall be paid by LICENSEE within thirty (30) days of its receipt of a bill from BOARD.
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XIV. GENERAL

14.1 This Agreement constitutes the entire and only agreement between the
parties for LICENSED SUBJECT MATTER and all other prior negotiations,
representations, agreements, and understandings are superseded hereby. No
‘agreements altering or supplementing the terms hereof may be made except by
means of a written document signed by the duly authorized representatives of the
parties.

14.2 Any notice required by this License Agreement, excepty royalty
payments as specified in 5.6, shall be given by prepaid, first cllss, certified mail, return
receipt requested, addressed in the case of BOARD to:

BOARD OF REGENTS

The University of Texas System

201 West 7th Street

Austin, Texas 78701

ATTENTION: Office of General Counsel

with a copy to:

Office of Technology Licensing & Intellectual Property
The University of Texas at Austin

3925 Braker Lane, Suite 1.9A

Austin, Texas 78759

ATTENTION: Director

or in the case of LICENSEE to:

Jempac International Corporation
9226 Knolicrest Loop

Austin, TX 78759

ATTENTION: Steve Kelley

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

14.3 LICENSEE shall comply with all applicable federal, state and local laws
and regulations in connection with its activities pursuant to this Agreement.

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

14.5 Failure of BOARD to enforce a right under this Agreement shall not act
as a waiver of that right or the ability to later assert that right relatnve to the particular
situation involved.

14.6 Headings included herein are for convenience only and shall not be
used to construe this Agreement.
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14.7 |f any provision of this Agreement shall be found by a court to be void, invalid or
unenforceable, the same shall be reformed to comply with applicable law or stricken if
‘not so conformable, so as not to affect the validity or enforceabullty of the remainder of
this Agreement.

IN WITNESS WHEREOF, the parties hereto have caused their duly authorized
representatives to execute this AGREEMENT.

BOARD OF REGENTS OF THE JEMPAC INTERNATIONAL
UNIVERSITY OF TEXAS SYSTEM CORPORATION
By Q——:..zﬁ_.\ oy 1/ ﬁ% /vf
rabee Name:_M tes DL /4
VicefChancesllor and General Counsel Title:_£R ST
APPROVED AS TO CONTENT:

o

Patricia C. Ohlendorf
Counsel to the President

Vice Provost

The University of Texas at Austin

APPROVED AS TO FORM:

By%-J / W‘ﬁ
eth Maxwell v
Office of General Counsel
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4. U. T. Austin: Report on Changes in Pharmacy Education.--

REPORT

In response to changes in national accreditation standards
and state licensing requirements, the U. T. Austin College’
of Pharmacy will begin the process of replacing the five-year
Bachelor of Science in Pharmacy with the six~year Doctor of
Pharmacy degree as the entry-level professional degree. At
the present time, students are able to choose either option.
The class entering in Fall 1998 is expected to be the last

to have an option to pursue either the five-year Bachelor of
Science or the six-year Doctor of Pharmacy. Because students
will continue to have access to an entry-level professional
degree, the replacement of the bachelor's degree with the
professional doctorate does not appear to constitute academic
program abandonment in the sense intended by the Regents'

‘Rules and Requlations, Part One, Chapter III, Section 6, Sub-
section 6.(11), Subdivision 6.(11)1.

The six~-year Doctor of Pharmacy degree curriculum includes
more extensive clinical field work than is required for the
five-year Bachelor of Science in Pharmacy degree. Conse-
quently, a larger and more formally structured set of off-
site educational opportunities are required. The Dean of the
College of Pharmacy, Dr. James Doluisio, anticipates complet-
ing formal cooperative agreements with at least the following
institutions:

U. T. El Paso

U. T. Pan American

U. T. Medical Branch - Galveston

U. T. M.D. Anderson Cancer Center

Parkland Health and Hospital System, Dallas, Texas

Texas A&M University Health Science Center/Scott & White
Memorial Hospital, Temple, Texas.

Students who complete their clinical field work at one of
these cooperating institutions will have noted on their
diploma that the degree is awarded by U. T. Austin in coop-
eration with that particular institution. Note that while
cooperation with another institution will be recognized on
the diploma, faculty at the cooperating institution will not
have direct responsibility for curriculum materials except in
cases where the faculty member held a joint appointment with




the U. T. Austin College of Pharmacy. The program will remain
strictly a U. T. Austin program, not a cooperative degree pro-
gram, except for the currently existing joint Doctor of Phar-
macy degree program with the U. T. Health Science Center - San
Antonio.

In addition to replacing the Bachelor of Science with the
Doctor of Pharmacy degree for new students entering the pro-
fession, U. T. Austin's College of Pharmacy will continue to
make the Doctor of Pharmacy available to students who already
hold the Bachelor of Science degree. With the national phase-
out of the bachelor's degree, a growing number of bachelor's
"degree holders are expected to seek a Doctor of Pharmacy
degree. Consequently, the U. T. Austin College of Pharmacy
is exploring nontraditional ways of delivering the necessary
additional instruction to practicing pharmacists. Options
being considered include using distance delivery technologies,
teaching courses at off-campus sites, scheduling classes on
weekends or in other concentrated formats, and cooperating
with other Texas schools/colleges of pharmacy to accept more
transfer credit via special cooperation agreements. The
Regents' Rules and Requlations currently authorize adminis-
trative approval for off-campus and distance delivery of
instruction and delegate to the faculty the responsibility
for establishing and maintaining standards regarding transfer
of credit. Therefore, all of the changes necessary to accom-
modate the anticipated increased interest in the Doctor of
Pharmacy degree for practicing pharmacists may be made without
further U. T. Board of Regents' approval.

In summary, the U. T. Austin College of Pharmacy plans to
make substantial changes in its curriculum in order to respond
to the national trend towards offering only the Doctor of
Pharmacy as the entry-level degree program. Although these
changes may all be implemented under currently delegated
authority, the U. T. Austin College of Pharmacy wishes to
inform the U. T. Board of Regents of these changes and to be
available to respond to any concerns which Board members may
have about the planned course of action.
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5. U. T allas: Request for Authorization to Establish a

Master of Science Deqgree in Medical Management and to
Submit the Proposed Dedree Program to the Coordinating
Board for Approval (Catalog Change).--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs and President Jenifer
that authorization be granted to establish a Master of Science
degree in Medical Management at U. T. Dallas and to submit the
proposal to the Texas Higher Education Coordinating Board for
review and appropriate action. This U. T. Dallas degree will
be offered with assistance from the U. T. Southwestern Medical
Center - Dallas. Since all costs will be covered by student
fees, no state funds will be requested for this program.

The proposed Master's degree program is consistent with the
approved Table of Programs for U. T. Dallas and institutional
plans for offering quality degree programs to meet student
needs. A description of the degree program is included in the
Background Information of this agenda item.

Upon approval by the Coordinating Board, the next appropriate
catalog published at U. T. Dallas will be amended to reflect
this action.

BACKGROUND INFORMATION

Program Description

The proposed Master of Science in Medical Management is a

36 semester credit hour degree program to be administered by
the U. T. Dallas School of Management Executive Education Pro-
gram. The educational objective of the program is to prepare
physicians and physician executives to assume a more effective
role in the leadership and management of medicine and health
care. The curriculum will be jointly taught by faculty of the
U. T. Dallas School of Management and School of Social Sci-
eniis and faculty of the U. T. Southwestern Medical Center -
Dallas.




In addition to offering physicians and physician executives
the opportunity to earn graduate credit at U. T. Dallas, the
curriculum is designed to qualify for continuing medical edu-
cation (CME) credit through the Department of Continuing Edu-
cation at the U. T. Southwestern Medical Center - Dallas.

CME credits are required by the Texas State Board of Medical
Examiners for annual renewal of a physician's license to prac-
tice medicine. This will be the first time CME credit for
management education has been made available through a Texas
university. -

The curriculum in Medical Management will not be state-funded.
Courses will be offered and taken sequentially. Each course,
except the six credit hour research project, will be offered
over a period of several weeks using distance learning tech-
nologies and an intensive period of classroom instruction in
an off-campus residential setting. A minimum of two years
will be required to complete all courses. Each individual
course of the curriculum is designed also to qualify for
continuing medical education credit through the U. T.
Southwestern Medical Center - Dallas Department of Continuing
Education. 1Initially, courses will be offered for continuing
education without assurance that it will be applicable to a
degree. Upon approval by the U. T. Board of Regents and

the Coordinating Board, participants wishing to pursue the
M.S. degree in Medical Management would be required to com-
plete the entire 36 semester credit hour curriculum and
would receive their degree from U. T. Dallas.

Need

At present, a significant shortage exists of appropriate
graduate business training available to physicians, particu-
larly those (the majority) who want to maintain a clinical
practice. Interested physicians need a curriculum which meets
their unique educational needs and an instructional format
which recognizes their time constraints.

The dramatic changes in health care as it transitions from

a fee-for-service setting to a managed care environment makes
the need for such training critical. Physicians are facing

a new world of reduced autonomy and limited resources, but
they lack the leadership and management skills to deal effec-
tively with the changes. The value of leadership and manage-
ment training is rapidly being accepted by physicians. 1In-a
1995 American Medical Association survey, 22% of the physician
respondents indicated that formal graduate course work or an
advanced degree would be required of physician executives in
the future, and 62% indicated that such management training
would be advisable.
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A 1997 report of the Council on Medical Education of the
American Medical Association (CME Report 6-A-97) indicated
that fewer than one percent (1%) of U. S. medical schools
included practice management and business-related subjects as
part of their required courses. Only three percent (3%) of
the respondents to a Robert Wood Johnson Foundation survey of
physicians nationwide believed that they were well prepared
by their medical schools and residency programs to manage the
business aspects of their practices. The AMA concluded that
"there appear to be severe gaps in education related to medi-
cal management, whether it is narrowly defined (practice man-
agement) or more broadly defined (health system financing and
management) ."

AMA statistics show that at the end of 1996, there were
720,325 physicians in the U. S., of which 40,240 (5.6%)
resided in Texas. Texas is a major healthcare market, and
the state's physicians have the same business education
requirements and face the same shortage of appropriate pro-
grams as their peers in the rest of the country. This pro-
posed medical management program will help fill that need.

Based on an institutional survey, it is estimated that

67 students (50% of those who enroll for the first course)

from the first cohort will complete the degree program and
that 350 will complete the program in the first five years.

Qualjty

The proposed Master of Medical Management degree program will
require 36 semester credit hours, including 18 hours of core
courses, 6 hours of a research project, and 12 hours of inte-
grative professional experience of which 6 hours will be in
advanced clinical management and 6 hours will be in advanced
strategic management. Courses will be offered with a combina-
tion of distance learning technologies and intensive classroom
instruction. The structure will be designed to facilitate the
needs of participants who must continue to meet their respon-
sibilities as practicing physicians.

The program will be open only to individuals holding an M.D.
or D.O. degree from an accredited School of Medicine or School
of Osteopathic Medicine. Candidates will be required to fill
out an application which will be submitted with medical/
osteopathic school transcripts and three letters of recommen-
dation to the Admissions Committee for Executive Education of
the U. T. Dallas School of Management. Interviews may occa-
sionally be required of candidates. The program will utilize
nine full-time faculty in U. T. Dallas' School of Management
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and School of Social Sciences and five medical faculty members
at U. T. Southwestern Medical Center - Dallas in teaching one
or more courses on a non-state-funded basis. The program will
be evaluated periodically by faculty in the School of Manage-
ment and other U. T. Dallas faculty, by faculty at U. T.
Southwestern Medical Center - Dallas, and by participants in
the program. The program will meet all criteria of the Com-
mission on Colleges of the Southern Association of Colleges
and Schools (SACS) and the American Assembly of Colleglate
Schools of Business (AACSB).

Cost

The Master of Science in Medical Management program will be
supported entirely by continuing education fees paid by
enrolled participants. No state support will be used. A
first year budget, based on an enrollment of 135 students,
is expected to be $229,500.

Supmary

U. T. Dallas, with assistance from U. T. Southwestern Medical
Center - Dallas, proposes to offer a 36 semester credit hour
Master of Science in Medical Management degree to physicians.
The courses for this degree will be offered in an executive
education format, utilizing distance learning and intensive
residential classroom instruction. No state funds will be
used to deliver this program.

A copy of the proposal for the Master of Science degree in
Medical Management for U. T. Dallas is on file in the U. T.
System Office of Academic Affairs.

6. u as: Request for Authorization to Establish a
Bachelor of Science Degree and a Master of Science Degree

jcations Engineering a to Submit the

Proposed Degree Programs to the Coordinating Board for
Approval (Catalog Change).--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs and President Jenifer
that approval be given to establish a Bachelor of Science

degree and a Master of Science degree in Telecommunications
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Engineering at U. T. Dallas and to submit the proposed pro-
grams to the Texas Higher Education Coordinating Board for
review and appropriate action. The proposed degree programs
are consistent with the approved Table of Programs for U. T.
Dallas and the institutional strategic plan. A description
of the proposed programs is included in the Background Infor-
mation of this agenda item.

Upon approval by the Coordinating Board, the next appropriate
catalog published at U. T. Dallas will be amended to reflect
this action. _

BACKGROUND INFORMATION

Program Description

U. T. Dallas proposes new Bachelor of Science and Master of
Science degrees in Telecommunications Engineering primarily
using courses which now exist as a part of the Bachelor of
Science and Master of Science degrees in Computer Science and
in Electrical Engineering. The proposed degrees would be the
first telecommunications engineering degrees in the nation to
be presented to the Accreditation Board for Engineering and
Technology (ABET) under the ABET criteria for nontraditional
programs.

The programs would place emphasis on telecommunications sys-
tems and networking without requiring students to complete all
of the other aspects of either a computer science or electri-
cal engineering degree. The Bachelor of Science degree would
require 130 semester credit hours, while the Master of Science
degree would require a minimum of 33 semester credit hours.

Program Need

The area immediately surrounding U. T. Dallas is frequently
referred to as the "telecom corridor." Texas accounts for one
out of every eleven telecommunications equipment jobs in the
United States and most of those jobs are in the U. T. Dallas
service area. Presently, no accredited engineering programs
in the United States directly address the productlon of engi-
neers with the blend of knowledge from computer science and
electrical engineering that is desired by the telecommunica-
tions industry. Employers in the Dallas region are eager to
have such a program. The foundation for this program is
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already solidly in place with the telecommunications concen-
tration in the electrical engineering program and the network-
ing courses which are a part of the computer science program.
Strong interest in those courses by computer science majors
and electrical engineering majors has demonstrated the need
for the proposed programs.

Program Quality

The individual courses which make up the proposed programs

are firmly established and strongly supported by students who,
frequently, are also employees of the major telecommunications
firms in the region. The University has a number of very well
qualified faculty who teach these courses. The curricula have
been developed in close consultation with telecommunications
industry representatives. Thus, the programs are responsive
to the needs of the industry and are built from proven indi-
vidual course elements.

Cost

Since most of the curriculum is based on existing courses
which, in the future, will carry dual course listings, very
little additional cost will be incurred in offering these pro-
grams. Additional enrollment, which is expected to result
from more effectively meeting the needs of the students, will
also reduce the unit cost of offering many of the courses.
Allowing students to meet their educational objectives effi-
ciently without imposing additional requirements associated
with traditional degrees in electrical engineering or computer
science will actually reduce the cost of an education for most
students in these two programs.

Summary

U. T. Dallas proposes to add Bachelor of Science and Master
of Science degrees in Telecommunications Engineering to the
current offerings in Electrical Engineering and Computer Sci-
ence. These new programs are designed to meet the needs of
the nearby telecommunications industry and will consist pri-
marily of existing courses in computer science and electrical
engineering with an emphasis on networking and systems behav-
ior.

A copy of the proposal for the Bachelor of Science and Master

of Science degrees in Telecommunications Engineering is on
file in the U. T. System Office of Academic Affairs.
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7. U. T. Pan American: Reguest for Authorization to Estab-
lish an Office of Graduate Studies (Catalogq Change).--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs and President Nevirez
that authorization be granted to establish an Office of
Graduate Studies at U. T. Pan American.

Upon approval by the U. T. Board of Regents, the next appro-
priate catalog published at U. T. Pan American will be amended
to reflect this action.

BACKGROUND F ON

In the U. T. Board of Regents' Rules and Regulations, Part
One, Chapter V, Section 1 provides that "the various component
institutions of the System authorized to offer graduate
degrees shall provide and maintain an appropriate faculty
and administrative organization for such graduate degrees."
Section 2 sets forth the minimum size of a graduate program
for establishment of a "graduate school" and specifies that
other institutions will use a "Division of Graduate Studies."
Section 4 permits the establishment of other administrative
organizations and designations upon approval of the U. T.
Board of Regents.

U. T. Pan American has a sufficient number of master's degree
programs and has awarded more than enough master's degrees

to meet the U. T. Board of Regents' standard for a graduate
school. However, the University is not yet ready to establish
and provide staffing for a complete graduate school and wishes
instead to establish an "Office of Graduate Studies" which
would provide centralized support for graduate programs, while
leaving administrative responsibility with the separate col-
leges. The office would also absorb the responsibilities of
the Office of Sponsored Projects. In the recently completed
Southern Association of Colleges and Schools reaccreditation
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process, U. T. Pan American committed to centralize its sup-

port for graduate studies and sponsored research. Establish-
ment of the proposed Office of Graduate Studies would fulfill
that commitment. The office would be directed by the Associ-
ate Vice President for Academic Affairs and Graduate Programs
and Planning.

A detailed description of the responsibilities of the proposed

Office of Graduate Studies is on file in the U. T. System
Office of Academic Affairs.
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1. U. T. System: Recommendation for Approval to Decrease
the Institutional Premium Charge of The University of
Texas System Plan for Professional Medical Liability
Self-Insurance Effective September 1, 1998.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs and the Vice Chancellor
and General Counsel that the premium rates for The University
of Texas System Plan for Professional Medical Liability Self-
Insurance be decreased by 9.9% for U. T. System faculty
physicians and by 17.8% for resident physicians effective
September 1, 1998.

It is further recommended that 50% of the premium reduction
be based on the actuarially determined experience of each
U. T. System health component by risk class as follows:

RISK CLASS 1

CURRENT RATES CO TES TE CHANGE
Staff Resident Staff Resident Staff  Resident
UTMDACC $ 3,084 $ 1,884 $ 2,700 §$ 1,536 -12.5% ~18.5%
UTSMCDAL 3,084 1,884 2,556 1,452 -17.1% -22.9%
UTMB 3,084 —— 3,072 —— - 0.4% ——
UTHSCHOU 3,084 1,884 2,844 1,608 - 7.8% -14.6%
UTHSCSA 3,084 1,884 2,796 1,584 - 9.3% -15.9%
UTHCTY 3,084 1,884 2,916 1,656 - 5.4% -12.1%
RISK CLASS 2
CURRENT RATES COMMEN S RATE CHANGE
Staff Resident Staff Resident Staff Resident
UTMDACC $ 3,852 $ 2,352 $ 3,372 $ 1,908 -12.9% -18.9%
UTSMCDAL 3,852 2,352 3,192 1,812 -17.1% -23.0%
UTMB 3,852 2,352 3,840 —— - 0.3% ——
UTHSCHOU 3,852 2,352 3,552 2,016 - 7.8% ~14.3%
UTHSCSA 3,852 2,352 3,492 1,980 - 9.3% -15.8%
UTHCTY 3,852 2,352 3,648 2,064 - 9.8% -12.2%
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RISK CLASS 3

CURRENT RATES RECOMMENDED RATES RATE CHANGE
staff Resident staff Resident staff Resident

UTMDACC S 6,168 § 3,768 § 5,400 § 3,060 -12.5% -18.8%
UTSMCDAL 6,168 3,768 5,112 2,892 -17.1% -23.2%
UTMB 6,168 3,768 6,144 — - 0.4% -—

UTHSCHOU 6,168 3,768 5,688 3,216 =~ 7.8% -14.6%
UTHSCSA 6,168 3,768 5,592 3,168 =~ 9.3% -15.9%
UTHCTY 6,168 3,768 5,832 3,300 - 9.9% -12.4%

RISK CLASS 4

URRE RATES RECOMMENDED RATES RATE CHANGE
Staff Resident Staff Resident Staff Resident
UTMDACC $14,340 S 8,748 $12,564 §$ 7,116 -12.4% ~-18.6%
UTSMCDAL 14,340 8,748 11,880 6,732 -17.2% -23.0%
UTMB 14,340 8,748 14,292 — - 0.3% ———
UTHSCHOU 14,340 8,748 13,224 7,488 -~ 7.8% ~14.4%
UTHSCSA 14,340 8,748 12,996 7,368 - 9.4% -15.8%
UTHCTY 14,340 8,748 13,560 7,680 - 5.4% -12.2%
RISK CLASS 5
CURRENT RATES RECOMMENDED RATES RATE CHANGE
staff Resident Staff Resident sStaff Resident
UTMDACC $20,040 $12,228 $17,556 $ 9,948 -12.4% ~18.6%
UTSMCDAL 20,040 12,228 16,608 9,408 -17.1% ~23.1%
UTMB 20,040 12,228 19,968 —— -~ 0.4% ——
UTHSCHOU 20,040 12,228 18,480 10,476 - 7.8% -14.3%
UTHSCSA 20,040 12,228 18,180 10,296 - 9,3% ~15.8%
UTHCTY 20,040 12,228 18,960 10,740 - 5.4% -12.2%

BACKGROUND INFORMATION

Pursuant to the authority of Chapter 59 of the Texas Education
Code, the U. T. Board of Regents adopted the Professional
Medical Liability Self-Insurance Plan to provide coverage

for certain medical staff and medical students of the U. T.
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System. The Plan went into effect on April 1, 1977, and is
funded by the payment of premiums from the Medical Service,
Research and Development Plans of the component health
institutions of the U. T. System.

The total number of U. T. System physicians covered by the
Plan currently is 3,876 staff and resident physicians, with
basic liability limits of $500,000 per claim for staff
physicians and $100,000 for residents and fellows. A total
of 3,200 medical students are enrolled in the Plan by paying
$25 a year for $25,000 coverage.

Actuaries from Tillinghast, the nation's largest medical
liability self-insurance plan actuarial firm, have reviewed
the Plan's twenty-year experience and recommend experienced-
based premiums related to the loss experience of each U. T.
System health component.

Although the U. T. System Medical Liability Plan experience

is following a state and national decrease in frequency in the
number of new claims, the recommended average rate decrease
will result in the Plan's premium rates remaining well below
those of commercial insurers for Harris County, as illustrated
on Page HAC - 6.
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RATE COMPARISON

Recommended
CNA* Medical#* Current Average
(mature Protective U. T. Staff U. T. Staff
claims/made) (occurrence) (occurrence) (occurrence)
$500,000/ $500,000/ $500,000/ $500,000/
1,000,000 1,000,000 1,500,000 1,500,000
General $ 16,019 $12,847 $ 3,084 $ 2,778
Practice,
No Surgery
General 28,035 21,229 3,852 3,473
Practice,
Minor Surgery
Emergency 42,452 38,928 6,168 5,556
Medicine,

Minor Surgery

General 68,050 43,442 14,340 12,919

Surgery

Anesthes- 48,087 27,080 14,340 12,919
iology

OB/GYN 140,634 85,753 20,040 18,058

* Prior to a 14.2% rate decrease mandated by the State Board
of Insurance Commissioner effective January 20, 1998.

See related Item _2_on Page HAC - 7.
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2. U. T. System: Recommendation to Rescind The University
of Texas System Plan for Professional Medical Liabil-
ity Self-Insurance and Adopt The University of Texas
System Professional Medical Liability Benefit Plan and
Increase the Annual Agqgregate for Claims Effective
February 12, 1998.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs and the Vice Chancellor and
General Counsel that The University of Texas System Plan for
Professional Medical Liability Self-Insurance be rescinded and
a new Plan adopted as set forth below to include an increase in
the Annual Aggregate for claims from $20,000,000 to $25,000,000
effective February 12, 1998:

THE UNIVERSITY OF TEXAS SYSTEM
PROFESSIONAL MEDICAL
LIABILITY BENEFIT PLAN

(Effective February 12, 1998)

ARTICLE I
PURPOSE

The purpose of this Plan is to provide certain Medical
Members and medical students of The University of Texas System
with medical professional liability indemnity from and against
medical liability claims pursuant to the authority granted to
the Board of Regents of The University of Texas System by
Senate Bill 391, Acts of the 65th Legislature, which Act became
effective March 10, 1977, as amended.

ARTICLE II
DEFINITIONS

This Plan shall be known as the Professional Medical
Liability Benefit Plan ("Plan"). Unless otherwise required by
the context, the following terms shall control:

A, Medical Members shall mean:
1. Medical doctors, oral surgeons, oral pathologists,

doctors of osteopathy, and podiatrists appointed to
the full-time faculty of a medical school or hospital
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of the System, medical doctors employed full-time in
health services at and by a general academic
institution of the System, residents of such
disciplines participating in a patient-care program in
the System, and fellows whose salaries are paid by a
System health component, who are duly licensed,
credentialed, and reglstered to practice their
profession;

Medical doctors, oral surgeons, oral pathologists,
doctors of osteopathy, and podiatrists appointed to
the faculty of a medical school or hospital of the
System on a part-time or volunteer basis, and who
either devote their total professional service to such
appointments or provide services to patients by
assignment from the department chairman. For purposes
of the Plan, such persons are "Medical Members" only
when providing services to patients in conjunction
with supervision of medical students or resident
physicians by assignment from the department chairman
and shall become participants in the Plan only as
provided in Article IV, Section 2; and

Residents who work additional hours for additional
compensation at a U. T. System health facility or
facility affiliation with the U. T. System, will be
provided coverage as long as the situation meets the
requirements of the Accreditation Council for Graduate
Medical Education (including requirements of
supervision and restrictions on allowable number of
work hours), and the work has previously been
identified as part of the resident's general training

progran.

Medical students of a medical school of the System and
only when participating (with prior approval of such
medical school) in a patient-care program of a duly .
accredited medical school under the direct supervision
of a faculty member of the school conducting such

program.

Participant means any Medical Member qualifying under
Article IV for participation in this Plan. The coverage
afforded applles separately to each participant against
whom claim is made or suit is brought, except with respect
to the limits of the System's liability.
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Medical Liability Claim means a cause of action (arising
within the Plan territory) based upon treatment, lack of
treatment, or other claimed departure from accepted
standards of medical care which proximately results in
injury to or death of the participant's patient, whether
the claim or cause of action sounds in tort or contract,
subject to the exclusions described in Article V,
Section 4, below.

System means The University of Texas System.

Board means the Board of Regents of The University of Texas
Systen.

Fund means the Medical Professional Liability Fund
established by the Board.

Administrator means the Vice Chancellor and General Counsel
of The University of Texas Systenm.

Damages means all damages, including damages for death,
which are payable because of injury to which the Plan
applies, but does not include exemplary or punitive
damages.

Coverage means the medical liability indemnity afforded
participants by this Plan.

Plan territory means

1. The United States of America, its territories or
possessions, or Canada; or

2. Anywhere in the world for medical doctors, oral
surgeons, oral pathologists, doctors of osteopathy, or
podiatrists, provided the original suit for damages is
brought within the United States of America, its
territories or possessions, or Canada.

Annual period means from April 1, 1977 through

March 31, 1978, and each succeeding twelve-month period
(from April 1, through March 31) or part thereof
terminating with the termination of this Plan.

Certificate of Coverage means that document issued to the
Medical Member by The University of Texas System specifying
the terms and conditions of the Plan benefits.

Professional services means medical or health care and
treatment.
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N. Utilization review means the review of the medical care of
a patient by a physician for the purpose of determining
quality of care, determining medical necessity of care or
treatment or whether a specific medical treatment or
consultation will be authorized, or determining in what
setting or what type of health care provider will provide
the treatment or consultation, in which the physician has
had no contemporaneous personal involvement in the care
being evaluated. This review may include a review of
medical records, medical history or patient examinations in
whatever form transmitted (oral, written or electronic).

