AUG 11 1584

EXCERPT FROM THE MINUTES

. L] e - n , u -
tions, Part Two; Amendments to Chapter IX., Sec-
tion 3, Subsgection 3.5 (Exchange of Bonds),--The

Board, upon recommendation of the Asset Managenent
Committee, amended the Regents’ Rules and Regula-

tionsg, Part Two, Chapter IX, Section 3 by deleting
in its entirety Subsection 3.5 (Exchange of Bonds).

The referenced Subsection 3.5 was added to the
Regents’ Rules and Re ions at the August 1969

U. T. Board of Regents’ meeting but is no longer
applicable. The accounting method for the recording
of bond exchanges as cited in that Subsection 3.5 is
not in accordance with current generally acceptable
accounting principles, The Office of Asset Manage-
ment prefers to record all future bond exchanges

as purchases and sales using the completed transac-
tion method. This method of accounting will assure
proper reccgnition of gains and/or losses on bond
aexchanges.



EXCERPT FROM TEE MINUTES

2. U, T. Board of Regents - Regents’ Rules and Requlations,
Part Two: Amendments to Chapter VI, Sectjon 5 (Workers’
ompensatj c ectio nem ent -
AUG 11 1904 ti suranc am) , --Approval was given to

amend the Regents’ Rules and Requlatjons, Part Two,
Chapter VI as set forth below:

a. Section 5 was amended to read as follows:
Sec. 5, W ars! Com satio surancge.

.1 Pursuant to Section 503.001 et seq.,
Texas Labor Code, a self~insured
System-wide Workers’ Compensation
Insurance (W.C.I.) Program will pro-
vide certain benefits for injuries
sustained in the course and scope of
employment.



b‘

The System Personnel Office, with
the assistance of other appropriate
System and component institution
offices, shall investigate injuries,

The component inastitutions shall be
responaible for reporting all work-
related injuries toc the System Per-
gsonnel Office. The System Personnel
Office shall file lost time injuries
and occupational diseases with the
Texas Workers’ Compensation Commis-
sion (TWCC).

The System Perscnnel Office shall
coordinate occupational safety and
health activities.

The Office of General Counsel shall
be responsible for a determination
on appeal of TWCC decisions.

A percentage of annual payroll, as
approved by the U. T. Board of
Regents, shall be get aside to fund
the Workers’ Compensation Insurance
Fund (W.C.I. Fund).

5.61 Each institutional chief
business officer shall be
responsible for the trans-
mission of amountsa to be
added to the W.C.I. Fund
for all salaries paid, as
instructed by the System
Personnel 0ffice, for
receipt into the W.C.I.

Fund ne later than 20 days
after the end of each month.

5.62 The W.C.I. Fund must be
deposited or invested in
the same manner as other
local institutional funds asg
specified in Part Two, Chap-
ter III, Section 4 of these
Rules and Requlations.

The Systen Personnel 0ffice shall be
responsible for processing all W.C.I.
claims for medical care and compensa-
tion.

The System Personnel Office shall
prepare an annual report for the

U. T. Board of Regents on the status
of the W.C.I. Fund.

Section 6 was amended to read as follows:

Unemployment Coppensation Insuyrance Pro-

Sec. &.

gram.
6.1

The System-wide Unemployment Compen-—
sation Insurance (U.C.I.) Program
will provide weekly benefits as
specified in Section 207.001 et seq.,

Texas Labor Code.
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6.2 The Unemployment Compensation Insur-
ance Fund {U.C.I. Fund) is estab-
lished by the U. T. Board of Regents
to be deposited or invested in the
same manner as other local institu-
tional funds as specified in Part
Two, Chapter III, Section 4 of these

e i . The System

Personnel Qffice shall administer

funding by assessment on all salary

sources other than State General

Revenue Funds as provided in Subsec-

tion 6.24 helow.

6.21 The System will reimburse
the State General Revenue
Fund from the U.C.I, Fund
for claims charge-backs paid
by the State Comptroller for
fermer employees paid from
funds other than State Gen-
eral Revenue Funds.