ARTICLE III
APPLICABILITY OF PLAN PROVISION

The coverage afforded by this Plan is subject to the
particular terms, conditions, and limitations (including, but
not limited to limits of liability) of this Plan and the
interpretation thereby by the Board or the Plan Administrator.
Notwithstanding any other language of the Plan, the coverage
afforded by the Plan applies only to Medical Liability Claims
arising out of incidents, transactions or events occurring on or
after April 1, 1977.

ARTICLE IV
CONDITIONS FOR PARTICIPATION

Section 1

Each person who is a Participant on the effective date of
the Plan, and each person who becomes a Participant thereafter,
as long as this Plan remains in effect, shall participate in the
Plan provided, that

A. Each medical student, as an additional condition of
participation, must pay into the Fund a fee in such amount
or amounts, and at such time or times, as may be required
by the Board; and

B. A medical doctor employed full-time in health services at
and by a general academic institution of the System shall
not become a participant unless and until:

1. All medical doctors so employed by such institution
elect to participate in the Plan,

2. Such institution files with the Administrator a
written application, on behalf of such medical
doctors, for participation in the Plan, and

3. Such application is approved and accepted by the
Administrator.
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Section 2

Medical Members as defined in Article IIA.2 above shall

become participants in the Plan upon written designation by the
chief administrative officer of the health care institution with
the approval of the Administrator and the Executive Vice
Chancellor for Health Affairs.

ARTICLE V
COVERAGE OF PARTICIPANTS

Section 1 -- Payments on Behalf of Participants

A.

Except as otherwise provided herein, the System will pay on
behalf of each participant, from monies in the Fund, all
sums which the participant shall become legally obligated
to pay as damages because of a Medical Liability Claim
arising from the exercise of the participant's employment,
duties or training with the System as a Medical Member,
performed in the practice of his or her profession,
including service by the participant as a member of a
formal accreditation or similar professional board or
committee of a hospital or professional society with
respect to medical staff privileges, accreditation or
disciplinary matters related to competency.

Coverage for Medical Members as defined in Article IIA.2
above shall be limited to claims arising from assigned
teaching activities and supervision of medical students and
resident physicians performed within the course and scope
of the participants' assignments as evidenced in writing.

Coverage for Participants shall be subject to the
conditions applicable to the Medical Member through his or -
her Certificate of Coverage.

Peer review performed at the request of a credentialing
body or a professional society for the purpose of
determining quality of care is covered provided that any
funds generated from the review are deposited into the
practice plan as required by the practice plan bylaws.
Utilization review decisions made by a participant that are
pursuant to a contract with an insurance company or managed
care organization as a provider of health services in which
the physician has a contemporaneous personal involvement in
the care of the patient care is covered.
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Section 2 -- Defense of Lawsuits

The System shall have the right and duty to defend any
claim or lawsuit against a participant seeking damages because
of such injury even if any of the allegations of the claim or
lawsuit are groundless, false or fraudulent. The System may
make such investigation and settlement of any claim or suit as
it deems expedient. The System shall not be obligated to pay
any claim or judgment or to defend any suit after the applicable
limit of the System's liability has been exhausted by payment of
judgments or settlements, or monies in the Fund have been
exhausted. The System has no duty to defend any claims not
covered by this Benefit Plan.

Section 3 -- Supplementary Payments

The System will pay from the Fund, in addition to the
applicable limit of liability:

A. All expenses incurred by the System in investigating and
defending any lawsuit, all costs taxed against the
participant in any suit defended by the System, and all
interest on the entire amount of any judgment therein which
accrues after entry of the judgment and before the System
has paid or tendered or deposited in court that part of the
judgment which does not exceed the limit of the System's
liability thereon;

B. Premiums on appeal bonds required in any such suit,
premiums on bonds to release attachments in any such suit
for an amount not in excess of the applicable limit of
liability of this Plan, but the System shall have no
obligation to apply for or furnish any such bonds.

C. Reasonable, personal expenses incurred by a participant or
former participant at the System's request in assisting the
System in the investigation or defense of any claim or
suit.

Section 4 -- Exclusions
The System will not defend or pay under this coverage fbr:

A. Injury arising out of the performance by the participant of
any illegal, dishonest, fraudulent, criminal, malicious act
or omission by the participant unless participant had no
reasonable cause to believe his conduct was unlawful or
illegal;



file:///inder

Any claims or lawsuits based upon the violation of state or
federal law, including antitrust statutes, fraud and abuse,
anti-kickback and illegal remuneration laws;

Injury arising out of any sexual conduct of the
participant, including but not limited to sexual harassment
and sexual relations, and including, without limitation,
when intentionally or negligently done in connection with
any professional service, act or omission, and regardless
of whether such conduct is alleged to constitute
negligence;

Any injury caused while participant is acting under the
influence of alcohol or controlled substances or as a
result of excessive use of therapeutic drugs;

Any use, administration or prescription of any drug or
pharmaceutical disapproved or not yet approved by the
United States Food and Drug Administration for treatment
for human beings; unless such use, administration or
prescription has been approved by the Institutional Review
Board of the health care institution where such drug or
pharmaceutical was used, administered or prescribed;

Any liability arising out of any professional or licensed
service, act or omission outside the scope of participant's
employment with System;

Injury for which the participant may be held liable as a
proprletor, stockholder, owner, member of the board of
directors, governors or trustees, superintendent, executive
officer, department head or medical director of any non-
System owned or managed hospital, sanitarium, laboratory,
clinic with bed and board facilities, infirmary, nursing
home, foundation, surgical center, blood bank, commercial
or any other business enterprise whether or not related to
patient care and/or treatment; but, this exclusion shall
not be applied to respon51b111t1es which require the
special expertise or training of a physician or surgeon and
which are not principally executive or administrative in
nature;

Injury, of an individual practitioner, arising out of the
rendering of or failure to render profe551onal services by
any other person for whose acts or omissions the
participant may be held liable as a member, partner,
officer, director or stockholder of any professional
partnership, association or corporation;
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Injury to any employee of the participant arising out of
and in the course of that person's employment by the
participant;

Any obligation for which the participant or any carrier
acting as insurer may be liable under any workers'
compensation, unemployment compensation or disability
benefits law, or under any similar law;

Any liability or indemnity obligation assumed by the
participant under contract or agreement, except to the
extent endorsed hereto;

Actual or alleged discrimination because of race, religion,
color, sex, national origin, age or handicap against a part

or present employee or any applicant for employment with
any insured, any participant, or any patient;

Damage to property:

1. owned; occupied or rented by a participant;

2. used by a participant;

3. in any participant's care, custody or control; or

4. over which a participant is exercising physical
control for any reason;

Any fines, penalties, the return or withdrawal of fees or
government payments;

Any award of punitive or exemplary damages, treble or
multiple damages;

Any claim arising out of professional services which
occurred prior to the prior acts date of this Plan;

Any claim arising out of professional services which
happened after the termination of faculty appointment,
residency or medical student status with the Systenm;

Any claim arising out of professional services where the
professional services were billed for by the participant
and were deposited in a System health component practice
plan trust;

Any claim arising out of professional services performed
for professional fees, salaries or other compensation by
Residents or Fellows at a non-System-owned health care

facility (moonlighting); and
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T. Any claim arlslng out of a request by a managed care
company or an insurance company for a participant to
provide utilization review services in which the
participant has no contemporary personal involvement in the

care being evaluated.

ARTICLE VI
PARTICIPANTS' OBLIGATIONS

Section 1 -- Assistance and Cooperation of Participant

Upon the participant's becoming aware of an occurrence or
incident involving an injury or death, or an alleged injury or
death, to which this Plan applies, or may apply, written notice
containing particulars sufficient to identify the participant
and also reasonably obtainable information with respect to the
time, place and circumstances thereof, and the names and
addresses of the patient and of available witnesses, shall be
given by or for the participant to the Administrator as soon as

practicable.
Section 2 -- Notice of Claim or Suit

The participant shall give written notice to the System as
soon as practicable of any claim made against the participant.
The notice shall identify the participant and contain reasonably
obtainable information with respect to the time, place and
circumstances of the injury, including the names and addresses
of the injured and of available witnesses. If claim is made or
suit is brought against the participant, the participant shall
immediately forward to the Administrator every demand, notice,
summons, or other process received by the participant in
accordance with administrative regulations for the Plan
prescribed or approved by the Administrator.

Section 3 -- Cooperation by Participant

The participant shall cooperate with the System and, upon
the System's request, assist in making settlements, in the
conduct of suits, and in enforcing any right of contribution or
indemnity against any person or organlzatlon who may be liable
to the part1c1pant because of injury or damage with respect to
which coverage is afforded under this Plan. The part1c1pant
shall attend hearings and trials and assist in securing and
giving evidence and obtaining the attendance of witnesses. The
participant shall not, except at part1c1pant's own cost, and
after informing the Admlnlstrator in wrltlng, voluntarlly make
any payment, assume any obligation or incur any expense. The
participant shall not take any affirmative act or omission which
may reasonably prejudice the defense of the claim or lawsuit.
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The taking of any affirmative act or omission which prejudices
the defense of the claim or lawsuit shall entitle the System,

but not obligate the System, to deny indemnity for any or all

claims or lawsuit so prejudiced.

Section 4 -- Nonassignability of Interest in Plan

The Participant's interest under this Plan is
nonassignable. If any participant shall die or be adjudged
incompetent, this Plan shall thereupon terminate automatically
as to such participant, but shall cover the legal representative
of such participant's estate as a participant with respect to
liability previously incurred and covered by this Plan.

ARTICLE VII
LIMITS OF LIABILITY

A. The Plan's liability shall not exceed the limits of
liability stated below, and such stated limits shall be
applied as follows:

1. The "per claim" limit of liability is the maximum
liability the Plan can owe for a claim first made
during an annual period of this Plan and covered by
this Plan as a Plan Incident. A single "per claim"
limit of liability shall be applicable to a Plan
Incident regardless of the number of claims made or
lawsuits filed, and regardless of the number of annual
periods involved with any Plan Incident. If a Plan
Incident involves injuries to more than one patient
such as in obstetrical services to the mother and
fetus/child or children, a single "per claim" limit of
liability shall be applicable for all such claims and
resulting lawsuits. Likewise, a single "per claim"
limit of liability shall be applicable to all claims
by both the patient and by the family members or the
heirs or estate of such patient, including derivative
claims, claims for loss of consortium, claims of
beneficiaries under the Texas Wrongful Death Statute
and claims for mental anguish and related injuries
associated with bystander perception or reaction to
the injuries sustained by the patient. Plan coverage
limits of liability, therefore, will not be stacked,
added or combined in any manner to increase liability
under this Plan even though multiple claimants,
multiple claims or injuries, multiple lawsuits, or
annual periods may be involved within a Plan Incident.
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2. The "“annual aggregate for all claims for all
participants" limit of liability is the maximum
liability the Plan can owe for the aggregate of all
Plan Incidents for which claims are first made during
an annual period of the Plan for all participants in

the Plan.

B. When a claim is first made during an annual period as to

‘ the Participant, and thereafter, during the same or a
subsequent annual period, one or more additional claims or
lawsuits are reported arising out of, directly or
indirectly, the same Plan Incident, all such subsequent
claims or lawsuits shall be considered to have been first
made against such Participant at the same time and during
the same annual period as such claim was initially
reported, and a single "per claim" limit of liability shall

be applicable.

"First made" means a claim first reported in writing to the Plan

during the annual period of the Plan.

"Plan Incident" means any and all injuries and compensatory

damages arising out of: the same, connected or related patient
services rendered by the Participant or by anyone for whom such
Participant has coverage under the Plan for vicarious liability.

Limits of Liability Schedule

The following limits shall apply unless lower liability
limits are set by law, in which case the lower limits shall

apply:
Staff Physician. . . . . . . . .

.$500,000.00 per claim

e o o« s o s « o $1,500,000.00 per all claims

Resident and Fellows. . . . . .

. . $100,000.00 per claim

« « o « s o o« o o+ $300,000.00 per all claims

Medical Student. . . . . . . . . . . . $25,000.00 per claim

Annual Aggregate for all claims

. $25,000,000

for all participants . . . . . . .
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ARTICLE VIII
INSURANCE

Section 1 -- Coverage

When the participant has professional liability insurance
which is stated to be applicable to the loss on an excess or
contingent basis, the amount of the System's liability under
this Plan shall not be reduced by the existence of such
insurance.

Section 2 -- Insurance

When both this Plan and insurance apply to the loss on the
same basis, whether primary, excess or contingent, the System
shall not be liable under this Plan for a greater proportion of
the loss than that stated in the applicable contribution
provision below:

A. Contribution by Equal Shares. If all such valid and
collectible insurance provides for contribution by equal
shares, the System shall not be liable for a greater
proportion of such loss than would be payable if each such
insurer contributes an equal share until the share of each
insurer or the Plan equals the lowest applicable limit of
liability under any one policy or the Plan or the full
amount of loss is paid, and with respect to any amount of
loss not so paid, the remaining insurers or the Plan then
continue to contribute equal shares of the remaining amount
of the loss until each such insurer or the Plan has paid
its 1limit in full or the full amount of the loss is paid.

B. Contribution by Limits. If any of such insurance does not
provide for contribution by equal shares, the System shall
not be liable for a greater proportion of such loss than
the applicable limit of liability under this Plan for such
loss bears to the total applicable limit of liability of
all valid and collectible insurance and the Plan against
such loss.

ARTICLE IX
MODIFICATION AND TERMINATION

Section 1 -- Rights of Participants

The Board may terminate the Plan at any time, or at any
time or from time to time, may amend, alter or suspend the Plan
in whole or in part, as to all persons eligible to participate
hereunder, or any class or groups of such persons, provided such
action shall not impair any rights accrued prior to the
effective date of such termination, amendments, alterations or
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suspension. Any such termination, amendments, alterations or
suspension shall be effective on the date of the Board action
unless a later date is specified by the Board. The
Administrator shall promptly give notice of any such
termination, amendment, alteration or suspension to all
participants affected thereby.

Section 2 =-- Termination in Event of Mandatory Participation in
Other Indemnity or Insurance Programs

It is an express condition of the Plan that if the System
is required by law, or by a collective bargaining or other
agreement, to contribute toward another plan, program or scheme
providing professional liability insurance or indemnity benefits
for a class or group of Medical Staff Members, this Plan will
terminate forthwith as to such class or group of Medical Staff
Members.

Section 3 -- Termination Upon Cessation of System Employment

This Plan shall apply to a participant only so long as such
participant remains qualified to participate in this Plan,
provided that cessation of such participation shall not impair
any rights accrued under this Plan prior to the effective date
of such cessation of qualification.

Section 4 -- Benefits Terminable

All coverage of a participant under this Plan shall cease
at once if the participant engages in any business or performs
any act which in the sole judgment of the Board is prejudicial
to the interest of the System.

ARTICLE X
ACTION AGAINST SYSTEM

Section 1 -- Conditions Precedent

No action shall lie against the System unless, as a
condition precedent thereto, there shall have been full
compliance with all of the terms of this Plan, nor until the
amount of the participant's obligation to pay shall have been
finally determined either by judgment against the participant
after actual trial, or by written agreement of the claimant and
the Administrator.




Section 2 -- Third-party Actions

Any person or organization, or the legal representative
thereof, who has secured such judgment or written agreement
shall thereafter be entitled to recover under this Plan to the
extent of the coverage afforded by this Plan. No person or
organization shall have any right under this Plan to join the
System as a party to any action against the participant to
determine the participant's liability, nor shall the System be
impleaded by the participant or his legal representative.
Bankruptcy or insolvency of the participant or the participant's
estate shall not relieve the System of any of its obligation
hereunder. :

ARTICLE XI
ADMINISTRATION OF PLAN

Section 1 -- Administration

The Plan shall be administered by the Administrator under
direction of the Board.

Section 2 -- Administrative Regulations

The Administrator may from time to time prescribe
regulations for the administration of this Plan provided that
such regulations shall, in the opinion of the Administrator, be
consistent with the provisions of this Plan as it may be amended
from time to time pursuant to Article IX of this Plan. Pursuant
to Section 7.2(13), Chapter II, Part One, The University of
Texas System Regents' Rules and Requlations, the Administrator
may delegate in writing certain administrative, accounting, and
investment functions of the Plan.

Section 3 -- Legal Interpretation

The text of this Plan shall control and the headings to the
Articles, Sections and Paragraphs are for reference purposes
only, and do not limit or extend the meaning of any of the
Plan's provisions. The Plan shall be governed by and construed

" in accordance with the laws of the State of Texas. Any

interpretation of the Plan by the Administrator shall be
conclusive as between the System and its employees and students,
participating Medical Members, and retired or otherwise
terminated participants, employees and students, and may be
relied upon by the System and all parties in interest.
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Section 4 -- Counsel and Settlement Authority

Authority to employ counsel, approve attorney fees and
expenses, and approve settlement of all claims, including
litigation, shall rest with the Administrator, or his delegate,
subject to any additional approval required by the Board of
Regents of the System pursuant to any applicable policies of the
Systen.

ARTICLE XII
GENERAL PROVISIONS

Section 1 -- Subrogation

In the event of any payment under this Plan, the System
shall be subrogated to all of the participant's rights of
recovery thereof against any person or organization and the
participant shall execute and deliver instruments and papers and
do whatever else is necessary to secure such rights. The
participant shall do nothing after loss to prejudice such
rights.

Section 2 -- Changes

Notice to any agent or knowledge possessed by any agent or
by any other person shall not affect a waiver or a change in any
part of this Plan, or estop the System from asserting any right
under the terms of this Plan; nor shall the terms of this Plan
be waived or changed, except by written waiver or amendment duly
approved by the Board.

Section 3 ~-- Entirety of Agreement

This Plan embodies all agreements existing between any and
all persons and the System or any of its agents relating to this
Plan and the coverage afforded hereunder.

Section 4 -- Employment Non-Contractual

The System may terminate the appointment, internship,
residency, fellowship, or student-school relationship of any
participant as freely and with the same effect as if this Plan
were not in operation.

Section 5 -- Actions Against Participant

This Plan or its operations shall not in any way affect any
claim or cause of action by the System against a participant for
indemnity or contribution arising out of or incident to any
medical liability claim.
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Section 6 -- Communications

All notices, reports and statements given, made, delivered
or transmitted to a participant shall be deemed duly given,
made, delivered or transmitted when delivered to him, or when
mailed by first-class mail, postage prepaid, and addressed to
him at the address last appearing on the books of the System. A
participant who changes his address shall forthwith give written
notice to the System of such change. Written directions,
notices and other communications from participants to the System
shall be mailed by first-class mail, postage prepaid, or
delivered as follows:

The University of Texas System
Office of General Counsel
Ashbel Smith Hall

201 West 7th Street

Austin, Texas 78701

Attention: Vice Chancellor and General Counsel
Section 7

Whenever used in this Plan, masculine pronouns shall
include both men and women unless the context indicates
otherwise.

Section 8 -- Coverage Under Prior Plan

A medical liability claim that occurred prior to the
effective date of the revised Plan filed against a medical
member after the effective date of the revised Plan is covered
under the terms of the prior Plan.

Section 9 -- Effective Date

The revised Plan shall be effective February 12, 1998.

BACKGROUND INFORMATION

Pursuant to the authority of Chapter 59 of the Texas Education
Code, the U. T. Board of Regents adopted the Professional
Medical Liability Self-Insurance Plan to provide coverage for
certain medical staff and medical students of the U. T.
System. The Plan went into effect on April 1, 1977, and is
funded by the payment of premiums from the Medical Service,
Research and Development Plans of the component health
institutions of the U. T. System.
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The total number of U. T. System physicians covered by the
Plan currently is 3,876 staff and resident physicians, with
basic liability llmltS of $500,000 per claim for staff
physicians and $100,000 for residents and fellows.

The Plan has been amended on numerous occasions when premium
increases were recommended or minor nonsubstantive changes
were needed. The basic Plan document has been revised by the
law firm of Davis and Wilkerson to incorporate changes in
Texas insurance law since the Plan's inception and to clarify
in plain English certain ambiguous sections of the Plan
document.

The Annual Aggregate is the total amount that can be paid by
the Plan Administration for all settlements and judgments in
any one year. As the severity of claims has increased over
the years the Annual Aggregate has been adjusted upward to
allow for this increase. 1In 1977, the Annual Aggregate was
$2,000,000. The Annual Aggregate is now $20,000,000 and
should be adjusted to $25,000,000 to cover all actuarially
projected payments of claims and lawsuits.

See related Item _1_ on Page HAC - 3.

3. U. T. Health Science Center - San Antonio
U. T. G.S.B.S. - San Antonio): Request r Authori-

zation to Establish a Master of Occupational Therapy

M.O.T.) Deqree and to Submit the Proposed Deqree
Program to the Coordinating Board for Approval (Catalog
Change) . -~

(60) NDATIO

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs and President Howe that
authorization be granted to establish a Master of Occupational
Therapy (M.O.T.) degree at the U. T. Health Science Center -
San Antonio and to submit the proposal to the Texas Higher
Education Coordinating Board for review and appropriate
action. The proposed master's degree program is consistent
with the U. T. Health Science Center - San Antonio's Table of
Programs and institutional plans for offering quality degree
programs to meet student needs. A description of the degree
program is included in the Background Information of this
agenda itenm.
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Upon approval by the Coordinating Board, the next appropriate
catalog published at the U. T. Health Science Center - San
Antonio will be amended to reflect this action.

BACKGROUND INFORMATION

Program Description

The Master of Occupational Therapy (M.O0.T.) degree is a six-
year program. The preprofessional phase (freshman, sophomore,
and junior years) consists of 89 hours of required course
work. This work may be taken at any regionally accredited
college or university but a minimum of 59 hours may be taken
at the freshman and sophomore level, requiring 30 semester
credit hours at the junior or senior upper-division level.
Following completion of the prerequisites and admittance to
the Occupational Therapy program, the student enters the
professional phase, which consists of 111 hours of academic
and clinical courses at the U. T. Health Science Center - San
Antonio and within the community. Graduates of the program
are eligible to take the national certification examination
and to apply for licensure, which is required for practice in
most states.

The Department of Occupational Therapy and the Graduate
School of Biomedical Sciences at The University of Texas
Health Science Center at San Antonio will be responsible for
the degree program. The goal for the entry-level master's
curriculum is to graduate occupational therapists who are
prepared to function in the expanded roles of client/family
education, wellness and health promotion, home and workplace
safety, as well as preparation for teaching in clinical and
academic programs.

The anticipated date to enroll the first students is the
Summer Semester 1999.

Need

The need for the proposed master's degree program has been
generated by the pressures of healthcare reform and managed
care. Managed care, with its emphasis on cost containment,
outcome measure, cross-training, multi-skilling, transdis-
ciplinary teaming, critical pathways, and patient-focused
care, is creating new and formidable challenges for the
profession of occupational therapy. Occupational therapists

HAC -~ 24




are increasingly being challenged to validate clinical pro-
tocols, measure outcomes of care, examine the appropriateness
of services provided, and to demonstrate value to third-party
payers proving that care provided is both necessary and
effective.

The changing nature of occupational therapy is being influ-
enced by the movement of therapists from acute care hospitals
into a variety of systems and environments, including free-
standing rehabilitation hospitals, comprehensive outpatient
rehabilitation facilities (CORFs), home health agencies,
private practice consortia, school-based settings, managed
care networks, the workplace, skilled nursing facilities
(SNFs), psychiatric hospitals, community mental health cen-
ters, and a variety of geriatric day care and residential
facilities.

There has been a definite national rise in the number of
entry-level master's degree programs. In 1990, there were
15 entry-level master's programs and in 1997 there are

41 accredited programs and nine developing programs. The
number of applicants for all programs has continued to out-
pace the number of new student spaces. On average there
were 3.7 applicants for each available space.

Thirty-five students per year are expected to enroll in the
entry-level master's degree program each year, which is the
same number currently enrolled in the baccalaureate program.
This number meets the needs of the community and is the
maximum number of students to whom the department can pro-
vide quality education.

Quality

The curriculum is a "three plus three" program with the
preprofessional curriculum consisting of 89 semester credit
hours based on a broad foundation of liberal arts and science
courses. Students will be considered graduate students

upon entering the professional phase of the program. After
completion of the first year at the U. T. Health Science
Center - San Antonio, they are eligible to receive a Bachelor
of Science degree in Health Care Sciences (BSHCS). The pro-
fessional curriculum is consistent with essential program
elements required for accreditation through the Accreditation
Council for Occupational Therapy Education (ACOTE).

The curriculum provides the foundation upon which the student
will build a theoretical framework and psychomotor skills
necessary to become an occupational therapist. Foundation
courses in anatomy, pathology, and neuroscience are offered
early in the curriculum to provide the base for clinical
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courses. Basic science and clinical information is then
integrated to enable students to develop optimal management
plans for patients. Students will develop and implement
research proposals directed at clinical studies. Significant
increases in research, theory, environmental technology,
service delivery, management, and communication skills for
supervision and consultation characterize the master's
curriculum from the previous bachelor's degree.

Six full-time and three adjunct occupational therapy faculty
teach courses in the curriculum. A professor from Cellular
and Structural Biology teaches the anatomy course. Addi-
tionally, 10 Pathology lecturers, 14 Medical Management of
Psychosocial Dysfunction lecturers and 30 Clinical Medicine
lecturers teach the occupational therapy curriculum. Clinical
fieldwork therapists supervise the students on their clinical
rotations. Faculty are recognized in their areas of expertise
and are experienced educators. Two graduate assistants are
planned to assist faculty in laboratory classes.

Admission standards consist of completion of the Graduate
Record Examination with a minimum score of 1000 or the Miller
Analogy Text (minimum of 50), GPA of 3.0 on preprofessional
courses, two personal interviews, letters of recommendation
and 20 or more hours of observation in occupational therapy
clinical settings.

Cost

The Department of Occupational Therapy is not requesting any
new funds for the development and implementation of the Master
of Occupational Therapy degree program. The current budget
allocations for the Bachelor of Science degree in Occupational
Therapy will be used to fund the replacement Master of Occu-
pational Therapy degree.

The five-year cost projections for the proposed program are:

Year 1 Year 2 Year 3 Year 4 Year 5 Total
1999-2000 2000-2001 2001-2002 2002-2003 2003-2004

$424,433 $432,415 $440,557 $448, 861 $457,331 $2,203,597
The source of funds is existing State of Texas appropriations.
A copy of the proposal for a Master of Occupational Therapy

degree is on file in the U. T. System Office of Health
Affairs.
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4, U. T. M.D. Anderson Cancer Center: Recommendation for

Approval of Appointments to the Board of Directors of the
Moncrief Radiation and Research Foundation.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs that the U. T. Board of
Regents approve the appointment by the sole member, i.e. the
President of The University of Texas M.D. Anderson Cancer
Center, of the Moncrief Radiation and Research Foundation
("Foundation") of the following three employees of U. T. M.D.
Anderson Cancer Center to membership on the Board of Directors
of the Foundation:

e Mr. Leon Leach, Chief Financial Officer

e Dr. Martin Raber, Vice President for
Managed Care and Outreach Programs

e Mr. Dan Fontaine, Chief Legal Officer

BACKGROUND INFORMATION

The Bylaws of the Foundation provide that the sole member (the
President of U. T. M.D. Anderson Cancer Center) shall appoint
the six directors provided that, "the Member's appointment

of directors shall be subject to the prior approval of such
nominees by the Board of Regents of The University of Texas
System" (Bylaws, Article II, Section 1). There currently
exists one vacancy on the Board of Directors caused by the
resignation of Mr. Robert N. Shaw. Mr. Lee W. Hogan and

Mr. Randall Meyer have indicated a desire to resign from the
Board of Directors of the Foundation.

President Mendelsohn requests approval to appoint to the

Board of Directors of the Foundation the three individuals set
forth above to fill the current vacancy and two anticipated
vacancies.
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The filling of the positions on the Board of Directors of

the Foundation by these individuals will not jeopardize the
independent legal status of the Foundation but will provide
greater cohesiveness between the Foundation and the U. T. M.D.
Anderson Cancer Center in the furtherance of the mission of
each entity.

5. U. T. M.D. derson Cancer Center: Recommendation to

Accept Pledge to Establish the Floyd and Kathleen
Cailloux Research Center in Human Cancer Genetics.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs, the Vice Chancellor for
Development and External Relations, and President Mendelsohn
that a $10,000,000 pledge, payable by December 31, 2004, from
the family of Mr. and Mrs. Floyd (Kathleen) Cailloux, Houston,
Texas, be accepted to establish an endowment at the U. T. M.D.
Anderson Cancer Center to be named the Floyd and Kathleen
Cailloux Research Center in Human Cancer Genetics.

Funds distributed from the endowment will be used to support
the Human Cancer Genetics Program at the U. T. M.D. Anderson
Cancer Center.

BACKGROUND INFORMATION

Mr. Kenneth Cailloux, Houston, Texas, son of the late

Mr. Floyd Cailloux and his wife, Mrs. Kathleen Cailloux, has
notified the U. T. M.D. Anderson Cancer Center of his family's
wishes to fulfill his father's desire to significantly support
the work of the U. T. M.D. Anderson Cancer Center.

Mr. Floyd Cailloux, the former Chairman of Keystone Interna-
tional, Inc., Houston, Texas, was intently devoted to medical
phllanthropy, especially as it affected children. The
Cailloux family shares his belief that to cure and prevent
cancer the genetic key must be found.
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Although a 100% pledge and a payout period longer than five
years are exceptions to the U. T. System Gifts Policy Guide-
lines, acceptance is recommended in order to assure the future
of this vital research program at the U. T. M.D. Anderson
Cancer Center.

6. . T . derson Cance enter: ommendatio or
Approval of (a) the Second Amendment to License Aqreement
etween the U. . Board of Regents and M.D. Anderson

Cancer Center Outreach Corporation (Outreach); (b) the
Clinical Support Services Agreement Between MDA Holding
Spain, S.A. and M.D. Anderson Cancer Center Outreach
Corporation; and (c) the Sublicense Agreement Between
M.D. Anderson Cancer Center Outreach Corporation and
MDA Holding Spain, S.A.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs, the Vice Chancellor and
General Counsel, and President Mendelsohn that the U. T. Board
of Regents approve, on behalf of the U. T. M.D. Anderson
Cancer Center, the following agreements:

a. The Second Amendment to License Agreement
between the Board of Regents of The Uni-
versity of Texas System and M.D. Anderson
Cancer Center Outreach Corporation (Outreach)
in substantially the form set forth on

Pages HAC 34 - 35

b. The Clinical Support Services Agreement
between MDA Holding Spain, S.A. and M.D.
Anderson Cancer Center Outreach Corporation
in substantially the form set forth on

Pages HAC 36 - 83

c. The Sublicense Agreement between M.D.
Anderson Cancer Center Outreach Corporation
and MDA Holding Spain, S.A. in substantially
the form set forth on Pages HAC 84 - 101.
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BACKGROUND INFORMATION

At its February 1990 meeting, the U. T. Board of Regents
approved a license agreement whereby Outreach was permitted
to use the name and trademark "M.D. Anderson Cancer Center
Outreach Corporation" in the operation of the Orlando Cancer
Center, Orlando, Florida. At its August 1996 meeting, the
U. T. Board of Regents approved a license agreement whereby
Outreach was permitted to use that name and trademark and
specific variances thereof in the entirety of the United
States and its territories and possessions. At the U. T.
Board of Regents' meeting in May 1997, the Board approved a
First Amendment to License Agreement, permitting the licensing
of names for the provision of services in other countries
under the name M.D. Anderson Cancer Center Outreach Corpora-
tion (name of country). By this Second Amendment to License
Agreement, Outreach seeks Board approval to use a variation
of the M.D. Anderson name, "M.D. Anderson International

" with the name of a foreign country being placed
in the blank for geographical identification of the business
entity involved. This will provide name identification for
an international market in order to clearly delineate between
foreign and domestic operations of M.D. Anderson Cancer Center
Outreach Corporation.

This amendment of the license agreement will also leave in
place the U. T. Board of Regents' ability and authority
pursuant to the license agreement to terminate the license
agreement if at any time Outreach fails to comply with its
obligations under the agreement. This amendment is important
to the continued effective functioning of Outreach.

Approval is also recommended for the execution of the Clinical
Support Services Agreement between MDA Holding Spain, S.A.

and M.D. Anderson Cancer Center Outreach Corporation. This
Clinical Support Services Agreement provides for the opera-
tion, by foreign entities over which Outreach will have
directorial control, of a cancer center, radiotherapy center
and insurance company. The M.D. Anderson International name
will be sublicensed to all three entities. The approval of
the Clinical Support Services Agreement is recommended in
conjunction with the approval of the Sublicense Agreement
between M.D. Anderson Cancer Center Outreach Corporation and
MDA Holding Spain, S.A.
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The Sublicense Agreement provides the following safeguards to

the trademarked names owned by the U. T. Board of Regents:

a.

There may be no assignment of the sublicense
of the name without the U. T. Board of
Regents' approval (Section 14)

Overall quality control of all operations
using the name are monitored by Outreach.
Certain quality must be maintained or the
Agreement may be unilaterally terminated
by Outreach (Section 8.1).

Final approval of all marketing material

by the sublicensees will be determined by
Outreach with review by the U. T. System

Office of General Counsel (Section 8.2)

The Sublicense Agreement automatically
terminates if the Clinical Support Services
Agreement terminates (Section 3.4.1)

The Sublicense Agreement automatically
terminates if the U. T. Board of Regents
terminates the licensing agreement between
the U. T. Board of Regents and Outreach
(Section 3.4.2)

Sublicenses will be granted only to subsid-
iaries that are directly controlled by a
holding company for which Outreach provides
two members of the Board of Directors. These
Directors have irrevocable veto powers over
any material transactions of the holding
company (Section 7.1).

With regard to the Clinical Support Services Agree-
ment, the following corporate structure safeguards and
payment safeguards are provided for:

a.

Corporate Structure Safeguards
1. No Capital Investment by MDACC or

Outreach in the Holding Company or
Subsidiaries (Section 3.1(b))
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2. Two of five Board Members of Holding
Company are Outreach Appointees
(Section 3.1(c))

(a) Two Outreach Appointees must agree
to any Material Actions of Holding
Company (Section 3.1 (d) and
Exhibit 3.1-D)

(b) The two Outreach Board Members must
vote in favor of Directions to
Subsidiaries (Section 3.1 (h))

(c) Subsidiaries must have directions
from Holding to take any Material
Action (Sections 4.1(f), 5.1(f),
6.1(d) and Exhibit 1.11)

3. Three of five Board Members of
Subsidiaries appointed by Holding
of which one is named by Outreach
(Sections 4.1(e), 5.1(e), 6.1(c ))

b. Payment Safeqguards

1. Guaranteed Payment of the greater of
$100,000.00 or 10% of Holding Company
Profits (Exhibit 7)

2. $800 Per Registered Patient in Spain
Facility (Exhibit 7)

3. Termination of Clinical Support Services
Agreement if Financial Goals are not met
(Section 8.10)

4. Annual Audits of Holding and All
Subsidiaries (Sections 3.1(e), 4.1(9),
5.1(g), 6.1(e)).

Additionally, each of the proposed subsidiaries, M.D. Anderson
International - Espafia, S.A., M.D. Anderson International
Radiotherapy - Espafia, S.A., M.D. Anderson International -~
Espafia Seguros, S.A., are required to maintain sufficient
liability insurance to insure and protect the interest of
Outreach Corporation and the U. T. M.D. Anderson Cancer
Center. The U. T. M.D. Anderson Cancer Center and Outreach
Corporation will be listed as additional insureds on liability
policies required to be purchased by the subsidiaries.
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Finally safeguards are provided to prevent customers of the
subsidiaries from successfully alleging an agency relationship
between the subsidiaries and either Outreach or the U. T. M.D.
Anderson Cancer Center. 1In addition, Outreach Corporation

maintains its own liability insurance.
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SECOND AMENDMENT TO LICENSE AGREEMENT

The Board of Regents of The University of Texas System (the “BOARD OF
REGENTS”) and M. D. Anderson Cancer Center Outreach Corporation (hereafter
referred to as OUTREACH) enter into this Second Amendment to that License
Agreement previously made effective as of the first day of January, 1996, (the ‘LICENSE
AGREEMENT"), and approved and entered into by the BOARD OF REGENTS and
OUTREACH, at the BOARD OF REGENTS meeting of August 7" and 8", 1996 at
Tyler, Texas, and amended per the First Amendment to License Agreement, effective
May 1, 1997. This Second Amendment to License Agreement is effective as of the first
day of January, 1998 for the purposes herein set forth. Except as otherwise provided
herein, the defined terms used in this AMENDMENT shall have the same meanings
assigned to them in that certain LICENSE AGREEMENT. The BOARD OF REGENTS
and OUTREACH are referred to collectively herein as the PARTIES.

WHEREAS, the BOARD OF REGENTS owns rights in certain marks used by
The University of Texas System and/or component institutions;

WHEREAS, the PARTIES entered into the LICENSE AGREEMENT in order
that the BOARD could grant to OUTREACH a non-exclusive license to utilize
LICENSED MARKS under the terms and conditions of the LICENSE AGREEMENT;

WHEREAS, Attachment A of the LICENSE AGREEMENT describes the
LICENSED MARKS that OUTREACH has a nonexclusive license to utilize; and

WHEREAS, the PARTIES desire to amend Attachment A to include additional
Licensed Marks that OUTREACH shall have a non-exclusive license to utilize.

NOW THEREFORE, in consideration of the mutual covenants and agreements
contained herein, the PARTIES agree as follows:

1. Attachment A shall be revised to read in its entirety as follows:
LICENSED MARKS ARE:
1. M. D. Anderson Cancer Center Outreach Corporation
2. M. D. Anderson Cancer Center Outreach Corporation *
3. M. D. Anderson Outreach Corporation *
4. M. D. Anderson Outreach *

5. M. D. Anderson International
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* Denotes that a geographical place name may be inserted.
2. Except as expressly provided in this Second Amendment, all other terms,

conditions and provisions of the License Agreement shall continue in full
force and effect as provided therein.
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CLINICAL SUPPORT SERVICES AGREEMENT
between
MDA HOLDING SPAIN, S.A.
M. D. ANDERSON INTERNATIONAL-ESPANA, S.A.
M. D. ANDERSON INTERNATIONAL RADIOTHERAPY-ESPANA, S.A.
M. D. ANDERSON INTERNATIONAL-ESPANA SEGUROS, S.A.
and

M. D. ANDERSON CANCER CENTER OUTREACH CORPORATION




CLINICAL SUPPORT SERVICES AGREEMENT

This Clinical Support Services Agreement (the "Agreement”). effective as of the ___st day

of (the “Effective Date™). is by and between MDA Holding Spain. S.A.
(*Holding™). a . M. D. Anderson [nternational-Espaiia, S.A. (“MDAI-
Espafia. S.A.™), a . M. D. Anderson [nternational Radiotherapy-
Espaifia, S.A. (“Radiotherapy™), a » M.D. Anderson International-Espaiia
Seguros, S.A. (“Insurance Company™). a .and M. D. Anderson

Cancer Center Outreach Corporation (“Outreach™), a Texas nonprofit corporation. (Holding, MDAI-
Espaiia, S.A., Radiotherapy, and [nsurance Company may be referred to individually or collectively
herein as the “Spanish Group Entities™).

RECITALS

WHEREAS, Holding has designed a project proposing interrelationships of Spanish
companies as described in these recitals, which companies desire a relationship with Outreach as
described in this Agreement;

WHEREAS, Holding is a parent company that holds at least a 51% ownership interest in
MDAI-Espaiia, S.A., Radiotherapy Corporation, and Insurance Company;

WHEREAS, Outreach owns a 10% interest in Holding which interest has certain preferred
rights attached to it;

WHEREAS, MDAI-Espaiia, S.A. shall develop, own, and operate a cancer center that
provides oncology services through a Cancer Program;

WHEREAS, Radiotherapy shall participate in the Cancer 'Program by providing certain
radiation oncology services to MDAI-Espaila, S.A. for the treatment of patients of the Cancer
Program,;

WHEREAS, MDACC is the sole member of Qutreach;

WHEREAS, Outreach has the ability to deliver certain Clinical Support Services relating
to the treatment of cancer, which Clinical Support Services originate at MDACC;

WHEREAS, MDAI-Espaiia. S.A. and Radiotherapy desire to engage, for their benefit and

the benefit of their patients, Outreach to provide certain Clinical Support Services and Outreach
desires to be so engaged; and

WHEREAS, Insurance Company intends to establish and market an insurance product that
will pay for full comprehensive cancer care at the Cancer Center and MDACC in Houston. Texas.

NOW THEREFORE. for and in consideration of the mutual promises and covenants
hereinafter set forth, the Parties agree to the following:
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L. DEFINITIONS

1.1 Cuncer Center shall mean the tacilities located at calle Arturo Soria 270, Madrid.
Spain operated by MDAI-Espaiia. S.A. and Radiotherapy in which oncology services are provided
to patients. Substitute or additional locations may be agreed to by the Parties through an amendment
to this Agreement pursuant to Section 12.1.

1.2 Cancer Program shall mean the delivery of medical, radiation and surgical oncology
services to patients in the Cancer Center.

1.3 Clinical Support Services shall mean those clinical support services that Outreach is
obligated to provide to MDAI-Espaiia, S.A. and Radiotherapy pursuant to Section 2.1 of this
Agreement. A

1.4  MDACC shall mean The University of Texas M. D. Anderson Cancer Center in
Houston, Texas.

1.5  Operations Commencement Date shall mean the date for commencement of
operations of the Cancer Center as identified in the notice described in Section 4.6.

1.6  Outreach Affiliate shall mean MDACC and M. D. Anderson Physicians Network
(“MDAPN™). MDAPN is a Texas non-profit corporation whose sole member is the President of
MDACC and whose Board of Directors is composed entirely of physicians who are on the faculty
of MDACC.

1.7 Outreach Name shall mean any form of the name “M. D. Anderson Cancer Center
Outreach Corporation.”

1.8  Parties shall mean the Spanish Group Entities and Outreach.

1.9  Patients shall mean the patients of the Cancer Program who are diagnosed or treated
in the Cancer Center. '

1.10  Physicians shall mean any physician whom MDAI-Espaiia, S.A. or Radiotherapy
employs or who is otherwise permitted to provide oncology services to Patients (including the Core
Staff, Affiliated Oncology Staff, and Affiliated Support Staff) and who are listed on Exhibit 1.10 to
this Agreement. “MDAI-Espaiia. S.A. Physicians” shall mean the Physicians listed in Section A of
Exhibit 1.10. “Radiotherapy Physicians” shall mean the Physicians listed in Section B of Exhibit
1.10

1.11  Subsidiary Matters shall mean the matters described in Exhibit 1.11.

1.12  Term shall mean the initial and any renewal periods of duration of this Agreement
as described in Article VIII of this Agreement.

1.13  Subsidiaries shall mean MDALI-Espaiia, S.A., Radiotherapy, and Insurance Company.




I.14  Reserves shall mean the protits of Holding that are not distributed to the sharcholders
as dividends.

I. OBLIGATIONS OF OLTREACH

2.1 Clinical Support Services. Outreach shall provide those Clinical Support Services
described on Exhibit 2.1 to MDAI-Espaiia. S.A. and Radiotherapy for and in consideration of the
covenants and obligations of the Spanish Group Entities as described herein. The delivery of Clinical
Support Services shall be phased in over a three year period as described in Exhibit 2.1.

2.2 Additional Services. MDAI-Espafia, S.A. and Radiotherapy. at their option, may
purchase additional services, including but not limited to the additional services described in Exhibit
2.2, at rates to be agreed to by the Parties at the time of purchase.

2.3 Subcontractors. Outreach may contract or subcontract with MDACC for the delivery
of Clinical Support Services to MDAI-Espafia, S.A. and Radiotherapy pursuant to this Agreement.

2.4 Other Activities by Outreach and Qutreach Affiliates. MDACC has throughout its
existence delivered to requesting physicians parts of Clinical Support Services. Moreover, MDACC
is required by certain governmental requirements to provide access to its research and clinical efforts.
Neither Outreach nor an Outreach Affiliate shall be deemed to have breached any provision of this
Agreement in the conduct of such activities. Outreach shall inform MDACC faculty of the existence
of the Cancer Center and its capabilities. Outreach shall use reasonable efforts to inform Holding
of any clinical support services delivered to physicians in the Iberian Peninsula pursuant to this
Section 2.4 as Qutreach becomes aware of such events.

2.5  Exclusivity. During the Term of this Agreement, Outreach shall not enter into and
shall cause Qutreach Affiliates not to enter into a relationship with the operator of any facility (other
than MDAI-Espaiia, S.A. and Radiotherapy) providing oncology treatment services and located in
any area in the countries of Portugal and Spain or any physician group (other than Physicians)
providing oncology treatment services and located in any area in the countries of Portugal and Spain
pursuant to which Outreach would provide Clinical Support Services to such facility or physician
group or pursuant to which such facility or physician group is entitled to use the Outreach Name.
Notwithstanding the foregoing, nothing in this Agreement shall be interpreted to prohibit Outreach
or any Outreach Affiliate from entering into a transaction with any insurance company domiciled in
the European Union (excluding Spain and Portugal).

2.6  Notification Requirement.  During the Term of this Agreement, if Qutreach
considers a Clinical Support Services Agreement relationship (“CSSA Relationship™) in any country
that is part of the European Union (other than Spain and Portugal), Outreach shall notify Holding
of such consideration of the CSSA Relationship (which notification shall include (i) the country.
citv. and region involved and (ii) the services requested of Outreach) and will not conclude any such
other CSSA Relationship for a period of 90 days from such notification and will during such 90 day
period discuss with Holding (i) the potential effect that such other relationship might have on Cancer
Center and (ii) the potential participation by Holding in such other relationship.
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Responsibility.  Outreach shall be responsible for all actions to be fulfilled by

MDACC pursuant o this Agreement.

Term:

COVENANTS OF HOLDING

Covenants of Holding. Holding covenants and warrants that at all times during the

(a) Holding shall maintain at least a 51% ownership interest in the Subsidiaries;

(b)  Simultaneously with the execution of this Agreement, Holding issues to
Outreach shares of Holding representing a 10% interest in Holding. Outreach’s
initial 10% interest in Holding may be diluted in terms of ownership percentage, but
Outreach shall continue to be entitled to 10% of any dividends or distributions of
Holding to shareholders in Holding;

(¢)  Holding shall be governed by a Board of Directors composed of five
directors, and Outreach shall be entitled to select two of the directors. Outreach’s
power to select such directors shall include the power to reappoint, remove and
replace such directors at its sole discretion;

(d)  Each action by Holding, its Board of Directors, or its shareholders with
respect to the matters described in Exhibit 3.1-D must have received either the prior

written approval of Outreach or the approving vote of both of the Directors appointed
by Outreach;

(e) Holding shall be audited each year by a reputable international firm of
accountants with offices in the United States, using Spanish Generally Accepted
Accounting Principles (“GAAP”). Holding’s agreement with the auditor shall
require that the financial statements or auditors’ reports include a description of the
differences between Spanish GAAP and US GAAP;

® Holding shall not use any indicia of sponsorship, endowment, or connection
with (i) any entity (other than Outreach) that prepares or provides services to Holding
or any Subsidiary similar or analogous to Clinical Support Services or (ii) any
university or other institution of higher leaming;

(8)  The corporate documents of Holding shall provide that the transfer of shares
by shareholders (other than the transfer of shares by Outreach to an Outreach
Affiliate) shall be subject to a system that grants Holding and each shareholder a
right of first refusal for the shares offered for sale, in such manner that:

@) Any shareholder intending to transfer his shares must advise the
Board of Directors of Holding of such intent; the latter, in turn, shall convey
this intention to the other existing shareholders. Both notices should specify
the number of shares to be sold and their price.
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(it) . Each sharcholder shall have a period of 15 days to notity the Board
of Directors ot his intention to acquire the offered shares. Atter the 15-day
period. the Board itselt will make a decision based on the bids received.
Should the bids outnumber the oftered shares. the Board will establish the
preferential acquisition rights of each bidder in proportion to the percentage
of the corporate stock held by each. [fafter the 15-day period. no shareholder
notifies the Board of Directors of his intention to acquire the offered shares,
the Board of Directors may determine that Holding shall exercise a
preferential right to purchase the offered shares.

(iti)  If neither existing shareholders nor Holding purchases the shares
pursuant to this Section, then the selling shareholder may sell the shares, but
only at a price equal to or greater than the price specified in the notice in (i)
above. '

(h) Before any vote may be taken by the Board of Directors or the shareholders
of any Subsidiary with respect to any Subsidiary Matter, Holding’s Board of
Directors must meet to determine Holding’s instructions to the Holding
representatives at the Subsidiary’s board or shareholder meeting on how to vote on
such Subsidiary Matter. Holding’s decisions regarding such instructions on how to
vote on such Subsidiary Matter must receive the affirmative vote of the two directors
of Holding that are selected by Outreach. Holding shall direct its representatives to
vote on the Subsidiary Matter at issue in accordance with the decision of the Holding
Board of Directors. Holding’s representatives at the Subsidiary board or Shareholder
Meeting shall vote in accordance with the Holding Board’s direction; and

) Holding shall appoint at least three of the directors on the Board of each
Subsidiary, one of whom shall be named by Outreach. Outreach’s power to select
such directors shall include the power to reappoint, remove, and replace such
directors at its sole discretion.

3.2  Transfer of Outreach Shares. In the event that Outreach transfers its shares in
Holding to a buyer(s) other than an Outreach Affiliate, neither the buyer(s) nor Outreach shall have
the special rights to appoint directors described in Sections 3.1(c), 3.1(i). 4.1(e), 5.1(e) and 6.1(c)
and the shares shall be exchanged for ordinary shares with no special rights whatsoever.

3.3  Sale of Shares upon Termination of Agreement. In the event that this Agreement is
terminated pursuant to Article VIII, then Outreach shall sell its shares to Holding. The price to be
paid by Holding to Outreach for such shares shall be equal to the sum of 2.5 million pesetas and 10%
of the Reserves of Holding, excluding any initial share premium.

IV. OBLIGATIONS OF MDAI-ESPANA, S.A.

4.1 Covenants of MDAI-Esparia. S.4. MDAI-Espaiia, S.A. covenants and warrants that
at all times during the Term; '
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(a) MDaAl-Espadia. S.A. shall provide oncology services only to Patients at the
Cancer Center:

(b) MDAI-Espania. S.A. shall be and remain legally organized to operate a cancer
center and to provide oncology services in a manner consistent with all applicable
laws;

(c) MDAI-Espafia. S.A. shall be and remain licensed and/or accredited in
accordance with all applicable laws relating to the delivery of oncology services;

(d)  Clinical direction for all medical aspects of MDAI-Espaiia, S.A. shall be
performed in accordance with Exhibit 4.1;

(¢) MDAI-Espaiia, S.A. shall be governed by a Board of Directors composed of
five (5) directors, and Holding shall be entitled to appoint three of the directors, one
of whom shall be named by Outreach. Outreach’s power to select such director shall
include the power to reappoint, remove, and replace such director at its sole
discretion;

® Before any vote may be taken by the Board of Directors or shareholders of
MDAI-Espaiia. S.A. with respect to any Subsidiary Matter, Holding’s Board of
Directors must have met to determine Holding’s instructions to the representatives
at the MDAI-Espaiia, S.A. Board or shareholder meeting on how to vote on such
Subsidiary Matter; '

(g) MDAI-Espaiia, S.A. shall be audited each year by a reputable international
firm of accountants with offices in the United States, using Spanish GAAP. MDAI-
Espaiia, S.A. s agreement with the auditor shall require that the financial statements
or auditors’ reports include a description of the differences between Spanish GAAP
and US GAAP;

(h)  The MDAI-Espafia, S.A. Physicians listed in Section A of Exhibit 1.10 shall
be the only physicians whom MDAI-Espaiia, S.A. employs, contracts with, or
otherwise permits to provide medical services in association with MDAI-Espaiia,
S.A. MDAI-Espaiia, S.A. shall obtain an amendment of this Agreement prior to
employing, contracting with, or otherwise permitting a physician not listed in Section
A of Exhibit 1.10 to provide such medical services, and MDAI-Espaiia, S.A. shall
obtain an amendment of this Agreement upon the cessation of relationship with a
Physician listed in Section A of Exhibit 1.10. Each such amendment shall be in the
same form as Exhibit 1.10;

() Each MDAI-Espaﬁa, S.A. Physician shall hold a currently valid and unlimited
license to practice medicine in the country of Spain;

G) MDAI-Esparia, S.A. shall not allow on its medical staff any physician who
has not been credentialed by MDACC in an applicable specialty, and MDAI-Espaila,
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S.A. shall remove from its medical staftany MDAI-Espafia. S.A. Physician who fails
to be recredentialed annually by MDACC. The current MDACC credentialing
procedure is attached hereto as Exhibit 4.1¢j):

(k) MDAI-Espafia. S.A. shall not purchase trom any source (other than Outreach)
any services similar or analogous to Clinical Support Services for use by MDAI-
Espaiia. S.A. Physicians:

4] Neither MDAI-Espaiia. S.A. nor MDAI-Espaiia, S.A. Physicians shall use any
indicia of sponsorship. endorsement, or connection with (i) any entity (other than
Outreach) that prepares or provides services similar or analogous to Clinical Support
Services or (ii) any university or other institution of higher leamning;

(m) The corporate documents of MDAI-Espaiia, S.A. shall provide that the
transfer of shares by shareholders shall be subject to a system that grants MDAI-

Espaiia, S.A. and each shareholder a right of first refusal for the shares offered for
sale, in such manner that:

®» Any shareholder intending to transfer his shares must advise the
Board of Directors of MDAI-Espaiia, S.A. of such intent; the latter, in turn,
shall convey this intention to the other existing shareholders. Both notices
should specify the number of shares to be sold and their price.

(ii)  Each shareholder shall have a period of 15 days to notify the Board
of Directors of his intention to acquire the offered shares. After the 15-day
period. the Board itself will make a decision based on the bids received.
Should the bids outnumber the offered shares, the Board will establish the
preferential acquisition rights of each bidder in proportion to the percentage
of the corporate stock held by each. If after the 15-day period, no shareholder
notifies the Board of Directors of his intention to acquire the offered shares,
the Board of Directors may determine that MDAI-Espaiia, S.A. shall
exercise a preferential right to purchase the offered shares; and

(iii)  If neither existing shareholders nor MDAI-Espaiia, S.A. purchases
the shares pursuant to this Section, then the selling shareholder may sell the

shares. but only at a price equal to or greater than the price specified in the
notice in (i) above.

(n) MDAI-Espaiia, S.A. shall maintain a medical staff of no fewer than three (3)
medical oncologists who are Physicians listed on Section A of Exhibit 1.10, the
majority of whose practice (excluding work for the Spanish Social Security) is
conducted at Cancer Center.

Exhibit 1.10 may be changed (for example to add a physician) by giving notice to Outreach and
obtaining the written approval of Outreach as an amendment to the Agreement in accordance with
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Section 12.1. [f MDAI-Esparia. S.\. notilies Outreach that it desires to amend Exhibit 1.10 by
giving such notice to Outreach and Outreach does not reject such proposed amendment in writing
within thirty days ot Qutreach’s receipt ot such proposal by MDAI-Espaiia. S.A.. then Outreach shall
be deemed to have approved the proposed amendment.

4.2 Continuing Obligations. During the Term of the Agreement, MDAI-Espaiia. S.A.
agrees to comply with the obligations set forth on Exhibit 4.2.