6.22 Claims charge-backs for
former employees paid from
State General Revenue Funds
shall be referred to the
State Comptroller for pay-
nment.

&.213 The U.C.I. Fund shall at
all times operate under
principles established by
the U. S. Department of
Health and Human Services.

€.24 Aassessment rates shall be
calculated to provide mini-
muzr U.C.I. Fund balance
fluctuations and maximum
rate stability. Each
institutional chief busi-
neas officer shall be
responsible for the trans-
mission of such assessed
amounts, as instructed by
the System Personnel Office,
for receipt into the U.C.T.
Fund no later than 20 days
after the end of the month.

6.25 Expenditures from the U.C.I.
Fund shall be limited to
direct costs in accordance
with Office of Management
and Budget Circular A-21.

6.3 The System Personnel Office, working
in coordination with appropriate
System and component institution
offices, shall administer the U.C.T.
Program and represent the Sygtem in
appeals to the Texas Employment Com-
mission (T.E.C.).

The amendments to Section 5 clarify the responsibility of
the employing component institution to initiate an injury
report and submit it to the System Personnel Office.

Section 6 was amended to remove outdated language regqgard-

ing the U.C.I. Fund balance. Editorial changes to both
sections clarify the rulesg and ensure uniformity,
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JUN -9 1994

2.

EXCERPT FROM THE MINUTES

U. T. System: Rescisgion of the Regental Policy State-
Regardi a nv . ment
nts’ Ru t

-=At the February 1986 meeting, the
U. T. Board of Regents adopted a policy statement regard-
ing investmentes in corporations doing business in or with
South Africa and denounced the appalling and repugnant
aystem of apartheid in South Africa. That Policy State-
ment, the Regents’ Rules and Recqulations, and certain
limitationa in the Permanent University Fund, the Common
Trust Fund, the Medical Liability Self-Insurance Fund,
and the Operating Funds investment quidelines were
adopted to assist in the dismantling of the system of
apartheid in South Africa,

The Policy Statement further provided for its amendment
upon the implementation of genuine reforms of the apart-
heid system. The transition to a multi-racial democracy
in South Africa, as evidenced by implementation of the
interim constitution on April 26, 1994, and the election
of Nelson Mandela as President on May 2, 1994, consti-
tutes definitive reform that demolishes the legal basis
of the apartheid systemn.

For this reason, the Board, upon recommendation of the
Asset Management Committee, took the following actions to
lift economic sanctions against South Africa:

a. Rescinded the February 1986 U. T. Board of
Regents’ Policy Statement reqgarding investments
in corporations doing business in or with South
Africa

b. In consonance with the above action, amended
the Regents’ Ruleg and Requlationg, Part Two,
Chapter IX, Section 3, Subsection 3.2 and Sub-
section 3.4, Subdivigion 3.43 to read as set
forth below:

3.2 Reports Regarding Aasset Management.

3.21 All purchases, sales, and exchanges
of investments shall be reported for
ratification by the Board via the
Docket.

3.22 The investment performance of the
PUF, as measured by an unaffiliated
organization, shall be reported to
the Regents’ Agset Management Commit-
tge at least annually.

3.23 The nature and extent of any invest-
ments in or business transacted with
any firm with which a member of The
University of Taexas System investment
staff is affiliated will be reported
to the Regents’ Asset Management Com-
mittee annually.




3.3 The Chancellor, the Vice Chancellor for Asset
Management, or the Executive Director for Fixed
Income Investments are each authorized to take
any and all steps as may be considered neces-
sary or advisable to protect the interest of
the PUF in event of default or any other sig-
nificant changes occurring with respect %o any
investment.

3.4 Policies with Respect to Stock Rights, Frac-
tional Shares, and Proxies.

3.41 Exercise of or sale of gtock rights
and warrants is to be made at the
discretion of the Chancellor, the
Vice Chancellor for Asset Management,
the Executive Director for Fixed
Income Investments, or the Portfolio
Managers. Stock rights or warrants
which arise in connection with funds
under control of an unaffiliated
investment manager shall be handled
by that manager at its discretion.