4.3  Notification. MDAI-Espaila, S.A. shall notify Outreach in writing within seventy-
two (72) hours after MDAI-Espaiia. S.A. knows or reasonably should have known that any of the
following events has occurred:

(@) MDAI-Espaiia S.A.’s loss of license or loss of certification, accreditation, or
qualification by any licensing, regulatory, or professional organization or agency with
jurisdiction over MDAI-Espaiia, S.A.;

(b) MDAI-Espaiia. S.A. (i) becomes the subject of a disciplinary proceeding or
action before a licensing agency in the country of Spain or (ii) is disciplined by a
licensing agency in the country of Spain;

(c) any cancellation or suspension of MDAI-Espafia S.A.’s insurance resulting
in the absence of professional, general, or directors liability insurance coverage for
a period longer than 30 days;

(d) the license to practice medicine of any MDAI-Espaiia, S.A. Physician is
suspended, revoked or terminated;

(e) any MDAI-Espaiia, S.A. Physician is required to pay damages in any such
action by way of judgment or settlement;

® any MDAI-Espaiia, S.A. Physician becomes the subject of a disciplinary
proceeding or action before a licensing agency in the country of Spain; or

(8)  any cancellation of a MDAI-Espaiia, S.A. Physician’s professional liability
insurance resulting in the absence of professional liability insurance for a period
longer than 30 days.

44  Medical Records. With appropriate authorization and subject to Spanish and
European Community law, Qutreach shall be entitled to obtain copies of Patients’ medical records.
MDAI-Espaiia, S.A. shall provide Outreach with all records necessary to carry out Qutreach’s
utilization management and quality improvement programs. Outreach shall maintain medical
records received pursuant to this Section 4.4 in accordance with applicable law. Such medical and
other records shall be made available to Outreach at no cost.
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4.5 MD:Al-Espaii, S..1. Rights. MDAI-Espaiia. S.A. agrees that it may exercise its rights
under this Agreement only at locations approved in writing by Outreach. The only location approved
by Outreach on the Ettective Date is calle Arturo Soria 270. Madrid, Spain.

4.6  Commencement of Operations. MDAI-Espaiia. S.A. shall give written notice to
Outreach of the date on which MDAI-Espaiia and/or Radiotherapy first commence operations, which
notice must be given within five (5) days following such date.

V. OBLIGATIONS OF RADIOTHERAPY

5.1  Covenants of Radiotherapy. Radiotherapy covenants and warrants that at all time
during the Term:

(a) Radiotherapy shall provide radiotherapy sétvices only to Patients at the
Cancer Center; -

(b) Radiotherapy shall be and remain legally organized to provide radiotherapy
services in a manner consistent with all applicable laws;

(c) Radiotherapy shall be and remain licensed and accredited in accordance with
all applicable laws relating to the delivery of oncology services;

(d)  Clinical direction for all medical aspects of Radiotherapy shall be performed
in accordance with Exhibit 4.1;

(e) Radiotherapy shall be governed by a Board of Directors composed of five (5)
directors, and Holding shall be entitled to appoint three of the directors, one of whom
shall be named by Outreach. Outreach’s power to select such directors shall include
the power to reappoint, remove, and replace such director at its sole discretion;

® Before any vote may be taken by the Board of Directors or shareholders of
Radiotherapy with respect to any Subsidiary Matter, Holding’s Board of Directors

must have met to determine Holding’s instructions to the representatives at the

Radiotherapy Board or Shareholder Meeting on how to vote on such Subsidiary .
Matter;

(2) Radiotherapy shall be audited each year by a reputable international firm of
accountants with offices in the United States, using Spanish GAAP. Radiotherapy’s
agreement with the auditor shall require that the financial statements or auditors’
reports include a description of the differences between Spanish GAAP and US
GAAP;

(h) Radiotherapy Physicians listed in Section B of Exhibit 1.10 shall be the only
physicians whom Radiotherapy employs, contracts with, or otherwise permits to
provide medical services in association with Radiotherapy. Radiotherapy shall obtain
an amendment of this Agreement prior to employing, contracting with, or otherwise
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permitting a physician not listed in Section B of Exhibit 1.10 o provide such medical
services, and Radiotherapy shall obtain an amendment of this Agreement upon the
cessation of relationship with a Physician listed in Section B of Exhibit 1.10. Each
such amendment shall be in the same torm as Exhibit 1.10:

(1) Each Radiotherapy Physician shall hold a currently valid and unlimited
license to practice medicine in the country of Spain:

() - Radiotherapy shall not allow on its medical staff any physician who has not
been credentialed by MDACC in an applicable speciaity. and Radiotherapy shall
remove from its medical staff any Radiotherapy Physician who fails to be
recredentialed annually by MDACC. The current credentialing procedure is attached
hereto as Exhibit 4.1();

(k)  Radiotherapy shall not purchase from any source (other than Outreach) any
services similar or analogous to Clinical Support Services;

()] Neither Radiotherapy nor Radiotherapy Physicians shall use any indicia of
sponsorship, endorsement, or connection with (i) any entity (other than Qutreach)
that prepares or provides services similar or analogous to Clinical Support Services
or (ii) any university or other institution of higher leamning;

(m) The corporate documents of Radiotherapy shall provide that the transfer of
shares by shareholders shall be subject to a system that grants Radiotherapy and each
shareholder a right of first refusal for the shares offered for sale, in such manner that:

6)) Any shareholder intending to transfer his shares must advise the
Board of Directors of Radiotherapy of such intent; the latter, in turn, shall
convey this intention to the other existing shareholders. Both notices should
specify the number of shares to be sold and their price.

(i)  Each shareholder shall have a period of 15 days to notify the Board
of Directors of his intention to acquire the offered shares. After the 15-day
period, the Board itself will make a decision based on the bids received.
Should the bids outnumber the offered shares. the Board will establish the
preferential acquisition rights of each bidder in proportion to the percentage
of the corporate stock held by each. If after the 5-day period, no shareholder
notifies the Board of Directors of his intention to acquire the offered shares.
the Board of Directors may determine that Radiotherapy shall exercise a
preferential right to purchase the offered shares: and

(iit)  [fneither existing shareholders nor Radiotherapy purchases the shares
pursuant to this Section. then the selling shareholder may sell the shares, but

only at a price equal to or greater than the price specified in the notice in (i)
above.
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(n) Radiotherapy shall maintain a medical staff of no tewer than one (1) radiation
oncologist who is a Physician listed on Section B of Exhibit 1.10 the majority of
whose practice (excluding work for the Spanish Social Security) is conducted at
Cancer Center.

Exhibit 1.10 may be changed (for example to add a physician) by giving notice to Outreach and
obtaining the written approval of Outreach as an amendment to the Agreement in accordance with
Section 12.1. If Radiotherapy notifies Outreach that it desires to amend Exhibit 1.10 by giving such
notice to Outreach and Outreach does not reject such proposed amendment in writing within thirty
days of Outreach’s receipt of such proposal by Radiotherapy, then Outreach shall be deemed to have
approved the proposed amendment.

52  Continuing Obligations. During the Term of the Agreement, Radiotherapy agrees to
comply with the obligations set forth on Exhibit 5.2.

5.3  Notification. Radiotherapy shall notify Outreach in writing within 72 hours after
Radiotherapy knows or reasonably should have known that any of the following events has occurred:

(a) Radiotherapy’s loss of license or loss of certification, accreditation, or
qualification by any licensing, regulatory, or professional organization or agency with
jurisdiction over Radiotherapy;

(b)  Radiotherapy (i) becomes the subject of a disciplinary proceeding or action
before a licensing agency in the country of Spain or (ii) is disciplined by a licensing
agency in the country of Spain;

(c) any cancellation or suspension of Radiotherapy s insurance resulting in the
absence of professional, general, or directors liability insurance coverage for a period
longer than 30 days;

(d) thelicense to practice medicine of any Radiotherapy Physician is suspended,
revoked or terminated;

(e) any Radiotherapy Physician is required to pay damages in any such action by
way of judgment or settlement:

® any Radiotherapy Physician becomes the subject of a disciplinary proceeding
or action before a licensing agency in the country of Spain; or

(g)  anycancellation of a Radiotherapy Physician’s protessional liability insurance
resulting in the absence of professional liability insurance for a period longer than 30
davs.

5.4 Medical Records. With appropriate authorization and subject to Spanish and
European Community law, Outreach shall be entitled to obtain copies of Patients’ medical records.
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Radiotherapy shall provide Qutreach with all records necessary to carry out Qutreach’s utilization
management and quality improvement programs. Outreach shall maintain medical records received
pursuant to this Section 3.4 in accordance with applicable law. Such medical and other records shall
be made available to Outreach at no cost.

5.5  Radiotherupy Rights. Radiotherapy agrees that it may exercise any rights that it has
under this Agreement only at locations approved in writing by Outreach. The only location approved
by Outreach on the Effective Date is calle Arturo Soria, 270, Madrid, Spain.

V1. OBLIGATIONS OF INSURANCE COMPANY

6.1 Covenants of Insurance Company. Insurance Company covenants and warrants that
at all times during the Term:

(a) Insurance Company shall market an insurance product that will pay for full
comprehensive cancer care at Cancer Center or MDACC only;

(b) Insurance Company shall maintain all necessarv governmental approvals,
licenses, and permits in each jurisdiction in which it operates;

(c) Insurance Company shall be governed by a Board of Directors composed of
five (5) directors, and Holding shall be entitled to appoint three of the directors, one
of whom shall be named by Outreach. Outreach’s power to select such director shall
include the power to reappoint, remove, and replace such directors at its sole
discretion;

(d) Before any vote may be taken by the Board of Directors or shareholders of
Insurance Company with respect to any Subsidiary Matter, Holding's Board of
Directors must have met to determine Holding’s instructions to the representatives
at the Insurance Company board or shareholder meeting on how to vote on such
Subsidiary Matter;

()  Insurance Company shall be audited each year by a reputable international
firm of accountants with offices in the United States, using Spanish GAAP.
[nsurance Company’s agreement with the auditor shall require that the financial
statements or auditors’ reports include a description of the differences between
Spanish GAAP and US GAAP;

® The corporate documents of Insurance Company shall provide that the
transfer of shares by shareholders other than the transfer of shares by Outreach to an
Outreach Affiliate (in the event Outreach owns shares as described in Section 6.1(g))
shall be subject to a system that grants Insurance Company and each shareholder a
right of first refusal for the shares offered for sale, in such manner that:

(1) Any shareholder intending to transfer his shares must advise. the

Board of Directors of Insurance Company of such intent; the latter, in turn,
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shall convey this intention to the other existing sharcholders. Both notices
should specily the number of shares to be sold and their price.

(i) Euach shareholder shall have a period of 13 days to notity the Board
of Directors o his intention to acquire the offered shares. After the 5-day
period. the Board itselt’ will make a decision based on the bids received.
Should the bids outnumber the offered shares, the Board will establish the
preferential acquisition rights of each bidder in proportion to the percentage
of the corporate stock held by each. {fafter the 15-day period. no shareholder
notifies the Board of Directors of his intention to acquire the offered shares,
the Board of Directors may determine that Insurance Company shall exercise
a preferential right to purchase the offered shares; and

(iii)  If neither existing shareholders nor Insurance Company purchases the
shares pursuant to this Section, then the selling shareholder may sell the
shares, but only at a price equal to or greater than the price specified in the
notice in (i) above;

(g8) Insurance Company shall afford to Outreach the opportunity to participate as
a minority investor in the Insurance Company, subject to restrictions and conditions
applicable to other shareholders and investors (other than Holding and as described
in Section 6.1(f)) in Insurance Company;

(h)  Insurance Company shall notify Outreach in writing within 72 hours after
Insurance Company knows or reasonably should have known that there has been a
cancellation or suspension of Insurance Company’s professional, general, or directors
liability insurance coverage for a period of longer than 30 days;

(i) Insurance Company shall not use any indicia of sponsorship, endorsement,
or connection with (i) any entity (other than Outreach) that prepares or provides
services to any Spanish Group Entity analogous to Clinical Support Services or (ii)
any university or other institution of higher learning;

()] Investors (other than Holding and Outreach) in Insurance Company must be
composed of one or more of AXA-AURORA. ADESLAS/CABSA. CAJA
MADRID. BBV. BCH, and GENERALI; and

(k) Each actual policy and policy document purchased by the insured will include
(in the first language of the policy holder) disclaimer, release, and covenant not to sue
language that shall prohibit the insured from bringing any cause of action against the
licensor of the name of the Insurance Company for any dispute arising from the
policy.

6.2  Insurance Compuny Marketing Area. Insurance Company may market its insurance
products (consisting solely of cancer treatment insurance limited to treatment at Cancer Center and
MDACC) in the countries comprising the European Union as of the Effective Date.
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VII. COMPENSATION

Compensation. The Spanish Group Entities agree to compensate Outreach in accordance
with Exhibit 7 for and in consideration of Outreach’s obligations hereunder.

VIII. TERM/TERMINATION OF THIS AGREEMENT

8.1 Term. This Agreement shall commence on the Effective Date and shall continue for
an initial period ending on the twentieth anniversary of the Operations Commencement Date. One
year prior to the end of the Term, the Parties may meet to discuss the terms of renewal of the
Agreement. Notwithstanding the foregoing, for those obligations, covenants and liabilities of the
Parties which, by their nature, should not have effect until the Operations Commencement Date, the
term or period for those obligations, covenants, and liabilities shall be deemed to commence on the
Operations Commencement Date and last through the twentieth anniversary of the Operations
Commencement Date.

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

83 Termination for Cause by Either Party. Either Party may terminate this Agreement
for cause upon thirty (30) days written notice to the other Parties hereto. For purposes of this
Agreement, "cause” shall be construed to mean a material breach of an obligation to be performed
hereunder that is not cured within thirty (30) business days following receipt of notice of the breach,
unless such breach cannot reasonably be cured within such thirty (30) day period, in which case the
breaching Party has not begun to cure such breach during the thirty day period and the breaching
Party has not cured the breach within ninety (90) days following receipt of notice of the breach.

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

8.5  Termination by Outreach. Outreach, in its sole option, may terminate this Agreement
effective immediately (a) if any of the covenants set forth in Sections 3.1, 4.1, 5.1 or 6.1 are
breached; (b) upon the occurrence of any event that would require any Spanish Group Entity to give
Outreach notice pursuant to Sections +.3(a), 4.3(¢c). 5.3 (a). or 5.3(c); (c) upon the occurrence of any
event that would require any Spanish Group Entity to give Outreach notice pursuant to Sections
4.3(d), 4.3(g), 5.3(d), or 53.3(g) unless the applicable Spanish Group Entity prohibits the Physician
at issue from providing services to Patients within five (3) days following knowledge of the event
giving rise to the requirement for notification; (d) upon the termination of the Sublicense
Agreements entered between Outreach and Holding, effective | | (the “Sublicense
Agreements™); (e) if MDAI-Espaiia. S.A. fails to pay the CSSA service fee when due as described
in Exhibit 7 and such failure is not corrected by such date by Holding; or (f) if Holding fails to pay
any fee or other distribution required by Exhibit 7 or elsewhere in this Agreement.
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8.6 Termination by Spunisit Group Entities. Spanish Group Entities may terminate this
Agreement pursuant to Scction 8.3 it Outreach tails to deliver Clinical Support Services in
accordance with Scetion 2.1,

8.7 Termination Due to Legistutive or Administrative Changes. In the event that there
shall be a change in-the federal or state law ot the United States of America. the laws of the Kingdom
of Spain. the Medicare or Medicaid statutes. regulations, or general instructions (or in the application
thereof), the adoption of new legislation or regulations applicable to this Agreement, or the initiation
of an enforcement action with respect to legislation, regulations, or instructions applicable to this
Agreement, any of which affects the continuing viability or legality of this Agreement, then either
Party may by notice to the other Party propose an amendment to conform this Agreement to existing
laws. If notice of such a change or an amendment is given and if the Parties are unable within thirty
(30) days thereafter to agree upon the amendment, then either Party may terminate this Agreement
by ninety (90) days notice to the other Party, unless a sooner termimation is required by law.

8.8  Termination Due to Federal Income Tax Status. In the event that there shall be a
change in the Internal Revenue Code or the Treasury Regulations promulgated thereunder, the
promulgation by the Internal Revenue Service of rulings or other authorities, or a change in the
Internal Revenue Service's interpretation of any of the foregoing that, as a result of this Agreement,
adversely affects the status of Outreach as an organization described in section 501(c)(3) of the
Internal Revenue Code of 1986. as amended, or if the Internal Revenue Service takes, or proposes
to take, any action that would, as a result of this Agreement, adversely affect the ability of Outreach
to qualify as, or continue its status as, an organization described in section 501(c)(3) of the Internal
Revenue Code of 1986, as amended, then Outreach may by notice propose an amendment to
conform this Agreement to existing laws or Internal Revenue Service positions. If notice of such
a change or an amendment is given and if the Parties are unable within thirty (30) days thereafter
to agree upon the amendment. then Outreach may terminate this Agreement by ninety (90) days
notice to the Spanish Group Entities, unless a sooner termination is required by law.

8.9  Special Action. The Parties understand that the Clinical Support Services provided
by Outreach hereunder are supplied to Outreach by MDACC, a component institution of The
University of Texas System (the “System™). In the event that there is an action by MDACC or the
System that would require Outreach to review, adjust, or terminate the delivery of Clinical Support
Services as described in this Agreement, then Outreach may by notice to The Spanish Group Entities
propose an amendment to the Agreement to conform with such requirement. If notice of such a
proposed amendment is given. and if the Parties are unable within thirty (30) days thereafter to agree
upon the amendment, then either Party may terminate this Agreement by ninety (90) days written
notice to the other, unless a sooner termination is required by circumstances.

8.10 Termination pursuant to Financial Performance Test.

(a)  In the event that at the end of the first five years tollowing the Operations
Commencement Date. Outreach and MDACC have not received an aggregate of US
$2.152.670 (representing 65% of (i) projected compensation under Exhibit 7 to be
paid by MDAI-Espaia. S.A. to Qutreach and (ii) projected distributions of Holding
as adjusted) in cash from both MDAI-Espafia, S.A. and Holding as set forth in
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Exhibit 8.10. Outreach may terminate this Agreement. For purposes of this Section
8. 10(a). no more than USS213.267 of such cash requirement may consist of cash
provided from MDAIl-Espada S.As and Holding's clinical cancer research
initiatives that is received directly by MDACC in Houston (the “Financial
Performance Test™). Notwithstanding the above. in the event that the Holding Board
of Directors unanimously votes to reinvest after-tax profits rather than make
distributions on equity. then MDACC shall be deemed to have constructively
received in kind rather than in cash Holding's cash requirement of the Financial
Performance Test.

(b)  Inthe event that in the end of year ten ( 10) and year tifteen (15) following the
Operations Commencement Date, Outreach and MDACC have not received a
specific sum certain of cash for the applicable five (S) year period from both MDAI-
Espaiia and Holding (consisting of 65% of (i) project2d compensation under Exhibit
7 to be paid by MDAI-Espatia, S.A. to Outreach and (ii) projected distributions of
Holding as adjusted), such sum of cash to be determined from the annual budgeting
process of MDAI-Espaiia, S.A. and Holding, thereby setting forth the calculated
Financial Performance Test, Outreach may terminate the Agreement.

(c) In the event that after completion of each year’s annual budget for both
MDAI-Espaiia, S.A. and Holding, the annual budgeted amount of cash flow for each
succeeding year does not exceed annual cash flow for the prior year, Outreach may
terminate the Agreement; provided however that by unanimous vote of the Board of
Directors of MDAI-Espaiia, S.A. and Holding, such budgeted cash flow may be less
than the prior year’s actual cash flow.

(d)  With respect to the tests described in subparagraphs (a) and (b) above and
solely for purposes of applying the Financial Performance Test, the target amount
(which is expressed in US dollars) representing 65% of projections for the applicable
S-year period also shall be calculated in pesetas using the peseta/dollar exchange rate
existing on the date of the projections. In addition, the receipts by Outreach or
MDACC (which will be in US dollars) also will be calculated in pesetas using the
peseta/dollar exchange rate existing on the date of each such receipt. The applicable
Financial Performance Test will be deemed to have been complied with if the
aggregate receipts so calculated in pesetas equal or exceed the target amount so
calculated in pesetas.

8.11 Termination for Failure to Meet Contingencies. Outreach, in its sole option. may
terminate this Agreement eftective immediately upon the failure of the applicable Spanish Group
Entity to fulfill the obligation described below by the date prescribed for such obligation:

(a) On or before June 1, 1998. MDAI-Espaiia, S.A. shall have executed a lease
with the Spanish Navy for the facility known as the Policlinica Naval Nuestra Senora
del Carmen upon the terms described in the Arthur Anderson feasibility study dated
February 14. 1997 (the “Arthur Anderson Feasibility Study™). The lease
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arrangements shall require the naval facility to provide several key services including
dictary, pharmacy. and operating room/intensive care unit.

(b)  Onorbefore April 1. 1999. Holding. MDAI-Espafia. S.A. and Radiotherapy
shall have been capitalized in accordance with the Arthur Anderson Feasibility
Study. '

(c) On or before May 1. 1999, MDAI-Espaiia. S.A. shall have entered into
contractual relationships with all of the following physicians to provide services in
the Cancer Center on the Operations Commencement Date: Dr. D. José Marid
Fernindez Raiiada, Dr. Ramén Maria Pérez Carrion, and Dr. D. José Francisco
Tomas.

(d>  Onor before May 1, 1999, Radiotherapy shall have entered into contractual
relationship with a mutually agreed upon radiation oncology physician to provide
radiation oncology services in the Cancer Center on the Operations Commencement
Date.

(e) On or before June 1, 1999, MDAI-Espaiia, S.A. shall have completed
renovation of the Cancer Center, which renovations must have been reviewed and
approved in writing by Outreach at the following three stages: (i) the program design
stage, (ii) the schematic design stage, and (iii) the entire project after 80% of the
renovations have been completed. On or before June 1, 1999, Radiotherapy shall
have completed construction of the radiation facility, which construction must have
been reviewed and approved in writing by Outreach at the following three stages:
(i) the program design stage, (ii) the schematic design stage, and (iii) the entire
project after 80% of the renovations have been completed.

® On or before June 1, 1999, the Spanish Group Entities shall have received
approvals from all governmental agencies which approvals are required for the
Spanish Group Entities to consummate the transactions set forth herein;

(8)  Onor before July 1, 1999, MDAI-Espaila, S.A. and Radiotherapy shall have
begun delivering oncology services to Patients.

(h) On or before July 1, 1999, Insurance Company shall be organized and
capitalized in accordance with the Arthur Anderson Feasibility Study.

(1) On or before July 1, 1999, Insurance Company shall have executed this
Agreement.

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

IX. INSURANCE

9.1 Spanish Group Entities. Each Spanish Group Entity. at its sole cost and expense,
shall procure on or before the Operations Commencement Date and maintain commercial insurance
coverage for general and professional liabilities as described below. Such insurance procured by
each Spanish Group Entity shall list Outreach and MDACC as named insureds to be covered under
the insurance policies, and Outreach shall pay any increase in the cost of the insurance resulting from
the inclusion of Outreach and MDACC as named insureds on the insurance policy. Within thirty
(30) days after the Operations Commencement Date of this Agreement and annually thereafter, each
Spanish Group Entity shall provide Outreach with a copy of the insurance policy. Each Spanish
Group Entity shall notify Outreach of any reduction, suspension, or cancellation of such insurance
coverage within three (3) business days of the Spanish Group Entity’s receipt of such notice.

(a) Holding shall maintain coverage for general and professional liabilities in
accordance with commercially acceptable standards for similar companies.

(b)  MDAI-Espaiia, S.A. shall maintain coverage for general and professional
liabilities in accordance with the commercially acceptable standards for companies
providing similar services.

(c) Radiotherapy shall maintain coverage for general and professional liabilities
in accordance with the higher of (i) the recommendations and instructions of the
Official Physician College of Madrid (Colegio Oficial de Médicos de Madrid
(“COMM™) or (ii) commercially acceptable standards for similar companies.

(d) Insurance Company shall maintain coverage for general and professional
liabilities as required by Spanish law.

9.2  Physician Insurance. MDAI-Espaiia, S.A. and Radiotherapy shall cause each
Physician to carry effective as of the Operations Commencement Date and during the rest of the
Term of this Agreement, general and professional liability insurance coverage to protect against any
liability to Patients or the public generally in accordance with the recommendations and instructions
of the COMM. Furthermore. if the COMM recommends an increase in such coverage as agreed to
by the insurance company utilized by the COMM, each Physician shall increase his insurance
coverage up to such limits. Within thirty (30) days after the Operations Commencement Date and
annually thereafter, MDAI-Espafia. S.A. and Radiotherapy shall provide Outreach with a copy of
each Physician insurance policy. MDAI-Espaiia, S.A. and Radiotherapy shall notify Outreach of any
reduction, suspension, or cancellation of such insurance coverage of any Physician within 72 hours
of such reduction, suspension. or cancellation of insurance.

9.3  Directors Liabiliny Insurance. Each Spanish Group Entity, at its sole cost and
expense, shall procure on or before the Effective Date and maintain commercial insurance coverage
for the liabilities of its board of directors in accordance with commercially acceptable standards for
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such companies. Within thirty (301 days atter the Eftective Date and annually thereatter. cach
Spanish Group Entity shall provide Outreach with a certiticate evidencing such insurance coverage.
Each Spanish Group Entity shall notity Outreach of any reduction. suspension. or cancellation of
such insurance coverage within three (3) business days of the Spanish Group Entity’s receipt of such
notice.

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

X. THE SPANISH GROUP ENTITIES REPRESENTATIONS AND WARRANTIES

As of the date hereof, each of the Spanish Group Entities represents and warrants to Outreach that
the following facts and circumstances are true and correct and hereby acknowledges that such facts
and circumstances constitute the basis upon which Outreach has been induced to enter into and
perform this Agreement:

(a) Each of the Spanish Group Entities is a corporation duly organized and
validly existing in good standing under the laws of the country of Spain and has the
requisite authority to enter into this Agreement, perform its obligations hereunder,
and to conduct its business in the manner that is contemplated by this Agreement.
Each of the Spanish Group Entities is duly authorized, qualified, and licensed under
all applicable laws, regulations., and ordinances and orders of governmental
authorities having jurisdiction over operations of the Spanish Group Entities.

(b)  The execution, delivery, and performance of this Agreement byvthe Spanish
Group Entities and the consummation of the transactions set forth herein by The
Spanish Group Entities:

® are within their respective corporate powers, are not in contravention
of law or the terms of their articles of incorporation, bylaws, or any
amendments thereto, and have been duly authorized by all appropriate
corporate action;

(ii) to the best of the Spanish Group Entities’ knowledge after due inquiry
and except as otherwise expressly herein provided and except for filings
heretofore made by the Spanish Group Entities. do not require any approval
or consent of. or filing with, any governmental agency or authority bearing
on the validity of this Agreement that is required by law or regulation of any
such agency or authority;
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(iiiy  will neither contlict with nor result in any breach. event ot default,
default under or contravention of. nor permit the acceleration of the maturity
of or the creation ot any lien under. any indenture. mortgage, agreement.
lease. contract. instrument. or understanding to which any Spanish Group
Entity is a party or by which any Spanish Group Entity is bound:

(iv)  will not violate any statute, law, or regulation of any governmental
authority to which any Spanish Group Entity may be subject; and

) will not violate any judgment of any court or governmental authority
to which any Spanish Group Entity may be subject.

(c) Except for MDAI-Espaiia, S.A., Radiotherapy, and Insurance Company,
Holding has no subsidiaries or investments in another entity.

(d)  This Agreement will constitute the valid and legally binding obligation of the
Spanish Group Entities and is and will be enforceable against the Spanish Group
Entities in accordance with the respective terms hereof.

(e) Each of the Spanish Group Entities is in compliance with all applicable laws
of Spanish authorities and all applicable rules, regulations, and requirements of all
Spanish commissions, boards, bureaus, and agencies having jurisdiction over the
Spanish Group Entities and has timely filed all reports, data, and other information
required to be filed with such commissions, boards, bureaus, and agencies where a

failure to file timely would have an adverse effect on the transactions contemplated
herein.

® There are no claims, actions, suits, proceedings, or investigations pending,
threatened against. or affecting any Spanish Group Entity at law or in equity or
before or by and national or local or other governmental department, commission,
board, bureau, agency, or instrumentality wherever located.

(2) This Agreement and the exhibits hereto and all other documents and
information furnished by the Spanish Group Entities and their representatives to
Outreach pursuant hereto do not and will not include anv untrue statement of material

fact or omit to state any material fact necessary to make the statements made herein
and therein not misleading.

XI. OUTREACH REPRESENTATIONS AND WARRANTIES

As of the date hereof, Outreach represents and warrants to the Spanish Group Entities that the
following facts and circumstances are true and correct and hereby acknowledges that such facts and
circumstances constitute the basis upon which the Spanish Group Entities have been induced to enter
into and perform this Agreement:
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(1)  Outreach is a corporation duly organized and validly existing in good
standing under the faws ot the state of Texas and has the requisite authority to enter
into this Agreement, pertorm its obligations hereunder. and to conduct its business
in the manner that is contemplated by this Agreement. Outreach is duly authorized.
qualified. and licensed under all applicable laws, regulations. and ordinances and
orders of governmental authorities having jurisdiction over operations of Outreach.

(b) The execution, delivery. and performance of this Agreement by OQutreach and
the consummation of the transactions set forth herein by Outreach:

M) are within its corporate powers, are not in contravention of law or the
terms of its articles of incorporation, bylaws, or any amendments thereto and
have been duly authorized by all appropriate corporate action;

(ii)  to the best of the Outreach’s knowledge after due inquiry and except
as otherwise expressly herein provided and except for filings heretofore made
by Outreach, do not require any approval or consent of, or filing with, any
governmental agency or authority bearing on the validity of this Agreement
that is required by law or regulation of any such agency or authority;

(iti)  will neither conflict with nor result in any breach, event of default,
default under or contravention of, nor permit the acceleration of the maturity
of or the creation of any lien under, any indenture, mortgage, agreement,
lease, contract, instrument, or understanding to which Outreach is a party or
by which Outreach is bound;

(iv)  will not violate any statute, law, or regulation of any governmental
authority to which Outreach may be subject; and

(v)  will not violate any judgment of any court or govemmentai authority
to which Outreach may be subject.

(¢)  This Agreement will constitute the valid and legally binding obligation of
Outreach and is and will be enforceable against Qutreach in accordance with the
respective terms hereof.

XII. GENERAL PROVISIONS

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

12.2  Applicable Law. To the extent that disputes under this Agreement involve issues of
federal copyright laws, such disputes shall be governed by and construed in accordance with US
federal copyright law. Except as provided in Sections 4.4 and 5.4, all other disputes arising under
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this Agreement shall be governed by and construed in accordance with Texas law without regard to
Texas conflict of laws provisions. The exclusive jurisdiction and venue for resotution ot all disputes
pursuant to this Agreement should be in tederal and state courts located in Harris County. Texas,

2.3 Attorney Fees: Enforcement Costs. [fany legal action or other proceeding is brought
for the enforcement of this Agreement, or because of an alleged dispute. breach. default, or
misrepresentation in connection with any provision of this Agreement. the successtul or prevailing
Party shall be entitled to recover reasonable attorney's fees, court costs. and other reasonable
expenses incurred in connection with maintaining or defending such action or proceeding, as the case
might be, including any such attorney's fees, costs, or expenses incurred on appeal, in addition to any
other relief to which such Party may be entitled.

12.4  Assignment. Neither this Agreement nor any rights, powers, or duties hereunder may
be assigned by any Party without the express written consent of the other Parties, and any such
unauthorized assignment shall be void, except that Outreach may assign this Agreement to an
Outreach Affiliate without the written consent of any Spanish Group Entity. If any unauthorized
assignment is attempted by either Party, any other Party shall have the power, at its election, to
terminate this Agreement, effective immediately upon the giving of notice to the Party attempting
such unauthorized assignment. in addition to any other remedies available to the Party. This
Agreement shall inure to the benefit of and shall bind and be enforceable by or against the successors
and permitted assignees of the Parties hereto.

12.5 Confidentiality. All Parties, including their affiliates, recognize and acknowledge that,
by virtue of entering this Agreement, the Parties shall have access to information that is confidential
and constitutes valuable, special, and unique property of the other Parties. Such information (the
“Confidential Information™) shall include, without limitation, clinical guidelines, care pathways,
methods of multi-disciplinary treatment planning, Diagnosis/Treatment Categories and pricing of
this Agreement. The Parties agree that no Party shall at any time, either during or subsequent to the
Term of this Agreement, disclose to others, use, copy, or permit to be copied any Confidential
Information of another Party for any reason or purpose without the other Party’s prior written
consent unless required by law. No Party shall disclose the terms of this Agreement, including, but
not limited to, the compensation paid to Outreach, without the prior written consent of the other
Parties unless required by law. This Section 12.5 shall survive the termination of this Agreement
Notwithstanding the above, the Parties agree to execute the Spanish version of the document before
a Spanish Public Notary. Such execution shall not constitute a violation of Section 12.5.

12.6  Enforceability. In the event any provision of this Agreement is rendered invalid or
unenforceable by a valid Act of Congress or of any state or by any regulation duly promulgated by
officers of the United States or of any state acting in accordance with law or of the Kingdom of
Spain, or declared null and void by any court of competent jurisdiction, the remainder of the
provisions of this Agreement shall remain in full force and effect. In the event any part of this
Agreement shall be finally determined by a court of competent jurisdiction to be non-binding on any
of the Parties, it shall remain binding. and in full force and effect, with respect to the remaining Party
or Parties. -
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12.7  No Third Party Beneficiaries.  Nothing contained in this Agreement shall be
construed to create in any person not a Party to this Agreement any rights. duties. or obligations.

12.8  Wuiver of Breach. Waiver ot breach ot this Agreement shall not be deemed to be a
waiver of any other breach of the same or another provision of this Agreement or any other
Agreement between or among any of the Parties. and shall not bar any action tor subsequent breach
thereof.

12.9  Status of Parties. None of the provisions of this Agreement are intended to create nor
shall be deemed or construed to create any relationship between the Parties other than that of
independent entities contracting with each other hereunder solely for the purpose of effecting the
provisions of this Agreement. None of the Parties, nor any of their respective officers, directors, or
employees, shall be construed to be the agent, employee, or representative of the other. No Party is
authorized to represent the other for any purpose whatsoever without the prior written consent of the
other except as specifically provided herein.

12.10 Force Majeure. No Party shall be liable nor deemed to be in default for any delay
or failure to perform under this Agreement deemed to result, directly or indirectly, from any cause
beyond the reasonable control of any other Party, including without limitation, Acts of God, civil or
military authority, acts of public enemy, fires, floods, strikes, or regulatory delay or restraint.

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

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

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

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

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

12.16 Entire Agreement. This Agreement and all attachments hereto together with the
Sublicense Agreements contain the entire agreement between the Parties hereto with respect to the
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subject matter hercof and supersedes any and all prior agreements and understandings. whether oral
or written. between the Parties hereto relating to such subject matter.

12.17 Non-Exclusive Agreement.  The Parties hereto agree that Outreach shall not be
precluded from entering into arrangements to provide the types of services set torth herein to other
entities, persons, or organizations, except as provided in Section 2.5.

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

12.19 Authority and Approval. The execution of this Agreement by The University of
Texas M. D. Anderson Cancer Center, which is not party to this Agreement, is solely to evidence
its review, authorization, and approval of this Agreement.

12.20 Spanish Counterparts. This Agreement is being executed in four counterparts, two
of which are in the Spanish language and two of which are in the English language. The Spanish
version is for reference purposes only. In the event of any conflict of inconsistency between the two

versions, or for any other purpose, the English language version shall govern the interpretation and
construction hereof.

12.21 Execution of Agreement. This Agreement shall be fully effective and binding on and
between Holding, MDAI-Espaiia, S.A., Radiotherapy, and Outreach upon the execution of this
Agreement by those Parties. Upon the later execution of this Agreement by Insurance (as described
in Section 8.11(i), the Agreement shall be effective and binding on all Parties.

XIII. NOTICES

Any notice, request, demand, instruction, communication, or other document required,
permitted, or desired to be given hereunder shall be in writing and, except as otherwise provided for
herein, shall be deemed effectively given on receipt if delivered personally or by commercial air mail
courier service (e.g., DHL or Federal Express) as follows:

Holding: MDA Holding Spain, S.A.
calle Orense 32,7°
28020 Madrid, Spain
Atn.: Cristina de Manuel Keenov/
Ramén Fernandez-Hortoria
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MDAI-Espaiia, S.A. M. D. Anderson International-Espafia. S.A.
calle Orense 32,77
28020 Madrid. Spain
Attn.: Cristina de Manuel Keenoy/
Ramoén Fernandez-Hortoria

Radiotherapy M. D. Anderson International Radiotherapy-Espaila, S.A.
calle Orense 32,7°
28020 Madrid, Spain
Attn.: Cristina de Manuel Keenoy/
Ramén Fernandez-Hortoria

Insurance Company M. D. Anderson Intemational-Espaila Seguros, S.A.
calle Orense 32,7°
28020 Madrid, Spain
Attn.: Cristina de Manuel Keenoy/
Ramén Ferndndez-Hortoria

Outreach: M. D. Anderson Cancer Center Outreach Corporation
7505 South Main, Suite 500
Houston, Texas 77030
Attn: President

IN WITNESS WHEREOF, the Parties have caused this Agreement to be executed in

multiple originals on this day of , , but effective as of the date
and year first written above.

MDA HOLDING SPAIN, S.A.

Name:
Title:
Date Signed:

M. D. ANDERSON INTERNATIONAL-ESPANA, S.A.

Name:
Title:
Date Signed:

M. D. ANDERSON INTERNATIONAL RADIOTHERAPY-ESPANA, S.A.

Name:
Title:
Date Signed:




M. D. ANDERSON INTERNATIONAL-ESPANA SEGUROS, S.A.

Name:
Title:
Date Signed:

M. D. ANDERSON CANCER CENTER OUTREACH CORPORATION

Title: President
Date Signed:

FOR REVIEW AND APPROVAL ONLY
THE UNIVERSITY OF TEXAS M. D. ANDERSON CANCER CENTER

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

Date Signed:
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EXHIBIT A

CLINICAL SUPPORT SERVICES AGREEMENT

Exhibits 1.10, 4.1(j), and 5.2.6 to the Clinical Support Services Agreement shall be mutually
agreed to and added to this Exhibit prior to September 1, 1998, the date for execution of the
Clinical Support Services Agreement.
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EXHIBIT 1.10
PHYSICIANS

A. MDAI-Espaiia, S.A. Physicians

B. Radiotherapy Physicians
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EXHIBIT 1.11

SUBSIDIARY MATTERS

1. Adoption and modifications to the business plan of any Subsidiary.

2. Amendments to bylaws or articles of incorporation of any Subsidiary.

3. Transfer of any ‘material assets of any Subéidiary not expressly authorized in the business
plan.

4. Assumption of material indebtedness by any Subsidiary not expressly authorized in the
business plan. '

5. Guarantee of material pavment of a third party by any Subsidiary not expressly authorized
in the business plan.

6. Creation of a material lien on any asset of any Subsidiary not expressly authorized in the

business plan.

7. Loans by any Subsidiary to a third party not expressly authorized in the business plan

other than as required by law.

8. Creation of a new subsidiary by any Subsidiary not expressly authorized in the business
plan.

9. Approval of investors in any Subsidiary through the Operations Commencement Date.

With respect to matters 3, 4, 5, and 6, “material” shall mean any transactions with respect to the
particular matter, the cumulative affect of which would be that the cumulative transactions for
such matter in total US dollars would exceed the Base Amount.

“Base Amount” shall mean an amount equal to the product of (i) five (5) percent multiplied by
(i1) the Net Worth of the applicable Subsidiary pursuant to generally accepted accounting
principles applied on a consistent basis.




EXHIBIT 2.1

CLINICAL SUPPORT SERVICES*

During the Term of the Agreement, Outreach shall provide the following Clinical Support
Services** to MDAI-Espaiia, S.A. and Radiotherapy as applicable:

1. Guidelines & Pathways Outreach shall make available to MDAI-Espaiia, S.A. and
Radiotherapy the applicable MDACC care guidelines and clinical pathways as such guidelines and

pathways become available for distribution. The care guidelines provide an overview of a disease
process and the approaches to medical care for that process based on current practice standards and
are based on one disease site center concept. The clinical pathways provide a specific detailed care
plan representing the MDACC brand of disease treatment and the expected events and interventions
in an episode of care. A format for reporting adherence to and variations from care pathways shall
accompany the care pathways. Requirements with respect to the access, implementation, and on-

going support and quality review checks are subject to change as pathway's are enhanced/changed
and technical access to the product is enhanced.

Volume of Services
In support of guidelines and pathw;\y delivery and implementation, Outreach will provide initially:

e One four-hour training session in Madrid, Spain by one MDACC faculty physician
to train Physicians in the use of care guidelines and clinical pathways.

In support of guideline and pathway delivery and implementation, Outreach will provide annually:

® Two (2) on-site visits in Madrid, Spain by one MDACC physician each trip to
provide quality review checks of services being provided at MDAI-Espafia, S.A.,
patient records, implementation processes and compliance. Length of review will
depend on case volume for the period; and

L Two (2) one-day training sessions held at MDACC in Houston or a designated
location available to Physicians for continuing orientation and education related to

guidelines and pathway developments. Qutreach shall not be responsible for costs of
travel of Physicians to attend training sessions.

2. Muld-Disciplinary Tregtment Planning, Outreach shall assist MDAI-Espafia, S.A.

and Radiotherapy in establishing a multi-disciplinary treatment planning process.
Yolume of Services

Outreach will provide access for four (4) one-hour, sessions per month (52 sessions annually), for
multi-disciplinary case reviews by faculty. Multi-disciplinary treatment planning support can be
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accessed through on-site programs and telemedicine teleconterencing. The 32 sessions include one
on-site session and 31 telemedicine sessions as follows:

° On-site Program - Three MDACC physicians will conduct with Physicians one (1)
one-day. multi-disciplinary treatment planning session at MIDAI[-Espafia, S.A. The
program will include incorporation of specialists in medical. surgical. and radiation
oncology as well as sub-specialties as appropriate.

° Telemedicine - Via the MDACC Telemedicine network, providers can be linked
electronically to MDACC faculty. Outreach will provide access for up to four (4)
one-hour, sessions per month (up to 52 sessions annually if on-site program is not
utilized), for multi-disciplinary case reviews by faculty at predetermined conferences.
These video conferences extend the MDACC specialized media expertise as
appropriate to local need. Telemedicine capabilities will be required for access to
multi-disciplinary case reviews.

As a routine matter, MDACC shall designate an MDACC physician to be available for consultations
for each Patient.

3. Clinical Trials and Clinical Research Protocols. MDACC investigators have
activated a broad spectrum of chemotherapeutic and chemoprevention trials that afford Physicians
access to innovative intervention for Patients, distinguishing them from other local oncologists.
Potential collaborators will become part of the Outreach Clinical Research Consortium (OCRC).
Physicians who desire access to research protocols will need to be approved by MDACC for the use
of protocols and by a local Institutional Review Board (IRB). Following approval, physicians
become an Outreach Credentialed Affiliate (OCA). This designation provides members access to
all available protocols as defined by MDACC. Physicians will be eligible to apply for membership
in the research consortium, and qualified investigators will be expected to perform clinical research
at a level that will assure collection of data of the highest quality.

MDACC via OCRC will make available sponsored research contracts with pharmaceutical
companies and assist in:

° Registration of IRB with Office of Protection of Research Risk (OPRR), and
consultation on [RB regulations;

° Registration of Physicians with FDA and NCI (1572 forms);

° Establishment of protocol and patient tracking systems:

o Annual training of research nurses (data managers) and pharmacy personnel via
Houston-based training programs as needed; and '

® Access to national sponsored Community Clinical Oncology Program (CCOP)
trials.

MDACC will provide standardized forms for all studies, a detailed Procedure Manual, and study-
specific instructional material. Quality control and quality assurance mechanisms include:
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Provision of bi-monthly deficiency reports and quarterly Q.A. reports:

Annual pharmacy log monitoring;

[RB approval monitoring:

Direct access to MDACC Data Management Center via E-mail or telephone tor
protocol questions; and

Coverage under the MDACC [RB if credentialed physicians provide
representation at Houston [RB meetings.

Outreach will provide access to annual meetings of the OCRC members on the MDACC campus (or
designated location) for presentations by investigators and discussions of on-going and planned
trials, Bi-monthly Clinical Research Newsletter, direct contact with MDACC investigators E-mail
hot-line, and protocol development meetings.

Outreach shall provide one (1) trip annually by one MDACC physician to instruct Physicians in the
enrollment of Patients in clinical trials and research protocols.

4. Continuing Medical Education. A variety of education programming in oncology,
basic science, research, and allied health sciences for practicing health care professionals, including
physicians, is available. The Agreement offers access to the following services:

° Educational tapes, including Grand Round lectures; and
® Educational conferences, symposia and disease-specific conferences offered at 2 20%

discount. (Specific fees associated with these offerings will depend on the
educational program selected.)

5. Credentigling. MDACC will provide credentialing reviews for physicians. MDAI-
Espaiia, S.A. agrees to organize and complete applications of physicians for submission to the
MDACC credentialing office. Outreach shall transmit MDACC credentialing procedures annuaily.

Yolume of Services

MDACC shall provide credentialing reviews for up to twenty (20) physicians. Additional
credentialing reviews will be provided at an additional charge per review.

On-site sessions conducted in Madrid, Spain as described in this Exhibit 2.1 may be concurrent with
training or other scheduled visits described in this Exhibit 2.1.

*Clinical Support Services are designed to provide minimum guidelines for facilities and individuals
in the treatment of cancer. The Clinical Support Services are not intended to include all of the
procedures and practices that a facility or individual should implement if the standard of practice in
the community or federal or state laws or regulations establish additional requirements. MDAI-
Espafia S.A.. Radiotherapy. and Physicians should analyze their practices and procedures to
determine whether additional standards apply. Outreach disclaims any responsibility for setting
maximum standards and expressly does not warrant or represent that use of Clinical Support
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Services is an exclusive means of complying with the standard of care in the industry or the
community.

**The Delivery of Clinical Support Services by Outreach to MDAI-Espaiia, S.A. and Radiotherapy
shall be phased in as mutually agreed to by the Parties over the first three (3) years of this
Agreement; thereafter the Clinical Support Services shall be provided throughout the Term of the
Agreement. |
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EXHIBIT 2.2

ADDITIONAL SERVICES

1. Teleconferencing Support. Outreach and MDAI-Espaiia, S.A. agree that
telemedicine capability is important to the effective operation of the Program, Outreach shall
provide MDAI-Espaiia. S.A. with access to Outreach’s telemedicine services via MDACC.
MDAI-Espaiia, S.A. will pay for the equipment and other costs associated with the installation of
on-site telemedicine equipment compatible to MDACC service. If needed and requested by
MDAI-Espaiia, S.A.. MDAI-Espaiia, S.A. will pay Outreach the costs associated with additional
telemedicine services support, including, but not limited to:

Technical support;

Program scheduling;

Event management, coordination, preparation and operation; and
Travel expense for on-site support.

2. Comprehensive Consultation and Second Opinions. Upon the request of MDAI-
Espaiia, S.A., Outreach shall provide MDAI-Espafia, S.A. access to comprehensive consultation

and second opinion diagnoses services. Comprehensive consultation and second opinion
diagnoses can be provided by sending the patient for a second opinion to the MDACC campus,
or by sending the appropriate clinical information, including pathology and radiology records. In
all cases, the pathology and radiology will be reviewed and a written opinion will be offered. In
those cases where the patient is not seen, the referring physician will fill out the appropriate form
requesting the consultation (path - x-ray - clinical) request.

3. Prevention Programs. Provide continuing access to MDACC developed
programs in the area of prevention and screening, including the LifeCheq Smoking Cessation
Program, as long as such programs are available at MDACC and on terms to be negotiated by the
parties.

4. Qther Programs. Access to other specialty oncology program advisors in areas
such as:

° Pain and Symptom Management;

° Psychology;

[ ] Rehabilitation Services; and

o Nutrition
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EXHIBIT 3.1-D

List of Corporate Actions

Adoption of and modifications to the business plans of Holding;

Amendments to Bylaws or Articles of Incorporation of Holding;

Transfer of any material assets of Holding not expressly authorized in the business plan;

Assumption of material indebtedness by Holding not expressly authorized in the business

plan;

Guarantee of material payment of a third party by Holding not expressly authorized in the

business plan;

6. Creation of material lien on any asset of Holding not expressly authorized in the business
plan;

7. Loans by Holding to a third party not expressly authorized in the busmess plan other than
as required by law;

8. Creation of a new subsidiary by Holding not expressly authorized in the business plan;
and

9. Acceptance/approval of investors in Holding through the Operations Commencement

Date.

N -

yl

With respect to matters 3, 4, 5, and 6, “material” shall mean any transaction with respect to the
particular matter, the cumulative affect of which would be that the cumulative transactions for
such matter in total US dollars would exceed the Base Amount.

“Base Amount” shall mean an amount equal to the product of (i) five (5) percent multiplied by
(ii) the Net Worth of Holding pursuant to generally accepted accounting principles applied ona
consistent basis.




CXHIBIT 4.1
CLINICAL DIRECTION

1. Clinical direction for all medical aspects of MDAI-Espafia. S.A. and Radiotherapy shall
be the responsibility of the Medical Director of MDAI-Espaiia, S.A. The Medical Director shall
be appointed by MDAI-Espaiia, S.A. only with the prior written approval of Outreach. The
Medical Director shall work half-time on the site of the Cancer Center. The Medical Director
shall have the authority to direct the activities of the staff of physicians employed by MDAI-
Espaiia, S.A. and Radiotherapy.

2. The employed physician staff of MDAI-Espaiia, S.A. and Radiotherapy (the “Core Staff)
initially shall consist of three medical oncologists and one radiotherapist. The responsibilities of
the Core Staff shall include:

a. Performing initial evaluations of all Patients who are self-referred or have
insurance under the insurance product carried by Insurance Company;

b. Providing medical care to self-referred Patients and Patients who have insurance
under the insurance product carried by the Insurance Company;

c. Triage Patients to appropriate affiliated sub-specialists;

d. Preparing materials for teleconferencing;

e. 'Overseeing that care provided in the Cancer Center is provided according to
MDACC directives; and

f. Arranging for care at MDACC when indicated by the Roster of Services or
teleconferencing consultation.

3. MDAI-Espaiia, S.A. shall maintain an Affiliated Oncology Staff that shall consist of
credentialed private practice Physicians who care for Patients at the Cancer Center.
Physicians on the Affiliated Oncology Staff shall not receive direct salary support from
MDAI-Espaiia, S.A. and shall provide services to Patients on a fee-for-service basis. The
Affiliated Oncology Staff shall be comprised of a group of surgical, radiation, and
medical oncologists.

4, Patients treated at the Cancer Center shall be managed in accordance with the MDACC
Pathways or MDACC faculty consultations. Flow of Patients shall be both to the
Affiliated Oncology Staff from the Core Staff for provision of specialized care, and from
the Affiliated Oncology Staff practices to the Cancer Center for on-site management.
Policies for switching patients to and from private practices to MDAI-Espaiia, S.A. and
Radiotherapy shall be developed by the Parties.
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MDAI-Espaia. S.A. shall have an Athiliated Support Staff that shall consist of a tull
panel of support services physicians e.¢. neurology. infectious disease. cardiology.
pulmonary. and orthopedics. The Attiliated Support Statt shall provide tee-for-service
support to the Physicians.

6. MDAI-Espaiia. S.A. shall employ a pathologist to provide services to Patients at the
Cancer Center.

7. MDAI-Espaiia, S.A. shall appoint a Physician who is trained as a surgeon to be Head of
Surgery to assure adequate surgical input in multi-disciplinary treatment planning
sessions for Patients. '

8. Oversight of clinical care provided by MDAI-Espaiia, S.A. shall be vested in an MDACC
Spanish Working Group. The Spanish Working Group shall be appointed by the
President of MDACC or his designee. The Spanish Working Group shall have the
following clinical governance responsibilities with respect to MDAI-Espaiia, S.A. and
Radiotherapy: establish clinical policies for MDAI-Espaiia, S.A. and Radiotherapy,
oversee clinical quality, and perform the credentialing and recredentialing review of
Physicians.

9. An MDAI-Espaiia, S.A. Operating Committee shall be organized for the implementation
of MDACC policies and procedures and local policies and procedures. The Operating
Committee shall be composed of physicians selected by MDAI-Espaiia, S.A. who are
credentialed for practice at MDAI-Espaiia, S.A. The Operating Committee shall report to
both the MDAI-Espaiia, S.A. Board of Directors and the MDACC Spanish Working
Group. Outreach shall designate a physician at MDACC who shall function as a Houston
medical liaison for MDAI-Espaiia, S.A. and Radiotherapy and shall interact with the
MDAI-Espaiia, S.A. Medical Director and with attending Physicians for Patients.

10.  Inorder to provide a level of care at the Cancer Center that reflects the standards of
MDACC (i.e. that Patients seen at the Cancer Center will receive the same treatment
recommendations, and insofar as clinically feasible, the same treatment, as patients seen
at MDACC), the following quality assurance mechanisms would be implemented:

a. The institution of a Roster of Services delineating which Patients should be
referred to a tertiary facility;

b. Training of Core Staff Physicians and nurses at MDACC for at least 1-2 months
(MDACC’s expense shall consist solely of the trainers. training space, and
MDACC generated presentation materials);

c. An intake clinic in which all referrals to the Cancer Center are seen by a Core
Staff Physician for a work-up according to MDACC Pathways;

d. Division of the program into multi-disciplinary services corresponding to the
MDACC services: .
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12.

e. Presentation of all new cases and problem cases by teleconterence:

L. A quality control program to assess on an on-going basis the quality of pathology
and radiology professional activities;

g The development of a quality assurance program consisting of periodic chart
reviews by a quality assurance nurse to assess adherence to pathways and sound
clinical practice-three month patient status monitoring;

h. Adherence to United States and MDACC standards; and

i. Annual audit by MDACC faculty.

Physician representatives of MDACC, MDAI-Espaiia, S.A. and Radiotherapy shall

finalize a Roster of Services to determine the appropriate treatment site for various cancer

treatments.

MDAI-Espaila, S.A. shall have an Administrative Director who shall be selected by
MDAI-Espaiia, S.A. with the prior written approval of Outreach.
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EXHIBIT 4.1(j)

MDACC CREDENTIALING PROCEDURE
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EXHIBIT 4.2
MDAI-ESPANA. S.A. OBLIGATIONS
During the Term of this Agreement. MDAI[-Espaiia. S.A. agrees as follows:

. MDAI-Espaiia, S.A. shall implement and shall cause MDAI-Espaiia, S.A.
Physicians to implement MDACC multi-disciplinary treatment planning strategies as furnished
by Outreach pursuant to Exhibit 2.1, Section 2;

2. MDAI-Espaiia, S.A. shall adhere substantially and shall cause MDAI-Espaiia,
S.A. Physicians to adhere substantially to MDACC clinical guidelines and care pathways (as
furnished by Outreach pursuant to Exhibit 2.1, Section 1), including applicable reporting
requirements, in the treatment of Patients.

3. MDAI-Espaiia, S.A. shall make reasonable and good faith efforts and shall cause
MDAI-Espaiia, S.A. Physicians to make reasonable and good faith efforts to comply with the
Diagnosis/Treatment categories to which the Parties agree.

4, MDAI-Espaiia. S.A. shall participate and shall cause MDAI-Espaiia, S.A.
Physicians to participate in MDACC clinical trials as described in Exhibit 2.1, Section 3 and as
mutually agreed to by the Parties.

5. MDAI-Espaiia, S.A. shall conduct and shall cause MDAI-Espaiia, S.A. Physicians
to conduct quality assurance and utilization review in a manner consistent with MDACC
standards. Such MDACC quality assurance and utilization review standards shall be provided to
MDAI-Espafia, S.A. as they may apply from time to time.