3.42 Fractional shares which arise in con-
nection with funds under control of
an unaffiljiated investment manager or
the System investment si{aff shall be
handled by that manager or the staff
at its discretion.

3.43 As a general rule, voting stocks held
are to be voted by returning proxies
to present management. When the
Portfolio Managers or the Manager -
Asset Strategy and Analysis deter-
mines that a vote with management
would not be in the shareholder’s
best financial interest, or when a
proposal under consideration is of a
social nature, the matter will be
referred to the Chancellor or the
Vice Chancellor for Asset Management,
or, in the event both of them are
absent, to the Chairman of the Asset
Management Committee.

Deleted from the Investment Guidelines sections
of the Permanent University Fund Investment
Policy statement, the Common Trust Fund Invest-
ment Policy Statement, the Medical Liability
Self-Insurance Fund Investment Policy Statement,
and the Operating Funds Investment Policy State-
ment the directive under "investment restric-
tions” which reads "No investments may be nade
in securities of the South African government,
its government agencies, or firms headquartered
in South Africa."

These investment policy statements, as amended
through June 9, 1994, are set forth in their
entirety on Pages - .

NOTE: Within thae Matexial Supporting the Agenda for

the June 1994 meeting, there was no regquest
to amend the Investment Guidelines section
of The University of Texas System Cperating
Funds Investment Policy Statement. However,
this policy statement is herewith included in
the Minutes to reflect the deletion of Item 2
under the ®*investment restrictions" related
to South African investmnents.
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In response to Regent Holmes’ inquiry as to what other
institutions were doing related to lifting economic
sanctions against South Africa, Vice Chancellor for Asset
Management Ricks reported that because of the recent
pelitical changes in that country, the Investor Responsi-~
bility Research Center, which monitors corporate policies
for institutional investors, found that nearly all of

the 50 best endowed colleges and universities in the
United States have removed most of their restrictions on
investing in South Africa.

Mr. Ricks noted that as of March 31, 19%4, only 47 public
pension funds continue to prohibit investments in South
Africa, down from about 180 pension funds in Septem-

ber 1993. He emphasized that there had been a universal
response to the call for lifting economic sanctions and
it was appropriate for the U. T. System to lift those
sanctions.

Chancellor Cunningham commented "I don’t think we’ll be

subject to any criticism over this action, but we would
be if we didn’t take this action.”
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PERMANENT UNIVERSITY FUND
NVESTM CY ST E

FUND CHARACTERISTICS

The Permanent University Fund is a perpetual endowment in
support of The University of Texas and The Texas A&M Univer-
51ty Systems. The Fund is authorized by the State Constitu-
tion and supplies resources in two ways:

1) Beneficiary univeraity systems may sell bonds up
to 30% of their share of the book value of the
Fund, secured and payable from a lien on their
portion of the cash income of the Fund. There-
fore, The University of Texas System and The
Texas A&M University System may sell bonds,
respectively, up to 20% and 10% of the book
value of the Fund.

2) <Cash incone in excess of debt service require-
ments is available for current expenditures
relating to academic enrichment and excellence
at The University of Texas at Austin and Texas
A4M University at College Station and Prairie
View A&M University.

The Fund was generated and is increased principally by oil and
gas royalties and lease bonuses from Permanent University Fund
Lands. Cash inflow to the Fund is subject to fluctuation due
to petroleum production, prices, and industry economics.

Since o0il and gas is depleting in nature and the Fund contin-
ues to grow from this source as well as appreciation of
investments, cash inflow over time will tend to decline as a
percentage of the value of the Fund.

The State Constitution reguires that all cash income of the
Fund consisting of interest and dividends on investments be
paid out. Therefore, only the appreciation of securities is
able to provide internal growth of the Fund.