6. MDAI-Espaiia, S.A. shall provide a means for integrating practice information
with the MDACC combined database. MDACC shall provide MDAI-Espaiia, S.A. information
regarding such integration requirements.

7. MDAI-Espaiia, S.A. shall comply with the Sublicense Agreement.

8. MDAI-Espaiia. S.A. shall give Outreach and Outreach Affiliates access to and
shall cause MDAI-Espafia, S.A. Physicians to give Outreach and Qutreach Affiliates access to

Patient records for the purpose of collection and analysis of cancer research data in accordance
with Section 4.4.

9. MDAI-Espaiia, S.A. shall structure and enforce its contractual relationships with
MDAI-Espaiia, S.A. Physicians so as to condition the utilization of Clinical Support Services by
such MDAI-Espaiia, S.A. Physicians on the requirements described in this Exhibit 4.2. MDAI-
Esparia, S.A. shall include in the documentation of its relationship with MDACC-Espaiia S.A.
Physicians that the MDACC-Espaiia S.A. Physicians have no rights to the use of the LICENSED
MARKS (as described in the Sublicense Agreements) other than use of business cards and
stationery provided by MDAI-Espaiia, S.A. in accordance with the Sublicense Agreements.
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EXHIBIT 5.2

RADIOTHERAPY OBLIGATIONS

During the Term of this Agreement. Radiotherapy agrees as follows:

1. Radiotherapy shall implement and shall cause Radiotherapy Physicians to
implement MDACC multi-disciplinary treatment planning strategies as furnished by Outreach
pursuant to Exhibit 2.1, Section 2;

2. Radiotherapy shall adhere substantially and shall cause Radiotherapy Physicians
to adhere substantially to MDACC clinical guidelines and care pathways (as furnished by
Outreach pursuant to Exhibit 2.1, Section 1), including applicable reporting requirements, in the
treatment of Patients.

3. Radiotherapy shall make reasonable and good faith efforts and shall cause
Radiotherapy Physicians to make reasonable and good faith efforts to comply with the
Diagnosis/Treatment categories to which the Parties agree.

4, Radiotherapy shall participate and shall cause Radiotherapy Physicians to
participate in MDACC clinical trials as described in Exhibit 2.1, Section 3 and as mutually
agreed to by the Parties.

5. Radiotherapy shall conduct and shall cause Radiotherapy Physicians to conduct
quality assurance and utilization review in a manner consistent with MDACC standards. Such
MDACC quality assurance and utilization review standards shall be provided to Radiotherapy as
they may apply from time to time. The current MDACC quality assurance and utilization review
standards are attached hereto as Exhibit 5.2.6.

6. Radiotherapy shall provide a means for integrating practice information with the
MDACC combined database. MDACC shall provide Radiotherapy information regarding such
integration requirements.

7. Radiotherapy shall comply with the Sublicense Agreement.

8. Radiotherapy shall give Outreach and Outreach Affiliates access to and shall
cause Radiotherapy Physicians to give Outreach and Outreach Affiliates access to Patient records
for the purpose of collection and analysis of cancer research data in accordance with Section 5.4.

9. Radiotherapy shall structure and enforce its contractual relationships with
Radiotherapy Physicians so as to condition the utilization of Clinical Support Services by such
Radiotherapy Physicians on the requirements described in this Exhibit 5.2. Radiotherapy shall
include in the documentation ot its relationship with Radiotherapy Physicians that the
Radiotherapy Physicians have no rights to the use of the LICENSED MARKS (as described in

HAC - 77




the Sublicense Agreements) other than use of business cards and stationery provided by
Radiotherapy in accordance with the Sublicense Agreements




EXHIBIT 5.2.6

QUALITY ASSURANCE AND UTILIZATION REVIEW STANDARDS
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CXHIBIT7

COMPENSATION

Outreach shall be compensated as follows:
A. ti ibut iviti v - fia

1. As compensation for the Clinical Support Services provided by Outreach under this
Agreement, MDAI- Espaiia, S.A. shall pay Outreach a fee in an amount equal to the product of
(x) the number of Patients multiplied by (y) the fee of US $800.00 per Patient. This annual fee
shall be payable during each Quarter; Quarters are defined as October 1-December 31, January 1-
March 31, April 1- June 30, July 1-September 30.

2. Exhibit 2.1 of this Agreement prescribes the volume of services that are included in
the fee described in A-1 above. In the event that additional volumes or other services are
requested or required, then Outreach shall be compensated for such services as mutually agreed
to by the Parties.

3. Fees due under this Section A of Exhibit 7 shall be paid on or before the fifth day of
each Quarter following the Operations Commencement Date, with the payment based on the
product of (x) 1/4 of the estimated number of Patients to be diagnosed and/or treated at MDAI-
Espafia, S.A. for such year multiplied by (y) the fee of U.S. $800 per Patient. If the number of
Patients diagnosed and/or treated during such Quarter is less than the estimated number of
Patients for such Quarter, MDAI-Espaiia, S.A. may adjust downward its initial Quarterly
payment for the next Quarter to account for the overpayment in the preceding Quarter. If the
number of Patients diagnosed and/or treated during such Quarter is greater than the estimated
number of Patients for such Quarter, MDAI-Espafia, S.A. will pay the amount of the
underpayment not later than the tenth day of the succeeding Quarter. In the event that the
Operations Commencement Date occurs other than at the beginning of a Quarter, MDAI-Espaiia
S.A.’s payment for the period prior to the beginning of a Quarter shall be the product of (x) the
number of Patients diagnosed and/or treated at MDAI-Espaiia during the period prior to the
beginning of Quarter multiplied by (y) U.S. $800 per Patient, payable on or before the fifth day
of the first Quarter. Each Quarterly payment shall be made by MDAI-Espaiia to the bank account
designated by Outreach in immediately available funds prior to 3:00 p.m. Houston, Texas time
on the business day such payment is due.

4. MDAI-Espaiia, S.A. has estimated the total number of Patients for the first six years
of operation to be: 461 Patients in Year One, 510 Patients in Year Two. 567 Patients in Year
. Three, 687 Patients in Year Four. 832 Patients in Year Five. and 1004 Patients in Year Six.
For subsequent years, the MDAI-Espafia, S.A. Board of Directors shall include in the business
plan of MDAI-Espaiia, S.A. the estimate of the number of Patients for each succeeding year; in
the absence of such estimate in a business plan adopted by the Board of Directors, the parties
shall use an estimate of 115% of the higher of the previous vear’s estimated number of Patients
or the actual number of Patients for the purposes of the calculation.
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5. Payments received later than the due date shall be subject to a late charge equal to
MIBOR +2 per annum calculated from the date on which the payment was due.

6. In the event that MDAI-Espaiia fails to make any payment due under this Section A
for a period longer than five (5) days past the due date for such payment. Holding shall make the
payment due to Outreach under this Section A.

7. During the 180-day periods immediately preceding the end of the 5th, 10th, and 15th
years of operation, Outreach and Holding agree to review (a) the effect of US inflation rates for
the preceding 3 years on the fixed formula of $800 per patient diagnosed or treated, and (b) the
effects of the exchange rate (US dollar and Spanish peseta) for the preceding 5 years on the
financial ability of MDAI-Espafia to pay $800 per patient diagnoset or treated. Based onsuch
review, the fee paid by MDAI-Espaiia may be revised if agreed to by both Outreach and Holding.
If Outreach and Holding fail to agree to a revised payment, the fee to be paid by MDAI-Espaiia
shall remain the same.

B.  Compensation Attributable to Holding

1. As additional compensation for Clinical Support Services provided by Outreach under
this Agreement and the substantial commitment and effort made by Outreach in connection with
this Agreement, Holding will pay Outreach an annual fee of US $100,000. This annual fee shall
be payable in equal quarterly installments due, successively, on or before the fifth day of each
Quarter following the Operations Commencement Date. Quarters are defined as October 1-
December 31, January 1-March 31, April 1 - June 30, July 1-September 30. In the event that the
Operations Commencement Date occurs other than on the first day of the Quarter, the initial
payment shall be prorated according to the number of days prior to the first full Quarter. Payments
received later shall be subject to a late charge equal to a rate of interest equal to MIBOR +2 per
annum calculated from the date on which the payment was due. Each such payment shall be made
by Holding to the bank account designated by Outreach in immediately available funds prior to
3:00 p.m. Houston, Texas time on the business day such payment is due.

2. The U.S. $100,000 annual payment described above shall be credited against any annual
distributions made by Holding on the preferred stock held by Outreach (e.g., if Holding had made
the US $100,000 annual payment for the year, then Holding would retain the first US $100,000 of
distributions in Outreach’s preferred stock for such year.) The distributions to Qutreach shall be
made to the bank account designated by Outreach in immediately available funds no later than
3:00 p.m. Houston, Texas time on the second business day following the date distributions were
made to other Holding shareholder.

3. To facilitate accounting and tax planning, the quarterly installments to be paid to
Outreach under this Section B. Compensation Attributable to Holding. shall be deemed advance
pavments of the US $100,000 Annual Fee. Such advance payments are to be liquidated each
fiscal vear upon the closing of Holding's fiscal year accounts against the higher of (i) the US

HAC - 81




$100.000 payment made by Holding to Outreach or (ii) any annual distribution of dividends made
by Holding to Outreach on the preferred stock held by Outreach in Holding.

The Compensation obligations described in Sections A and B above shall commence upon the
Operations Commencement Date.

Notwithstanding any other provision of this Agreement to the contrary, the Parties acknowledge
that Outreach’s obligations to provide the Clinical Support Services described in Exhibit 2.1 and
the obligations of Holding and MDAI-Espaila, S.A. to make the payments described in Sections A
and B of Exhibit 7 shall not begin until the Operations Commencement Date. In the event that
Holding or any Subsidiary requests Clinical Support Services or other services from Outreach or
MDACC prior to the Operations Commencement Date, Outreach may provide such Clinical
Support Services or services as the Parties may mutually agree and on terms, including pricing, as
the Parties may mutually agree.
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MDA-Espaiia:
Pro Forma Number Of Patients Treated

CSSA Fee ($800/Patient) Based Upon Patient Volume
Holding:
Net Income Attributable To the 51% Majority Shareholders
Outreach Distribution Dividend @10% Of Profits
Guaranteed Fee To Outreach

Summary of Cash Flow to Outreach:
CSSA Fee Paid By MDAI-Espaiia

Greater Of Fee Guarantee Or 10% Distribution Dividend
Total Cash Flow To Outreach

EXHIBIT 8.10

MDAI-Espaiia, S.A. And Holding
Cash Flow to Outreach
(From Arthur Anderson Madrid Financlal Feasibility Study)

Year Ended December 31
Yeart Year2 Year3 Year4 Year S Year 6

461 510 567 687 832 1004

$368800  $408,000 $453600  $549,600 $665,600  $803,200
($288,0000  $803,000 $1,306,000 $2.115,000 $3,241,000 $4,987,000
0 $80,300  $130600  $211,500  $324,100  $498.700
$100000  $100,000  $100,000  $100,000  $100,000  $100,000
$368,800  $408,000  $453600  $549600  $665,600 $803,200
$100,000  $100,000  $130,600  $211,500 $324,100  $498,700
$468,800  $508,000  $584,200  $761,100 $989,700  $1,301,900
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M. D. ANDERSON CANCER CENTER OUTREACH CORPORATION
and
MDA HOLDING SPAIN, S.A.

SUBLICENSE AGREEMENT
This Sublicense Agreement (“Agreement”) is entered into effective as of the
L ] (hereinafter referred to as the “Effective Date”), between the parties hereto, who
agree as follows in consideration of the mutual promises contained herein:
1 PARIIES

l.1. M. D. Anderson Cancer Center Outreach Corporation (hereinafter referred to as

LICENSOR) has a principal place of business at 7503 South Main, Suits 500,
Houston, Texas 77030.

1.2. MDA Holding Spain, S.A.(hereinafter referred to as LICENSEE), with a pnncxpal
place of business of calle Orense 32, 28020 Madrid, Spain.

1.3. LICENSOR and LICENSEE are parties to this Agreement
2 BACKGROUND

2.1. By virtue of that certain “License Agreement” (a copy of which is attached as
Exhibit F) between LICENSOR and the BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM (hereinafter referred to as BOARD),
LICENSOR has rights in the mark(s) identified in Attachment A hereto, and
public recognition and goodwill have been acquired through the use of such
mark(s) in the United States and elsewhere in the world. Any rights granted
herein are no greater than those granted LICENSOR pursuant to Exhibit F.

22. LICENSEE recognizes the goodwill appurtenant to use of the mark(s) and desires
to obtain a nonexclusive license to utilize such mark(s). LICENSOR is willing to
grant such a license under the terms and conditions of this Agreemenut.

3  DEEFINITIONS

3.1. LICENSED MARKS means the mark(s) listed in Attachment A which are the
subject of the applications included in Attachment A, as well as any registration or
registrations which may be issued covering such mark(s). The LICENSED

MARKS are the marks as listed in Attachment A only, and do not include any
translation of the marks into another language.
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32

3.3.

34.

3.S.

3.6.
3.7.
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P.S22

LICENSED GOODS AND SERVICES means those goods and services specified

in Artachment B hereto in connection with which the applicable LICENSED
MARKS are used.

INSURANCE USE means those services specified in Attachment B hereto ip
connection with which the applicable LICENSED MARKS are used.

TERM means the effective period of this Agreement, which shall commence on
the EFFECTIVE DATE and which shall terminate, upon the earliest termination
of either of the following Agreements:

3.4.1 the Clinical Support Services Agreement (“CSSA™) between LICENSOR
and LICENSEE (attached as Attachment E) effectivethe [________J: or

3.4.2 the License Agreement between the BOARD and LICENSOR identified in
Paragrapb 2.1 above.

QUALITY means an acceptable level of quality in accordance with the terms and
provisions of the CSSA.

LICENSED TERRITORY means the area described in Attachment C.

MARKETING AREA means the area described in Attachmeat D.

LICENSE GRANT

4.1,

4.2.

4.3.

A 1200002888011.00C)

Subject to the terms and conditions of this Agreement, LICENSOR grants to
LICENSEE the nonexclusive right and license to utilize the applicable
LICENSED MARKS during the Term hereof (a) in the LICENSED
TERRITORY solely in connection with the provision of LICENSED GOODS
AND SERVICES of QUALITY and INSURANCE USE; and (b) with advertising
and promotional material within the LICENSED TERRITORY and
MARKETING AREA to the extent appropriate to the provision LICENSED
GOODS AND SERVICES of QUALITY and INSURANCE USE.

Further subject to the terms and conditions of this Agreement, LICENSOR agrees
that it shall not grant a license to another party for the LICENSED MARKS or any
other mark confusingly similar thereto in the LICENSED Territory for the

LICENSED GOODS AND SERVICES for so long as the CSSA (Attachment E)
remains in effect. -

LICENSEE shall pay to LICENSOR the one-time price of two million and five
hundred thousand (2,500,000) pesetas ( US dollars) for the
LICENSE herein. LICENSEE shall pay such price by means of the transfer of
10% of its stock to LICENSOR.
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5  REEAULT, TERMINATION

5.1

52.

53.

In the event that LICENSEE becomes insolvent, makes any assignment for the
benefit of creditors, is subject to any bankruptcy or receivership proceedings, or
fails to comply with any of its obligations under this agreement, LICENSOR may

serve on LICENSEE a written notice of default specifying the nature of the
default. If the default is not cured within thirty (30) days from service of the
notice of default to the satisfaction of LICENSOR, this Agreement shall

automatically terminate upon service by LICENSOR of a formal written notice of
termination.

Upon expiration or termination of this Agreement, all rights granted to
LICENSEE hereunder shall cease, and LICENSEE shall refrain from further use
of the LICENSED MARKS, or any mark or name reasonsbly deemed by
LICENSOR to be similar to the LICENSED MARKS, in connection with the
provision of or promotion of services. LICENSEE acknowledges that failure to
comply with this provision will result in immediate and irreparable harm

affording injunctive and any and all other appropriate relief to the owner of the
LICENSED MARKS.

Upon expiration or termination of this Agreement, LICENSEE shall not operate
its business in any manner which would falsely suggest to the public that this
Agreement is still in force or that any relationship exists between LICENSEE and
LICENSOR or the owner of the LICENSED MARKS.

6 GOODWILL IN LICENSED MARKS

LICENSEE agrees that the essence of this Agreement is founded on the goodwill
associated with the LICENSED MARKS and the value of that goodwill in the minds of
the consuming public. LICENSEE agrees that it is critical that such goodwill be
protected and enhanced and, toward this end, LICENSEE shall not during the TERM or

thereafter:

(2)  attack the title or any rights in or to the LICENSED MARKS;

(b)  apply to register or maintain any application or registration of the LICENSED
MARKS or any other mark confusingly similar thereto in any jurisdiction
worldwide;

(¢)  use any colorable imitation of any of the LICENSED MARKS, or any variant
form (including variant design forms, logos, colors, or typestyles) of the
LICENSED MARKS not specifically approved by LICENSOR;

(d)  misuse the LICENSED MARKS;

(¢)  take any action that would bring the LICENSED MARKS into public disrepute;

4] use the LICENSED MARKS, or any mark or name confusingly similar thereto, in
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(8)

approval of BOARD, the names "M.D. Anderson International”; "M.D. Anderson
International Radiotherapy- Espafia, S.A."; and M.D. "Anderson International -
Espaiia, Sequros, S.A., may be approved; or

take any action that would tend to destroy or diminish the goodwill in the
LICENSED MARKS.

7 SUB-SUBLICENSES

LICENSER shall bave the right to grant sub-sublicenses under this Agreement only under
the following conditions:

7.1.

7.2.

LICENSEE may grant a sub-sublicense only to a company in which LICENSEE
has at least a 51% ownership interest. In the event that LICENSEE ceases to have

at least & 51% ownership interest in a sub-sublicensee, the sub-sublicense as to
that sub-sublicensee will tsrminate immediately.

LICENSEE may grant a sub-sublicense only upon the prior written approval of
LICENSOR. Copies of each sub-sublicense shall be provided to LICENSOR
within thirty (30) days of execution of such sub-sublicense. LICENSOR agrees
that sub-sublicenses may be granted to the following parties for the LICENSED
MARKS, LICENSED GOODS AND SERVICES or INSURANCE USE,
LICENSED TERRITORY and MARKETING TERRITORY specified; however,

such sub-sublicenses may be granted only upon LICENSOR's prior written
approval of the form of such sub-sublicenses:
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Party LICENSED MARK | LICENSED LICENSED MARKETING
(As permitted in GOODS AND | TERRITORY | TERRITORY
Paragraph 9.2) SERVICES OR
INSURANCE
USE
MUD. Anderson | M.D. ANDERSON CANCER The country of | The countries
International - INTERNATIONAL | CENTER Spain at the of Spain and
Espafla, S.A.(as SERVICES (as | Madrid address | Portugal
described in the specified in specified in
CSSA) Attachment B) | Paragraph 4.1

M.D. Anderson | M.D. ANDERSON - | RADIATION | The country of | The countries
International INTERNATIONAL | THERAPY Spain at the of Spain and

Radiotherapy - | RADIOTHERAPY | SERVICES (as | Madrid address | Portugal

Espafia, S.A. (as specified in specified-in

described in the Attachment B) | Paragraph 4.1

CSSA) :

M.D. Anderson | M.D. ANDERSON | INSURANCE | Thecountries | The countries
Intcrnational - INTERNATIONAL | USE (as of the European | of the European
Espafia Seguros, specified in Union as of Union as of
S.A. (as Attachment B) | October 15, October 15,
described in the 1997 1997

CSSA)

7.3. LICENSEE may grant a sub-sublicense only under terms at least as restrictive as
those of this Agreement.

8 QUALITY CONTROL; ADVERTISING APPROVAL

8.1 All LICENSED GOODS AND SERVICES shall be QUALITY services.
LICENSEE acknowledges that if LICENSED GOODS AND SERVICES were of
inferior quality, the substantial goodwill in LICENSED MARKS would be
impaired. Accordingly, LICENSEE agrees that all LICENSED GOODS AND
SERVICES shall be QUALITY Services. LICENSOR shall have the right to
inspect each office or facility operated by LICENSEE pursuant to the Clinical
Support Services Agreement and monitor services provided by LICENSEE to
assure LICENSEE’S compliance with this Paragraph 8.1 LICENSEE agrees to

comply with legal requirements regarding use of the LICENSED MARKS arising
from Spapish, Portuguese, or European Community law.

8.2  All advertising and promotional material bearing the LICENSED MARKS and
any use of the LICENSED MARKS inside or outside the MARKETING AREA
shall be subject to the written approval of LICENSOR. LICENSEE shall furnish
advertising and promotional materials and statements regarding use of the
LICENSED MARKS to LICENSOR c/o The University of Texas M. D.
Anderson Cancer Center, Associate Vice President for Public Affairs, 1515
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Holcombe Blvd., Box 229, Houston, Texas 77030, and to The University of Texas
System Office of General Counsel, Intellectual Property Section, at 201 W. 7th
Street, Austin, Texas 78701, In addition, LICENSEE shall furnish to LICENSOR
one (1) copy of any advertisement of LICENSED GOODS AND SERVICES or
INSURANCE USE used by LICENSEE and a written description of the proposed
use of the LICENSED MARKS. LICENSOR shall have one (1) month from
receipt thereof in which to approve in writing the materials. In the absence of
rejection, or upon earlier written approval, the materials will be deemed as
approved. LICENSEE shall furnish to LICENSOR a further sample of advertising
or a description of use of the LICENSED MARKS if it desires to change the
advertising or use of the LICENSED MARKS. LICENSOR will have one (1)
mounth to approve advertising or proposed use. Failure to reject will be deemed
approval.

In addition to the approval set forth in Paragraph 8.2, any use of the LICENSED
MARKS outside of the MARKETING AREA or any use of advertising and
promotional material bearing the LICENSED MARKS outside of the
MARKETING AREA (which MARKETING AREA expressly excludes global
communication/electronic mail, such as internet world wide web) shall be subject
to the additional prior written approval of the Chief Executive Officer of
LICENSOR. LICENSEE shall furnish a written description of the proposed use
of the LICENSED MARKS outside of the MARKETING AREA to the Chief
Executive Officer of LICENSOR for approval.

9  MARKING AND USAGE

9.1

9.2

LICENSEE agrees that it will designate the LICENSED GOODS AND
SERVICES in a manner as specified from time to time in writing with two-
months written notice by LICENSOR to indicate the rights of LICENSOR in the
LICENSED MARKS, including registration status of the LICENSED MARKS
and that the services are provided pursuant to license. Initially, LICENSEE shall
designate the LICENSED GOODS AND SERVICES as set forth in Attachment
G. The terms of this provision shall apply to all marketing and publicity
materials, including brochures, advertisements, letterhead, and printed or readable
text materials, and shall not apply to business signage and business cards.
Further, in the event of a change of status, LICENSEE shall have six months after

notification to use its pre-existing supply of such materials and to transition to
materials bearing the current status.

The LICENSED MARKS must be used with the additional designators “Espafia,
S.A.,” “Espafia,” “Espafia Seguros,” or “Espaiia Seguros, S.A.” as follows:

M. D. ANDERSON INTERNATIONAL - ESPANA
M. D. ANDERSON INTERNATIONAL - ESPANA, S.A.
M. D. ANDERSON INTERNATIONAL RADIOTHERAPY-ESPANA
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M. D. ANDERSON INTERNATIONAL RADIOTHERAPY-ESPANA, S.A.
M. D. ANDERSON INTERNATIONAL - ESPANA SEGUROS
M. D. ANDERSON INTERNATIONAL - ESPANA SEGUROS, S.A.

No other form or variant of the marks may be used by LICENSEE.
10 INDEMNITY/HOLD HARMIESS

10.1 LICENSEE agrees that it is wholly responsible for all services it provides,
including all LICENSED GOODS AND SERVICES and INSURANCE USE, and
that neither LICENSOR nor the BOARD shall have any liability for any services,
including any LICENSED SERVICE or INSURANCE USE, provided by
LICENSEE. LICENSEE shall indemnify and hold harmless LICENSOR and
BOARD and the officers, employees, and agents thereof, from any claims,
demands, causes of action and damages, including reasonable attorney’s fees,
caused or arising out of LICENSEE'S rendering of professional services,

including, without limitation, LICENSED GOODS AND SERVICES or
INSURANCE USE.

10.2 LICENSOR shall, to the extent authorized under the Constitution and laws of the
State of Texas, indemnify and hold LICENSEE harmless from liability resulting
from the negligent acts or omissions of LICENSOR, its agents or employees
pertaining to the activities to be carried out pursuant to the obligations of this
Agreement; provided, however, that LICENSOR shall not hold LICENSEE
harmless from claims arising out of the negligence or willful malfeasance of

LICENSEE, its officers, agents, or employees, or any person or entity not subject
to LICENSOR's supervision or control.

11 MAINTENANCE OF TRADEMARKS

LICENSOR represents and warrants that it shall be responsible for the maintenance of the
LICENSED MARKS including the payment of the corresponding taxes, renewal fees, etc.
as to keep them with full legal effect. The maintenance or lack thereof by LICENSOR
shall not entitle LICENSEE to recovery or restitution of royalties or other claim for
failure to maintain by LICENSOR. In the event the registrations for the LICENSED
MARKS are not maintained, LICENSEE's sole remedy shall be termination of this
Agreement; subject to the limitation that if LICENSOR files new applications for the
LICENSED MARKS the Agreement shall be reinstituted. Should LICENSOR fail to
maintain the registrations for the LICENSED MARKS, LICENSEE may take steps to
maintain the registrations, subject to the reimbursement for all fees, costs, and expenses
from LICENSOR. Upon written request, no more than two times per calendar year,
LICENSOR shall indicate the status of the registrations to LICENSEE. LICENSOR may
elect, and shall advise LICENSEE of its intention to allow registrations in Spain and
Portugal to lapse in favor of registrations in the European Community. In such event,
LICENSEE may, at jts option and expense, maintain the registrations in Spain and
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Portugal and shall supply complete documentation of same to LICENSOR upon written
request of LICENSOR. If LICENSEE decides to maintain the Spanish and Portuguese
trademark registrations, BOARD will remain the owner of such registrations, and

LICENSEE will acquire no ownership interest or any other right in conflict with this
Agreement.

12 POLICING

12.1 LICENSOR and LICENSEE shall cooperate with cach other in any actiom,
proceeding or other effort to police the LICENSED MARKS.

12.2 Each party shall notify the other in the event it becomes aware of any third party’s
use of, or trademark application for, the LICENSED MARKS, or any mark or
name confusingly similar thereto, or who it otherwise believes is or may be
infringing, diluting, or otherwise derogating LICENSOR's or BOARD's rights to
the LICENSED MARKS.

12.3 LICENSOR may, at its sole discretion, take action against any third party to
enforce its rights in the LICENSED MARKS. If LICENSOR chooses to take
action against a third party, it may request LICENSEE'S assistance in pursuing
the action. In such event, LICENSOR will reimburse LICENSEE for its

reasonable out-of-pocket expenses (not including attomey’s fees) incurred as a
result of such assistance. '

124 LICENSOR may elect, on a case-by-case basis, not to enforce its rights in the
LICENSED MARKS by a third party. Upon written request of LICENSEE,
LICENSOR will communicate its decision to LICENSEE. In that eveat,
LICENSEE may then take action against such third party. If LICENSEE chooses
to take action against the third party, LICENSEE shall notify LICENSOR in
writing of its decision. In such event, LICENSEE will reimburse LICENSOR for

its reasonable out-of-pocket expenses (not including attorney’s fees) incurred as a
result of such assistance.

12.5 Either party may, upon written communication to the policing party under
paragraphs 12.3 and 12.4 hereof, join fully in an action to enforce rights in tbe
LICENSED MARKS. In such event, the attorney’s fees for the joint action shall
be bomne equally by LICENSOR and LICENSEE from inception of the action, and
cach party shall bear its own expenses and costs. Decisions in the action, insofar
as possible, will be made jointly; however, LICENSOR shall have final decision-

making authority in all matters regarding enforcement of the LICENSED
MARKS. :

12.6 If LICENSEE takes action against a third party under the provisions set forth in
Section 12.4 and LICENSOR does not elect to join in the action, LICENSEE may
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not settle such action or enter into any agreement or resolution affecting the
LICENSED MARKS without LICENSOR'S written approval, which approval
shall not be unreasonably withheld.

12.7 Any recovery obtained in an action to enforce rights in the LICENSED MARKS
shall be distributed as follows:

(a)  First, to pay the attorney's fees and expenses of both LICENSOR and
LICENSEE. In the even that the recovery is insufficient to cover the total
amount of attorney's fees and expenses of both parties, the parties shall
divide the recovery proportionally, with each party receiving that
percentage of the recovery which equals the percentage of total attorney’s
fees and expenses incurred by that party.

(b)  Second, if there are funds remaining after payment of attorney’s fees and
expenses, LICENSEE shall be reimbursed for its provable damages.

(¢)  Third, any remaining amount will be distributed to LICENSOR.
13 NOTICES

All notices or demands required to be made or permitted under this Agreement shall be in
writing and shall be deemed served when deposited with air mail courier (e.g., DHL or
Federal Express), addressed as provided in paragraph 1 of this Agreement, or to such
other address as either party may from time to time designate in writing.

14 ASSIGNMENT

This Agreement may not be assigned by LICENSEE or LICENSOR without written
approval from BOARD.

15 STATUS OF PARTIES

This Agreement is not intended to create, and shall not be interpreted or construed as

creating, a partnership, joint venture, agency, employment, master and servant, or similar
relationship between BOARD, LICENSOR and LICENSEE and no representation to the
contrary shall be binding upon BOARD or LICENSOR.

16  BINDING EFFECT

This Agreement shall be binding upon and inure to the benefit of BOARD, LICENSOR

and LICENSEE and their respective successors, assigns, executors, heirs, and personal
representatives.

A: 13080812888011.00C) HAC - 92
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17  LAW GOVERNING

This Agreement shall for all purposes be governed exclusively by and interpreted and
enforced in accordance with the laws of the State of Texas. LICENSEE hereby agrees
that any action arising out of this Agreement shall be litigated under the laws of the State
of Texas and venue shall be in Harris County, Texas. LICENSEE hereby agrees to submit
to the jurisdiction of the court of competent jurisdiction located in the State of Texas.

18 RECORDAL OF LICENSE AGREEMENT

LICENSOR and LICENSEE agree that they both shall take all necessary steps to have this
Sublicense be made a public document before a notary and be submitted for recordation with the
Spanish and Portuguese Trademark Offices within 45 days of the Effective Date of this

Agreement.

19 MISCELLANEOUS

19.1

19.2

19.3

19.4

19.5

19.6

The provisions of this Agreement are severable, and if any provision shall be held
illegal, invalid, or unenforceable, such holding shall not affect the legality,
validity, or enforceability of any other provision. Any such illegal, invalid, or
unenforceable provision shall be deemed stricken herefrom as if it had never been
contained herein, but all other provisions shall continue in full force and effect.

As used herein, the term LICENSEE shall include the plural as well as the
singular, the masculine and feminine genders, and corporations, partnerships, and
other business entities as well as individuals.

This Agreement, including the Attachments hereto, contains the entire agreement
between the parties with respect to the subject matter hereof and supersedes any

prior agreements between the parties, written or oral, with respect to such subject
mater.

This Agreement may not be amended, modified, or rescinded except by a written
agreement executed by LICENSOR and LICENSEE.

This Agreement may be executed in two or more counterparts, each of which shall

be deemed an original and all of which together shall constitute but one and the
same instrument.

All expenses and taxes that are incurred from the formalization, execution and,

where appropriate, conversion of this Agreement into public document(s) will be
paid by the parties in equal proportions.
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19.7 This Agreement sball be translated into Spanish and Portuguese as may be
required for recordation, however, in the event of a discrepancy, the English
language version shall govern.

19.8 LICENSOR scknowledges that the corporate name “MDA Holding Spain, S.A."
belongs to LICENSEE.

EXECUTED BY LICENSOR and LICENSEE effective as of the day and year first above
written, in duplicate copies, each of which shall be deemed an original.
LICENSOR: LICENSEE:

M. D. ANDERSON CANCER CENTER MDA HOLDING SPAIN, S.A.
OUTREACH CORPORATION

Al 120006(288801L.00C)
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ATTACHMENT A

M. D. ANDERSON INTERNATIONAL

M. D. ANDERSON INTERNATIONAL RADIOTHERAPY

Copies of trademark applications in Spain, Portugal and the European Community for these
roarks are attached.
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ATTACHMENT B
LICENSED GOODS AND SERVICES ARE:

The following goods and services may be provided by LICENSEE in connection with the
applicable LICENSED MARKS listed in Attachment A:

(1) CANCER CENTER SERVICES: Medical oncology, and surgical oncology facility
services and ancillary supporting facility services (including pathology, medicine, laboratory, and

nuclear medicine) used as part of the Cancer Program (as the term Cancer Program is defined in
the CSSA;

(2) RADIATION THERAPY SERVICES: Radiation Therapy Services used as part of the
Cancer Program (as the term Cancer Program is defined in the CSSA)

(3) GOODS: Uses of the LICENSED MARKS in connection with the LICENSED GOODS
AND SERVICES as defined above including the advertising and promotion thereof in
accordance with existing trade practices, within the LICENSED TERRITORY, including uses of
the LICENSED MARKS on letterhead, stationery, business signage, advertisements, and
promotional materials.

INSURANCE USBIS:

LICENSEE may use the applicable LICENSED MARKS listed in Attachment A in
connection with the advertising, marketing, and sale of an insurance product to be offered by M.
D. Anderson Intemational - Espafia Seguros, S.A.. Permitted uses may include use of the
LICENSED MARKS within the product description and appropriate references to M.D.
Anderson International - Espafia, S.A. as a location where insurance benefits may be provided.

Al 1300006(2888011.00C)
A 190006(288001{.D0C)
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ATTACHMENT C
LICENSED TERRITORY IS:

For CANCER CENTER SERVICES:
The country of Spain solely at Calle Arturo Soria 270, Madrid Spain.

For RADIATION THERAPY SERVICES:
The country of Spain solely at Calle Arturo Soria 270, Madrid Spain.

For GOODS: Throughout the MARKETING TERRITORY for the relevant SERVICES or
INSURANCE USE, as set forth in ATTACHMENT D.

For INSURANCE USE:

The countries of the European Union as of October 15, 1997.

A 1908002800031.00C) HAC - 97
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ATTACHMENT D
MARKETING AREAIS:

For CANCER CENTER SERVICES:

The countries of Spain and Portugal

For RADIATION THERAPY SERVICES:

The countries of Spain and Portugal

For INSURANCE USE:

The countries of the European Union as of October 15, 1997.

A 190900(3000011.D0C) HAC - 98
A 150008(0008011.D00)

Po 13’2




NOV @7 *97 @1:00PM ARNOLD, WHITE, SDURKEE P.1S722

ATTACHMENT E

CLINICAL SUPPORT SER VICES AGREEMENT

|
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ATTACHMENT F
LICENSE AGREEMENT BETWEEN LICENSOR AND BOARD

A 13000003308021.000) HAC - 100
A 130000(3008011.000)
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ATTACHMENT G

Pursuant to Paragraph 9.1, LICENSEE shall use the following marking of the LICENSED
MARKS until it receives further notice from LICENSOR:

“[LICENSED MARK] is a trademark of Board of Regeuts, The University of Texas Systern, and
is used under license.” '




7. U. T. Medical Branch - Galveston: Recommendation for
Approval to Appoint Willjam Cohen Levin, M.D., President
Emeritus.--

RECO NDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs and President Stobo that
authorization be granted to appoint William Cohen Levin, M.D.,
President Emeritus at The University of Texas Medical Branch
at Galveston.

BACKGROUND INFORMATION

Dr. Levin received his M.D. degree from the U. T. Medical
School - Galveston in 1941 and began his lifelong career at
the U. T. Medical Branch - Galveston as an instructor in the
Department of Medicine in 1944. He became director of the
hematology division in the Department of Internal Medicine

in 1946 and in 1974 was appointed president. During his
presidency, Dr. Levin established a very successful minority
affairs alumni committee which has an impressive record
recruiting disadvantaged students. 1In addition, he worked
closely with The Sealy & Smith Foundation encouraging them to
fund programs and research as well as buildings. Dr. Levin
was instrumental in the development of an educational facility
which bears his name (Levin Hall) which is utilized by the
Medical Branch and the Galveston community. Throughout his
career, Dr. Levin was very active in the legislative process
on behalf of the U. T. Medical Branch - Galveston and the

U. T. Systen.
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FACILITIES PLANNING AND CONSTRUCTION COMMITTEE
Committee Chairman Clements

Date: February 12, 1998

Time: Following the Meeting of the Health Affairs
Committee

Place: Regents' Meeting Room, Ninth Floor, Ashbel Smith
Hall

Page
FPCC

1. U. T. Austin - Renovation and Expansion of
W. A. "Tex" Moncrief, Jr. - V. F. "Doc"
Neuhaus Athletic Center (Project No. 102-864):
Request for Approval of Plaque Inscription 3

2. U. T. Austin - Darrell K Royal ~ Texas Memorial
Stadium - Renovation and Expansion of East
Grandstand (Project No. 102-862): Request
for Approval of Plaque Inscription 4

3. U. T. Austin - Student Housing: Request to
Amend the FY 1998 and FY 1999 Capital Budget
to Include Project 5

4, U. T. Austin - University Interscholastic
League Building (Project No. 102-803):
Request for Approval of Plaque Inscription 6

5. U. T. Dallas - Satellite Facility/Callier
Center Building Addition: Request for
Approval of Design Development Plans; Approval
of Total Project Cost; Appropriation of Funds
and Authorization of Expenditure; and Approval
of Use of Revenue Financing System Parity Debt,
Receipt of Parity Debt Certificate, and Finding
of Fact with Regard to Financial Capacity 7
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10.

11.

U. T. El Paso: Recommendation to Amend the

FY 1998 and FY 1999 Capital Budget to Include
the Utility Infrastructure Upgrade Renovation
Project, Appropriate Funding for the Project,
and Approve the Use of Revenue Financing System
Parity Debt, Receipt of Parity Debt Certifi-
cate, and Finding of Fact with Regard to
Financial Capacity

U. T. Permian Basin - Visual Arts Studios
Stage of the Library/Lecture Center, Visual
Arts Studios, and Information Resources
Facilities (Project No. 501-940A): Request
for Approval of Design Development Plans;
Approval of Total Project Cost; Appropriation
of Funds and Authorization of Expenditure;
and Approval of Use of Revenue Financing System
Parity Debt, Receipt of Parity Debt Certifi-
cate, and Finding of Fact with Regard to
Financial Capacity

U. T. San Antonio - Institute of Texan
Cultures - Thermal Energy Plant: Recom-
mendation to Appropriate Funding and Approve
the Use of Revenue Financing System Parity
Debt, Receipt of Parity Debt Certificate, and
Finding of Fact with Regard to Financial
Capacity

U. T. Southwestern Medical Center - Dallas -
North Campus Phase III Building (Project

No. 303-859): Request for Approval to Name
Building (Regents' Rules and Requlations,
Part One, Chapter VIII, Section 1, Naming of
Buildings and Other Facilities)

U. T. Medical Branch - Galveston - Clinical

Cardiology Renovation in John Sealy Hospital
(Project No. 601-930): Request to Amend the
FY 1998-2003 Capital Improvement Program to

Change Source of Funds

U. T. Health Science Center - Houston -
Institute of Molecular Medicine for the
Prevention of Human Diseases Project:
Request for Appropriation of Funds for
the Purchase of Equipment '
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1. U. T. Austin - Renovation and Expansion of W. A. “Tex"
Moncrief, Jr. = V. F. "Doc" Neuhaus Athletic Center

(Project No. 102-864): Request for Approval of Plaque

Inscription.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs, the Executive Vice Chan-
cellor for Business Affairs, and President ad interim Flawn
that the U. T. Board of Regents approve the inscription set
out below for a plaque to be placed on the Renovation and
Expansion of W. A. "Tex" Moncrief, Jr. - V. F. "Doc" Neuhaus

Athletic Center at U. T. Austin:

RENOVATION AND EXPANSION OF

W. A. "TEX" MONCRIEF, JR.

- V. F. "DOC" NEUHAUS

ATHLETIC CENTER

BOARD OF REGENTS

Donald L. Evans
Chairman

Tom Loeffler
Vice-Chairman

Rita Crocker Clements
Vice-Chairman

Thomas O. Hicks

Lowell H. Lebermann, Jr.
Patrick C. Oxford

A. W. "Dub" Riter, Jr.

A. R. (Tony) Sanchez, Jr.

Martha E. Smiley

FPCC - 3

William H. Cunningham
Chancellor, The University
of Texas System

Peter T. Flawn
President ad interim, The
University of Texas at
Austin

O'Connell Robertson &
Associates, Inc.
Project Architect

Silverton Construction
Company, Inc.
Contractor




BACKGROUND INFORMATION

on August 8, 1997, the Executive Vice Chancellor for Business

Affairs approved the award of a construction contract for the

Renovation and Expansion of W. A.

"Tex" Moncrief, Jr. - V. F.

"Doc" Neuhaus Athletic Center (formerly known as Neuhaus-Royal

Athletic Center) at U. T. Austin.

The plaque is in keeping

with the standard pattern approved by the U. T. Board of

Regents in June 1979.

2. U. T. Austin - Darrell K gogal - Texas Memorial Stadium -
Renovatjon and Expansion of East Grandstand (Project

No. 102-862): Request for Approval of Plagque Inscrip-

tion.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs, the Executive Vice
Chancellor for Business Affairs, and President ad interim
Flawn that the U. T. Board of Regents approve the inscription
set out below for a plaque to be placed on the Darrell K
Royal - Texas Memorial Stadium - Renovation and Expansion

of East Grandstand at U. T. Austin:

DARRELL K ROYAL - TEXAS MEMORIAL STADIUM
RENOVATION AND EXPANSION OF EAST GRANDSTAND

BOARD OF REGENTS

Donald L. Evans
Chairman

Tom Loeffler
Vice-Chairman

Rita Crocker Clements
Vice-Chairman

Thomas O. Hicks

Lowell H. Lebermann, Jr.
Patrick C. Oxford

A. W. "Dub" Riter, Jr.

A. R. (Tony) Sanchez, Jr.

Martha E. Smiley

FPCC - 4

William H. Cunningham
Chancellor, The University
of Texas System

Peter T. Flawn
President ad interim, The
University of Texas at
Austin

Heery International, Inc.
Project Architect
Hensel Phelps Construction
Company
Contractor




BACKGROUND INFORMATION

On June 10, 1997, the Executive Vice Chancellor for Business
Affairs approved the award of a construction contract for the
Darrell K Royal - Texas Memorial Stadium - Renovation and
Expansion of East Grandstand at U. T. Austin. The plaque is
in keeping with the standard pattern approved by the U. T.
Board of Regents in June 1979.

3. U. T. Austin - Student Housing: Request to Amend the
FY 1998 and FY 1999 Capital Budget to Include Project.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs, the Executive Vice Chan-
cellor for Business Affairs, and President ad interim Flawn
that the U. T. Board of Regents amend the FY 1998 and FY 1999
Capital Budget to include the Student Housing at U. T. Austin
at a preliminary project cost of $40,000,000 with $8,000,000
from Auxiliary Enterprise Balances and $32,000,000 from Reve-
nue Financing System Bond Proceeds.

BACKGROUND INFORMATION

The Student Housing project at U. T. Austin was approved in
the FY 1998-2003 Capital Improvement Program in August 1997,
at a preliminary project cost of $40,000,000, with $8,000,000
from Auxiliary Enterprise Balances and $32,000,000 from Reve-
nue Financing System Bond Proceeds. The project was not
included in the FY 1998 and FY 1999 Capital Budget at that
time. This request to move the Student Housing project into
the FY 1998 and FY 1999 Capital Budget is being made in order
to accelerate the project and move forward with the construc-
tion of additional new student housing on campus for

800-1000 residents. This is consistent with the U. T. Austin
Campus Master Plan and the goal to provide sufficient space
so that the majority of incoming freshmen can be offered
on-campus housing.
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Approval of this item will amend the FY 1998 and FY 1999 Capi-
tal Budget to include the Student Housing project at a pre-
liminary project cost of $40,000,000, with $8,000,000 from
Auxiliary Enterprise Balances and $32,000,000 from Revenue

Financing System Bond Proceeds.

4. U. T, stin - University Interscholastic Leaque Buildin

Project No. 102-803
Inscription.--

Request for Approval of Plaque

RECOMMENDATIO

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs, the Executive Vice
Chancellor for Business Affairs, and President ad interim
Flawn that the U. T. Board of Regents approve the inscription
set out below for a plaque to be placed on the University
Interscholastic League Building at U. T. Austin:

UNIVERSITY INTERSCHOLASTIC LEAGUE BUILDING

BOARD OF REGENTS

Bernard Rapoport
Chairman

Thomas O. Hicks
Vice-Chairman

Martha E. Smiley
Vice-Chairman

Rita Crocker Clements
Donald L. Evans

Zan W. Holmes, Jr.

Lowell H. Lebermann, Jr.

Tom Loeffler

Ellen Clarke Temple

FPCC - 6

William H. Cunningham
Chancellor, The University
of Texas System

Robert M. Berdahl
President, The University
of Texas at Austin

Cotera Kolar & Negrete
Architects

Project Architect
Chasco Contracting
Contractor




BACKGROUND INFORMATION

On December 18, 1996, the Executive Vice Chancellor for
Business Affairs approved the award of a construction contract
for the University Interscholastic League Building at U. T.
Austin. The plaque is in keeping with the standard pattern
approved by the U. T. Board of Regents in June 1979.

5. U. T. Dallas - Satellite Facility/Callier Center Build-
ing Addition: Request for Approval of Design Development
Plans; Approval of Total Project Cost; Appropriation of
Funds and Authorization of Expenditure; and Approval of
Us R ue Financin st arit eb Recei of
Parity Debt Certificate, and Finding of Fact with Regard
to Financial Capacity.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs, the Executive Vice
Chancellor for Business Affairs, and President Jenifer that
the U. T. Board of Regents:

a. Approve design development plans for the
Satellite Facility/Callier Center Building
Addition at U. T. Dallas

b. Approve an estimated total project cost
of $3,319,483

c. Appropriate funds and authorize expenditure
of $1,900,000 from Tuition Revenue Bond
Proceeds issued under the Revenue Financing
System, $855,926 from Gifts and Grants,
$44,074 from Permanent University Fund Bond
Proceeds - Special Program, $130,000 from
1995 LERR Permanent University Fund Bond
Proceeds, $300,000 from 1998 LERR Permanent
University Fund Bond Proceeds, $39,483 from
1996 LERR Permanent University Fund Bond
Proceeds, and $50,000 from Parking Revenues
for $3,319,483 total project funding.
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The Chancellor also concurs in the recommendation of Fhe
Executive Vice Chancellor for Business Affairs that, in

compliance with Section 5 of the Amended and Restated Master
Resolution Establishing The University of Texas System Revenue

Financing System, adopted by the U. T. Board of Regents on

February 14, 1991, and amended on October 8, 1993 (the '"Master

Resolution®"), and upon delivery of the Certificate of an

Authorized Representative as set out on Page FPCC - 10, the

U. T. Board of Regents resolves that:

a.

Parity Debt shall be issued to pay the proj-
ect's cost including any project costs paid
prior to the issuance of such Parity Debt

Sufficient funds will be available to meet

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

to the Financing System

U. T. component institutions, which are
"Members" as such term is used in the Master
Resolution, possess the financial capacity

to satisfy their direct obligation as defined
in the Master Resolution relating to the issu-
ance by the U. T. Board of Regents of tax-
exempt Parity Debt in the aggregate amount

of $1,900,000

This resolution satisfies the official intent

requirements set forth in Section 1.150-2 of
the U. S. Treasury Regulations.

BACKGROUND INFORMATION

The Satellite Facility/Callier Center Building Addition at
U. T. Dallas consists of two major parts: an addition of

approximately 12,500 gross square feet adjacent to the callier

Center Building D at its location near U. T. Southwestern

Medical Center - Dallas and construction of a new satellite
facility on the U. T. Dallas main campus of about 9,000 gross
square feet.

Capital Improvement Program, the Callier Center Building Addi-
After

tion was anticipated to be built on top of Building A.

As originally envisioned in the FY 1998-2003
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detailed studies and cost estimates, it has been determined
that constructing the addition adjacent to Building D is more
cost effective. Additionally, building adjacent to Building D
will be less disruptive to ongoing research programs. The
additional space will be used for offices, labs, and class-
rooms for the academic programs in speech and hearing in the
School of Human Development at the Callier Center for Communi-
cation Disorders. :

To support the Callier Center Building Addition, the project
will include the construction of a parking lot for approxi-
mately fifty vehicles and upgrading of the Thermal Energy
Plant which were previously planned as separate institutional
projects. The addition of these items adds $389,483 to the
preliminary project cost of $2,930,000 for a total project
cost of $3,319,483.

Concerning the Satellite Facility, located on the U. T. Dallas
main campus, a facility program was prepared with a minimum
scope of work identified. Due to budget constraints, this
portion of the project has been deferred at this time and will
be presented to the U. T. Board of Regents at a future meeting
when additional funds have been identified.

This project is included in the FY 1998-2003 Capital Improve-
ment Program and the FY 1998 and FY 1999 Capital Budget at

a preliminary project cost of $2,930,000 with funding as
follows: $1,900,000 from Tuition Revenue Bond Proceeds,
$855,926 from Gifts and Grants, $44,074 from Permanent Univer-
sity Fund Bond Proceeds - Special Program, and $130,000 from
1995 LERR Permanent University Fund Bond Proceeds. The debt
service coverage for the Tuition Revenue Bond is reflected on

Page FPCC - 11.

Approval of this item will amend the FY 1998-2003 Capital
Improvement Program and the FY 1998 and FY 1999 Capital

Budget to add the following: $300,000 from LERR Permanent
University Fund Bond Proceeds (from FY 1998 LERR appropriation
of $300,000 for Callier Center Energy Plant Upgrade),

$39,483 from LERR Permanent University Fund Bond Proceeds
(from FY 1996 LERR appropriation of $100,000 for Callier
Center HVAC), and $50,000 from Parking Revenues, to establish
the total project cost of $3,319,483.

The 75th Texas Legislature authorized $5,000,000 of tuition
bonds to be issued for U. T. Dallas. This project represents
one of two projects at U. T. Dallas that will utilize the Tui-
tion Revenue Bond Proceeds.
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PARITY DEBT CERTIFICATE OF U. T. SYSTEM REPRESENTATIVE

I, the undersigned Interim Assistant Vice.Chancellor for
Finance of The University of Texas System, a U. T. System
representatlve under the Amended and Restated Master
Resolution Establishing The University of Texas System Revenue
Financing System adopted by the U. T. Board of Regents (Board)
on February 14, 1991, and amended on October 8, 1993 (the
vMaster Resolution”), do hereby execute this certificate for
the benefit of the Board pursuant to Section 5 (a) (ii) of the
Master Resolution in connection with the authorization by the
Board to issue “Parity Debt” pursuant to the Master
Resolution, and do certify that to the best of my knowledge,
the Board is in compliance with all covenants contained in the
Master Resolution, First Supplemental Resolution Establishing
an Interim Financing Program, the Second Supplemental
Resolution, the Third Supplemental Resolution, the Fourth
Supplemental Resolution, the Fifth Supplemental Resolution,
"and the Sixth Supplemental Resolution, and is not in default
of any of the terms, provisions, and conditions in said Master
Resolution, the First Supplemental Resolution, the Second
Supplemental Resolution, the Third Supplemental Resolution,
the Fourth Supplemental Resolution, the Fifth Supplemental
Resolution, and the Sixth Supplemental Resolution.

EXECUTED this _ /3  day of IZEUAAQKJJLWQY
IOWQ_@Q« f/( /,/éui /

Interim Assistant Vice 6Pancellor for Finance

, 1998
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The University of Texas System
Revenue Financing System
Debt Service Coverage
($ in millions)

Actual Forecast
EY 95 EY.9 EY 98 FY.99 EY 2000 EYal EYa

Available Revenues © 3,439.7 3,682.1 3,906.1 3,967.5 4,056.2 4,112.8 4,182.9
Operating Expenses : (3,169 (3.436.1) . (3.649.7) (3.686.5) (3,746.5) (3.803.6) (3,860.3)
Net Revenues Available for Debt Service 122.8 246.0 256.4 281.0 309.7 309.2 3226
Other Mandatory Transfers (3.3) (17.3) (1.2) (1.09) 0.9) 0.9) 0.9)
Debt Service: .

Non - Tuition Related (38.8) (39.1) (75.1) (78.4) (83.1) (79.2) (80.2)

Tuition Debt Service

% Bonds issued prior to 1993 (10.1) 9.4) a.7n a7 an an a.n an

8 South Texas Border Initiative Debt 0.0 6.9) (14.0) 13.7) 3.7 3.7 (13.7) a3.n
[ Debt Authorized by 75th Legislature

: Approved by BOR 8/97 (renov)-$43.9 mil (0.6) 3.5) (3.5) 3.5) 3.5)

Approved by BOR 2/98-3$6.05 mil 0.0 0.0 0.1) 0.5) ©.5) ©0.5) (0.5)

Remaining Tuition Project Financing : 2.9) (11.0) (17.8) (17.8)

TOTAL DEBT SERVICE (48.9) (554) (78.8) 97.2) (106.7) (119.5) (122.4) (123.4)

Debt Service Coverag Without Tuition Bonds (x) 29 44 4.4 34 3.5 3.7 39 4.0

Debt Service Coverage With Tuition Bonds (x) 24 3.4 3.2 2.6 2.6 2.6 2.5 2.6

tuition97 1/9/98




6. U. T. E]l Paso: Recommendation to Amend the FY 1998 and
FY 1999 capjtal Budget to Include the Utility Infrastruc-
ture Upgrade Renovation Project, Appropriate Funding for

ojec and ove the Use of Revenue Financing
System Parity Debt, Receipt of Parjty Debt Certificate,

and Finding of Fact with Regard to Financial Capacity.--

RECO N ON

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs, the Executive Vice Chan-
cellor for Business Affairs, and President Natalicio that the
U. T. Board of Regents:

a. Amend the FY 1998 and FY 1999 Capital Budget
to include the Utility Infrastructure Upgrade
renovation project at U. T. El Paso in the
amount of $14,400,000 to be funded from Reve-
nue Financing System Bond Proceeds

b. Appropriate funding in the amount of
$14,400,000 from Revenue Financing System
Bond Proceeds

c. Approve the use of Revenue Financing System
Parity Debt in the amount of $14,400,000.

The Chancellor also concurs in the recommendation of the
Executive Vice Chancellor for Business Affairs that, in com-
pliance with Section 5 of the Amended and Restated Master
Resolution Establishing The University of Texas System Revenue
Financing System, adopted by the U. T. Board of Regents on
February 14, 1991, and amended on October 8, 1993, and upon
delivery of the Certificate of an Authorized Representative

as set out on Page FPCC - 15, the U. T. Board of Regents
resolves that:

a. Parity Debt shall be issued to pay the proj-
ect costs including any project costs paid
prior to the issuance of such Parity Debt

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

c. U. T. El Paso, which is a "Member" as such
term is used in the Master Resolution, pos-
sesses the financial capacity to satisfy its
Direct Obligation as defined in the Master
Resolution relating to the issuance by the
U. T. Board of Regents of tax-exempt Parity
Debt in the aggregate amount of $14,400,000
for the financing of the Utility Infrastruc-
ture Upgrade renovation project

d. This resolution satisfies the official intent
requirements set forth in Section 1.150~2 of
the U. S. Treasury Regulations.

BACKGROUND INFORMATION

In the FY 1998-2003 Capital Improvement Program, U. T. El Paso
identified a Performance Contract as the source of funds for
the Utility Infrastructure Upgrade renovation project. Per-
formance contracts were authorized by Section 51.927 of the
Texas Education Code during the 74th Texas legislative ses-
sion. Section 51.927 allows the U. T. Board of Regents to
enter into contracts for energy conservation measures to
reduce energy consumption or operating costs. Before entering
into a contract, the U. T. Board of Regents shall require a
performance bond from the provider of the energy conservation
measures. The contract may extend beyond a year if the U. T.
Board of Regents finds that the amount the institution would
spend on the energy conservation measures will not exceed the
amount to be saved in enerqgy and operating cost over 10 years
from the date of installation.

When the FY 1998-2003 Capital Improvement Program was being
updated in August 1997, it was not known if the provider of
the energy conservation measures would be able to provide less
expensive financing than the U. T. System Revenue Financing
System. For the U. T. El Paso project, it has been determined
that the U. T. System can offer lower financing costs.
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The preliminary project costs for the performance contract
renovation projects listed in the FY 1998-2003 Capital
Improvement Program were based on rough estimates in

August 1997 and included capitalized interest. Also, the
original scope of work was changed from the use of cogenera-
tion of electric power and natural gas powered chillers to
new electrical chillers and thermal energy storage based on
reduced electric energy rates offered by El Paso Electric.
Based on these scope changes, and a determination by U. T.

El Paso to not capitalize interest, the preliminary project
costs have been reduced from $30,700,000 to $14,400,000.

The debt service is to be paid from energy savings as a result
of the renovation project. The estimated annual savings are
$2,388,000 and the estimated annual debt service is $1,864,865
based on an interest rate of 5% for 10 years (see debt service
forecast on Page FPCC - 16).
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PARITY DEBT CERTIFICATE OF U. T. SYSTEM REPRESENTATIVE

I, the undersigned Interim Assistant Vice Chancellor for
Finance of The University of Texas System, a U. T. System
Representative under the Amended and Restated Master
Resolution Establishing The University of Texas System Revenue
Financing System adopted by the U. T. Board of Regents (Board)
on February 14, 1991, and amended on October 8, 1993 (the
“Master Resolution”), do hereby execute this certificate for
the benefit of the Board pursuant to Section 5 (a) (ii) of the
Master Resolution in connection with the authorization by the
Board to issue “Parity Debt” pursuant to the Master Resolution
to finance the renovation cost of the Utility Infrastructure
at U. T. El Paso, and do certify that to the best of my
knowledge the Board is in compliance with all covenants
contained in the Master Resolution, the First Supplemental
Resolution Establishing an Interim Financing Program, the
Second Supplemental Resolution, the Third Supplemental
Resolution, the Fourth Supplemental Resolution, the Fifth
Supplemental Resolution, and the Sixth Supplemental Resolution
and is not in default of any of the terms, provisions and
conditions in said Master Resolution, the First Supplemental
Resolution, the Second Supplemental Resolution, the Third
Supplemental Resolution, the Fourth Supplemental Resolution,
the Fifth Supplemental Resolution, and the Sixth Supplemental
Resolution.

EXECUTED this _/A _ day of #%M(ﬁiﬂf, 1998

Yornuln K loobo

Interim Assistant Vin7Chancellor for Finance
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The U.T. System Revenue Financing System
U.T. El Paso - Utility Infrastructure Upgrade

Forecast
Preject Level EX98 (2 4] EY 2000 EYol o
Annual Energy Cost Savings , 0 0 2,388,000 2,388,000 2,388,000
Annual Debt Service (short rate 4%, long 5%-10 yrs) (81,877) (576,000) {1,864,865) (1,864,865) {1,864,865)
Excess Savings L BLET) (576000)  SB3035 523135 523135
327} X9 %71 Y98 T R ¥ BYol Ba
Campus Level: U.T. B} Pae .
|
| ' Beginning Fund Balance 11,647,045 12,182,066 13,526,260 13,870,174 16,460,353 20,944,455 25,716,958 30,755,837
{ Total Current Revenues 104,029,914 105,721,613 107,206,777 111,863,657 114,054,178 116,523,275 118,993,630 121,505,906
| Total Current Expenditures - (97.054,319)  (98,225,008)  (100,643,533) (102,656,403)  (102,844,532)  (104,901,422)  (106,999.451)  (109,139,438)
; . Net Revenues . 6,975,595 7,496,605 6,563,244 9,207,254 11,249,646 11,621,853 11,994,179 12,366,468
Debt Service (3,329,682) (4,260,759) (4,519,330) (4,867,075) (4,965,544) (4,949,350) - (4,955,300) (4,879,694)
Non Mandatory Transfers & Adjustments (3,110,892) (1,891,652) (1,700,000) (1,750,000) (1,800,000) {1,900,000) (2,000,000) (2.100,000)
Net Increasc/(Decrease) for Year 535,021 1,344,194 343,914 2,590,179 4,484,102 4,772,503 5.038,879 5,386,774
Ending Fund Balance 12,182,066 13,526,260 13,870,174 16,460,353 20,944,455 25,716,958 30,755,837 36,142,611
r Debt Service Coverage After Operations (x) 209 1.76 1.45 1.89 227 235 242 253
0
0 UL System ($ in millions)
I Actual Forecast
: Y93 EY 96 j2 64 EY98 EX9% FY2000 -~  EXOl EXez
Available Revenues $3,439.7 $3,682.1 $3,849.1 $3,906.1 $3,967.5 $40562 = . $41128 $4,182.9
Net Revenues Available for Debt Service 122.8 246.0 259.6 256.4 281.0 308.7 309.2 322.6
Other Mandatory Transfers ) (3.3) (12.3) 2.0) 1.2 (1.9) ©.9) (0.9) ©0.9)
Debt Service: .
Non - Tuition Related (38.8) (39.1) (57.1) 7s5.1) (78.4) (83.1) (79.2) (80.2)
Tuition Debt Service
Bonds issued prior 10 1993 (10.1) 04 an an @an an amn a.7)
South Texas Border Initiative Debt 00 6.9) (14.0) 3.7 . 3.7 (3.7 3.7 3.
Debt Authorized by 75th Legislature
Approved by BOR 8/97 (renov)-$43.9 mul 0.6) 3.5) @3.5) 3.5) 3.5
Approved by BOR 2/98-36 05 nul 0.0 0.0 ©.1) 0.5) 0.5) 0.5) 0.5)
Remaining Tuition Project Financing 2.9) (11.0) (17.8) (17.8)
TOTAL DEBT SERVICE (48.9) (55.4) (78.8) 97.2) (106.7) (119.5) (122.4) (123.4)
Debt Service Covi:raﬁwnhoul Tuition Bonds (x) 29 44 44 34 35 3.7 39 4.0
Debt Service Coverage With Tuition Bonds (x) 24 34 3.2 2.6 2.6 2.6 25 2.6
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7. U. T. Permian Basin - Visual Arts Studios Stage of the
Library/Lecture Center, Visual Arts Studios, and Infor-
mation Resources Facilities (Project No. 501-940A):
Request for Approval of Design Development Plans;
Approval of Total Project Cost; Appropriation of Funds
and Authorization of Expenditure; and Approval of Use of
Revenue Financing System Parity Debt, Receipt of Parity
Debt Certificate, and Finding of Fact with Regard to
Financial Capacity.--

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs, the Executive Vice
Chancellor for Business Affairs, and President Sorber that
the U. T. Board of Regents:

a.

b.

The Chancellor also concurs in the recommendation of the
Executive Vice Chancellor for Business Affairs that, in com-
pliance with Section 5 of the Amended and Restated Master
Resolution Establishing The University of Texas System Revenue
Financing System, adopted by the U. T. Board of Regents on
February 14, 1991, and amended on October 8, 1993 (the "Master
Resolution"), and upon delivery of the Certificate of an
Authorized Representative as set out on Page FPCC - 19, the

U. T. Board of Regents resolves that:

a.

RECOMMENDATION

Approve design development plans for the
Visual Arts Studios at U. T. Permian Basin

Approve an estimated total project cost
of $4,150,000

Appropriate funds and authorize expenditure
of $4,150,000 from Tuition Revenue Bond
Proceeds issued under the Revenue Financing
System for total project funding.

Parity Debt shall be issued to pay the proj-
ect's cost including any project costs paid
prior to the issuance of such Parity Debt

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

c. U. T. component institutions, which are
"Members" as such term is used in the Master
Resolution, possess the financial capacity to
satisfy their direct obligation as defined in
the Master Resolution relating to the issu-
ance by the U. T. Board of Regents of tax-
exempt Parity Debt in the aggregate amount
of $4,150,000

a. This resolution satisfies the official intent
requirements set forth in Section 1.150-2 of
the U. S. Treasury Regulations. 4

BACKGROQUND INFORMATION

The U. T. Permian Basin project titled Library/Lecture Center,
Visual Arts Studios, and Information Resources Facilities is
composed of two stages: "Visual Arts Studios" and "Library/
Lecture Center." The existing visual arts facilities are
located in what was the original warehouse, the first building
on campus, constructed in 1971. This space is inadequate in
both spatial requirements and equipment requirements for the
current needs. The Visual Arts Studios stage will construct

a new facility of approximately 29,380 gross square feet at a
total project cost of $4,150,000. It will appropriately house
all studio spaces for two-dimensional and three-dimensional
art courses and will contain exhibit space to showcase student
and faculty work. The "Library/Lecture Center" stage esti-
mated at $15,850,000 will be submitted for approval at a later
date.

The Library/Lecture Center, Visual Arts Studios, and
Information Resources Facilities project is included in the
FY 1998-2003 Capital Improvement Program and the FY 1998
and FY 1999 Capital Budget at a preliminary project cost of
$20,000,000 from Tuition Revenue Bonds. The debt service
coverage for Tuition Revenue Bonds is reflected on

Page FPCC - 20.

The 75th Texas Legislature authorized $25,800,000 of tuition
bonds to be issued for U. T. Permian Basin. This project
represents one of the projects at U. T. Permian Basin that
will utilize the Tuition Revenue Bond Proceeds.
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PARITY DEBT CERTIFICATE OF U. T. SYSTEM REPRESENTATIVE

I, the undersigned Interim Assistant Vice Chancellor for
Finance of The University of Texas System, a U. T. System
representative under the Amended and Restated Master
Resolution Establishing The University of Texas System Revenue
Financing System adopted by the U. T. Board of Regents (Board)
on February 14, 1991, and amended on October 8, 1993 (the
“Master Resolution”), do hereby execute this certificate for
the benefit of the Board pursuant to Section 5 (a) (ii) of the
Master Resolution in connection with the authorization by the
Board to issue “Parity Debt” pursuant to the Master
Resolution, and do certify that to the best of my knowledge,
the Board is in compliance with all covenants contained in the
Master Resolution, First Supplemental Resolution Establishing
an Interim Financing Program, the Second Supplemental
Resolution, the Third Supplemental Resolution, the Fourth
Supplemental Resolution, the Fifth Supplemental Resolution,
and the Sixth Supplemental Resolution, and is not in default
of any of the terms, provisions, and conditions in said Master
Resolution, the First Supplemental Resolution, the Second
Supplemental Resolution, the Third Supplemental Resolution,
the Fourth Supplemental Resolution, the Fifth Supplemental
Resolution, and the Sixth Supplemental Resolution. .

EXECUTER this _ /2 _ day of /’w/wwwb/ , 1998
\ﬁ 2 é{- Heofor

Interim Assistant Vic@/ Chancellor for Finance
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0¢ - D044

Available Revenues

Operating Expenses

Net Revenues Available for Debt Service
Other Mandatory Transfers

Debt Service:

The University of Texas System
Revenue Financing System
Debt Service Coverage
($ in millions)

Forecast

EY 2000
4,056.2
{3.746.3)
309.7
0.9)

EYOl
41128
3.803.6)
309.2
0.9)

EYo2
4,1829
.860.3)
3226
©09)

Non - Tuition Related (38.8) (39.1) 57.1) (75.1) (78.4) (83)) (19.2) (80.2)
Tuition Debt Service
Bonds issued prior to 1993 (10.1) - (94) an an an .7 an an
South Texas Border Initiative Debt 00 6.9) (14.0) (13.7) (13.7) 137 (13.7) 13.7)
Debt Authorized by 75th Legislature
Approved by BOR 8/97 (renov)-$43.9 mil 0.6) @3.5) 3.5) A3.5) 3.5)
Appreved by BOR 2/98-56.05 mil 00 0.0 ©.1) 0.5) . 0.5) (0.5) (0.5)
Remaining Tuition Project Financing 2.9) (X))} (17.8) (17.8)
TOTAL DEBT SERVICE (48.9) (55.4) (78.8) 97.2) (106.7) (119.5) (122.4) (1234)
Debt Service Coverage Without Tuition Bonds (x) 29 44 44 34 3.5 3.7 3.9 4.0
Debt Service Covenage With Tuition Bonds (x) 24 34 3.2 26 2.6 2.6 2.5 2.6

wition97 1/9/98




8. U. T. San Antonio - Institute of Texan Cultures - Thermal
Energy Plant: Recommendation to Appropriate Funding and
Approve the Use of Revenue Financing System Parity Debt,
Receipt of Parity Debt Certificate, and Finding of Fact
with Regard to Financial Capacity.--

The Chancellor concurs in the recommendation of the Acting
Vice Chancellor for Academic Affairs, the Executive Vice
Chancellor for Business Affairs, and President Kirkpatrick
that the U. T. Board of Regents:

a‘.

b.

The Chancellor also concurs in the recommendation of the
Executive Vice Chancellor for Business Affairs that, in com-
pliance with Section 5 of the Amended and Restated Master
Resolution Establishing The University of Texas System Revenue
Financing System, adopted by the U. T. Board of Regents on
February 14, 1991, and amended on October 8, 1993, and upon
delivery of the Certificate of an Authorized Representative as
set out on Page FPCC - 24, the U. T. Board of Regents resolves

that:

a.

RECOMMENDATION

Appropriate funding in the amount of
$1,144,000 from Revenue Financing System
Bond Proceeds for the Institute of Texan
Cultures, Thermal Energy Plant, at U. T.
San Antonio

Approve the use of Revenue Financing System
Parity Debt in the amount of $1,144,000.

Parity Debt shall be issued to pay the proj-
ect costs including any project costs paid
prior to the issuance of such Parity Debt

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

FPCC - 21




c. U. T. San Antonio, which is a "Member" as
such term is used in the Master Resolution,
possesses the financial capacity to satisfy
its Direct Obligation as defined in the
Master Resolution relating to the issuance
by the U. T. Board of Regents of tax-exempt
Parity Debt in the aggregate amount of
$1,144,000 for the financing of the U. T.
San Antonio - Institute of Texan Cultures -
Thermal Energy Plant renovation project

d. This resolution satisfies the official intent
requirements set forth in Section 1.150-2 of
the U. S. Treasury Regulations.

BACKGROUND INFORMATION

In the FY 1998-2003 Capital Improvement Program, U. T. San
Antonio identified a Performance Contract as the source

of funds for the U. T. San Antonio - Institute of Texan
Cultures - Thermal Energy Plant renovation project. Per-
formance contracts were authorized by Section 51.927 of the
Texas Education Code during the 74th Texas legislative
session. Section 51.927 allows the U. T. Board of Regents
(Board) to enter into contracts for energy conservation mea-
sures to reduce energy consumption or operating costs. Before
entering into a contract, the Board shall require a perfor-
mance bond from the provider of the energy conservation mea-
sures. The contract may extend beyond a year if the Board
finds that the amount the institution would spend on the
energy conservation measures will not exceed the amount to
be saved in energy and operating cost over 10 years from the
date of installation. ‘

When the FY 1998-2003 Capital Improvement Program was being
updated in August 1997 it was not known if the provider of the
energy conservation measures would be able to provide less
expensive financing than the U. T. System Revenue Financing
System. For the U. T. San Antonio project, it has been deter-
mined that the U. T. System can offer lower financing costs.

The preliminary project costs for the performance contract
renovation projects listed in the FY 1998-2003 Capital
Improvement Program were based on rough estimates in
August 1997 and included capitalized interest. After fur-
ther review of the potential cost savings, and a determi-
nation by U. T. San Antonio to not capitalize interest,
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the preliminary project costs have been reduced. For the
U. T. San Antonio - Institute of Texan Cultures - Thermal
Energy Plant, the cost has been reduced from $2,600,000

to $1,144,000. The debt service is to be paid from energy
savings as a result of the project. The estimated annual
savings are $171,000, and the estimated annual debt service
is $148,153, based on an interest rate of 5% for 10 years
(see debt service forecast on Page FPCC - 25).
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PARITY DEBT CERTIFICATE OF U. T. SYSTEM REPRESENTATIVE

I, the undersigned Interim Assistant Vice Chancellor for
Finance of The University of Texas System, a U. T. System
Representative under the Amended and Restated Master
Resolution Establishing The University of Texas System Revenue
Financing System adopted by the U. T. Board of Regents (Board)
on February 14, 1991, and amended on October 8, 1993 (the
“Master Resolution”), do hereby execute this certificate for
the benefit of the Board pursuant to Section 5 (a) (ii) of the
Master Resolution in connection with the authorization by the
Board to issue “Parity Debt” pursuant to the Master Resolution
to finance the renovation cost of the Thermal Energy Plant at
U. T. San Antonio, and do certify that to the best of my
knowledge the Board is in compliance with all covenants
contained in the Master Resolution, the First Supplemental
Resolution Establishing an Interim Financing Program, the
Second Supplemental Resolution, the Third Supplemental
Resolution, the Fourth Supplemental Resolution, the Fifth
Supplemental Resolution, and the Sixth Supplemental Resolution
and is not in default of any of the terms, provisions and
conditions in said Master Resolution, the First Supplemental
Resolution, the Second Supplemental Resolution, the Third
Supplemental Resolution, the Fourth Supplemental Resolution,

the Fifth Supplemental Resolution, and the Sixth Supplemental
Resolution. '

C
EXECUTED this _ /&  day of /maafw?}r , 1998

Pl K Clutp

Interim Assistant Vice QJancellor for Finance
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%4

" Project Level

Annual Energy Cost Savings

Annual Debt Service (short rate 4%, long 5%-10 yrs)

i

Beginning Fund Balance

Total Current Revenues

Total Current Expenditures

Net Revenues

Other Mandatory Transfers

Debt Service

Non Mandatory Transfers & Adjustments
Net Increase/(Decrease) for Year

Ending Fund Balance

Debt S

Available Revenues

Operating Expenses
Net Revenues Available for Debt Service

Other Mandatory Transfers
Debt Service:
Non - Tuition Related
Tuition Debt Service
Bonds issued prior to 1993
South Texas Border Initiative Debt
Debt Authorized by 75th Legislature
Approved by BOR 8/97 (renov)-$43.9 mul
Approved by BOR 2/98-$6.05 ml

Remaining Tuition Project Financing

TOTAL DEBT SERVICE

The U.T. System Revenue Financing System
U.T. San Antonio ITC Thermal Energy Plant

Forecast

FY 98
0

(10,582)

EY9
0

(45,760)

EY 2000
171,000
(148,153)

EYol EY Q2
171,000 171,000

(148,153) (148,153)

(10,582)

i

(45,760)

22,847

Forecast

22,847

EXos

EY 28

EY9

EY 2000

6,511,749 7,197,296 11,511,583 13,845,028 13,694,578 14,911,514 15,942,496 18,074,834
87,018,304 95,815,837 100,828,975 108,113,782 115,013,766 124,061,794 131,140,202 133,165,567
(80,455,419) (84,882,124) (92,036,369) (99,974,783)  (104,868,021)  (109,799,035)  (114,774,219)  (117,248,667)

6,562,885 10,933,713 8,792,606 8,138,999 10,145,745 14,262,759 16,365,983 15,916,900

(18,346) (43,775) (88,000) (97,000) (107,000) (118,000) (130,000) (130,000)
(3,460,686) (4,383,184) (4,975,102) (6,372,270) (6,621,668) (11,549,626) (12,525,265) (12,375,439)
(2,398,306) (2,192,467) (1,396,059) (1,820,179) (2,200,141) (1,564,151) (1,578,380) (1,350,000)

685,547 4,314,287 2,333,445 (150,450) 1,216,936 1,030,982 2,132,338 2,061,461

7,197,296 11,511,583 13,845,028 13,694,578 14,911,514 15,942,496 18,074,834 20,136,295

Actual Forecast
EY9s EY 9% EY 91 FY 98 EY 99 FY 2000 - EYoli EFY 02
$3,439.7 $3,682.1 $3,849.1 $3,906.1 $3,967.5 $4,056.2 $4,1128 $4,182.9
3.316.9) (3.436.1 (3,589.5) (3.649.7) (3,686.5) (3,746.5) (3.803.6) 3.860.3)
122.8 246.0 259.6 256.4 281.0 309.7 309.2 3226
3.3) (17.3) 20 (1.2) (1.0) 0.9) (0.9) 0.9)

(38.8)

(10.1)
0.0

(39.1)

9.4)
6.9)

(57.1)

amn
(14.0)

(78.4)

@.7)
137

(3.5)
0.5)
2.9)

(83.1)

an
(13.7)

3.5)
(0.5)
(11.0)

(79.2) (80.2)

amn amn
(137 (13.7)

(3.5) (3.5)
0.5) ©.5)
(17.8) (17.8)

(106.7)

(119.5)

(122.4) (123.4)

Debt Service Coverage Without Tuition Bonds (x)

3.5

3.7

3.9 4.0

Debt Service Coverage With Tuition Bonds (x)

2.6

2.6

2.5 2.6
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9. U. T. Southwestern Medical Center - Dallas - North Campus

Phase III Building (Project No. 303-859): Request for
A ova Name Buildin eqgents' Rules and a-~

tions, Part One, Chapter VIII, Section 1, Naming of
Buildings and Other Faciljities).--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs, the Executive Vice Chan-
cellor for Business Affairs, and President Wildenthal that
the U. T. Board of Regents approve naming the North Campus
Phase III Building at U. T. Southwestern Medical Center -
Dallas as The Seay Biomedical Building to recognize the
contribution of Sarah M. and Charles E. Seay towards the con-
struction of the facility. The recommendation is pursuant
to the Regents' Rules and Regqulations, Part One, Chapter VIII,
Section 1, relating to naming of buildings and other facili-
ties.

BACKGROUND INFO ION

The North Campus Phase III Building is a ten-story,

342,727 gross square foot structure which will include seven
floors of laboratories, offices and clinical spaces, and three
floors of parking. Two of the floors of parking will be
located underground. The building will be the North Campus'
third major construction project. The project, scheduled for
completion in 1999, will include a new North Campus entrance
from Inwood Road and a bridge across the creek that runs
through the North Campus. The second and third floors will
house oncology-related outpatient services and research labo-
ratories. The fifth and sixth floors will house psychiatric
clinics and laboratories, including The Sarah M. and

Charles E. Seay Center for Basic and Applied Research and
Psychiatric Illness. Research facilities and offices will
fill the remainder of the building.

Mr. and Mrs. Seay have donated more than $21,000,000 to U. T.
Southwestern Medical Center - Dallas and the Southwestern
Medical Foundation. These funds have gone toward the North
Campus- Phase III Building, as well as to the establishment of
the Sarah M. and Charles E. Seay Center for Basic and Applied
Research and Psychiatric Illness, a new pediatric emergency
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orthopedic center, two distinguished chairs and four chairs in
pediatrics, child psychiatry, and cancer research. 1In recog-
nition of their donations to U. T. Southwestern Medical Cen-
ter - Dallas and Southwestern Medical Foundation over several
years, the U. T. Southwestern Medical Center - Dallas proposes
to name the building The Seay Biomedical Building.

The proposed naming of the North Campus Phase III Building at
U. T. Southwestern Medical Center - Dallas is consistent with
the Regents' Rules and Requlations on naming of buildings
related to recognition of substantial gift contributions.

10. U . dj ch - Galveston - Clinical Cardiolo
Renovation in John Sealy Hospital (Project No. 601-930):

Request to Amend the FY 1998-2003 Capital Improvement
Program to Change Source of Funds.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs, the Executive Vice Chan-
cellor for Business Affairs, and President Stobo that the

U. T. Board of Regents amend the FY 1998-2003 Capital Improve-
ment Program to change the source of funds for the Clinical
Cardiology Renovation in John Sealy Hospital at U. T. Medical
Branch - Galveston from $4,087,000 in Hospital Revenues to
$4,087,000 in Gifts and Grants.

BACKGROUND INFORMATION

The Renovation for Clinical Cardiology, a division of the
Department of Internal Medicine in John Sealy Hospital, at
the U. T. Medical Branch - Galveston was included in the

FY 1998-2003 Capital Improvement Program with a project cost
of $4,087,000 to be paid from Hospital Revenues. Since that
time, The Sealy & Smith Foundation has made a contribution to
the John Sealy Hospital which will fully fund this project.

This project will facilitate the installation of three new
cardiac catheterization units and two new electrophysiology
units. Additionally, the Heart/Echo facility will expand at
its current location on the fourth floor of McCullough to
accommodate the increased patient load. This renovation will

FPCC - 27




improve patient access and privacy and include an area for new
diagnostic equipment and procedures. This renovation project
is composed of two stages, one under construction and the
other in the programming phase.

Approval of this item will amend the FY 1998-2003 Capital
Improvement Program and the FY 1998 and FY 1999 Capital Budget
to modify the source of funds from Hospital Revenues to Gifts
and Grants.

11. U. T. Health Science Center - Houston - Institute of
Molecular Medicine for the Prevention of Human Diseases
ject: equest A opriatio ds for the
Purc e o uipment.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive
Vice Chancellor for Health Affairs, the Executive Vice Chan-
cellor for Business Affairs, and President Low that the U. T.
Board of Regents appropriate $1,300,000 in Permanent Univer-
sity Fund Bond Proceeds for the purchase of equipment for the
Institute of Molecular Medicine for the Prevention of Human
Diseases Project at the U. T. Health Science Center - Houston.
This appropriation of Permanent University Fund Bond Proceeds
is in accordance with a Memorandum of Understanding approved
by the U. T. Board of Regents in March 1994 which requires
matching funds.

BACKGROUND INFORMATION

The U. T. Board of Regents approved a Memorandum of Under-
standing (MOU) in March 1994 for $15,000,000 of Permanent
University Fund Bond Proceeds (PUF) to be matched by institu-
tional funds to support the development of the Institute of
Molecular Medicine for the Prevention of Human Diseases (IMM)
at the U. T. Health Science Center - Houston.

To date, $3,600,000 of PUF funds have been expended on the
IMM project for construction and equipment, and the U. T.
Health Science Center - Houston has fulfilled its obligation
to match these funds. The FY 1998-2003 Capital Improvement
Program includes an additional $8,500,000 of PUF funds for
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a future phase of construction. This leaves a total of
$2,900,000 remaining in PUF resources for support of the IMM.
Under the conditions of the MOU, the institution will fund the
debt service if actual PUF income does not meet certain tar-
gets.

The request for $1,300,000 in Permanent University Fund Bond
Proceeds at this time will provide for the purchase of equip-
ment to establish a protein chemistry laboratory, greatly
enhancing the IMM's capabilities in analytical chemistry as
well as positioning the Institute to take maximum advantage
of matching gift funds in the amount of $2,400,000, including
a $1,000,000 Welch Foundation endowment dedicated to this
purpose. ’
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Executive Session
of the Board




BOARD OF REGENTS
EXECUTIVE SESSION

Pursuant to Texas Government Code
Chapter 551, Section 551.071

Date: February 12, 1998
Time: 8:30 a.m.
Place: Regents' Conference Room (Executive Session) and

Regents' Meeting Room (Open Session), Ninth Floor,
Ashbel Smith Hall

Consultation with Attorney Regarding Pending and/or Contem-
plated Litigation or Settlement Offers - Section 551.071

U. T. Health Science Center - San Antonio:
Possible Litigation Regarding Reimbursement
to Federal and State Programs for Physician
Services at Teaching Hospitals

Ex.S = 1