RESPONSIBILITY AND MANAGEMENT OF THE FUND

The State Constitution vests fiduciary responsibility for the
Fund with the Board of Regents of The University of Texas
System. The Beard employs an investment and administrative
staff, headed by the Vice Chancellor for Asset Management.
Specific investment decisions are handlaed by the investment
staff as well as unaffiliated investment managers, who are
employed from time to time. The Board retains an Investment
Advisory Committee to provide counsel cencerning portfolio and
economic issues affecting the Fund.

ON < INT S

Menkers of the Board and the Investment Advisory committee are
frequently persons of wide-ranging business interests. There-~
fore, a prudent, independent investment decision process may
result in investments in firms or organizations with which a
member of the Board or the Investment Advisory Committee is
affiliated. Affiliation shall be interpreted within this
section to mean an employee, officer, director, or owner of
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five percent or more of the voting stock of a firm or organi-
zation. The investment staff or an unaffiliated investment
manager may invest in such securities. However, the following
restrictions shall apply:

. A member of the Board or the Investment Advisory
Committee shall not direct nor participate in the
decision to purchase or sell securities of a firm
with which such member is affiliated.

. Securities will not be purchased from or sold to
a member of the Board or the Investment aAdvisory
Committee.

. All members of The University of Texas System
investment and administrative staff must report
any affiliation with another firm or organization
to the Regents’ Asset Management Committee, On
an annual basis, the staff will report the nature
and extent of any investments in or business trans-
acted with such firms.

INVESTMENT OBJECTIVES

There are two primary investment objectives. One is to pro-
vide a continuing and dependable cash income stream, stable
and preferably growing in real terms, after giving effect to
inflation. The second is to cause the total value of the
Fund to appreciate over time.

The cash income requirement on the Fund is substantial and
continuocus. Income must be sufficient to provide debt service
coverage of all bonds payable from the Fund as well as provide
a residual income stream for academic enrichment progranms.

The Fund needs to appreciate to insure preservation of the
purchasing power of the Fund and also to satisfy the need for
income growth in the future.

Management of the Fund attempts to meet these cobjectives by
maximizing the return on the Fund’s investments, consistent
with an appropriate level of risk and subject to generation
of adequate current income. Additionally, the Fund shall be
diversified at all times to provide reasonable assurance that
investment in a single security, a class of securities, or
industry will not have an excessive impact on the Fund.

ASSET MIX

Asset mix is the primary determinant of Fund performance and
is the responsibility of the Regents’ Asset Management Commit-
tee. Asset mix may be changed from time to time based on

the economic and security market outlook as well as income
requirements.

In establishing asset mix, recognition of the role of various
clagses of investments will be considered. These include:

. The principal purpose of fixed income invest-
ments is to provide a dependable and predictable
source of income. Adequate bonds with low
enough book yield to meet arbitrage requirements
relating to debt secured and payable from the
Fund must be owned.

. Equity investments provide both current income
and growth of income, but their principal pur-
pose is to provide appreciation of the Fund.
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e Cash equivalent~short~term investments provide
current income, but their principal purpose is
to store purchasing power to fund longer term
investments. Cash inflow from Permanent Univer-
sity Fund lands is recognized as a continuing
source of Fund liquidity.

° Other investments, such as venture capital, real
estate and other privately placed investments,
would be undertaken to provide exceptional
returns to the Fund.

In order to meet the Fund’s investment objectives and in
recognition of the role of various classes of investments,
it shall be the pelicy to invest this Fund’s assets with
an annual average market value asset mix of each class of
investments within the following limits:

Long~Term
Minigum Maximup .Optimal
Unallocated funds 0% 10% 0%
Fixed income
securities(l) 30% 60% 45%
Equity securities(1l) 35% 60% 45%
Other investments(1) 0% 15% 10%

{1) Includes allocated cash and cash equivalents

PERFORMANCE GOALS

To accomplish the investment objectives for the Fund and
recognizing the critical role of asset mix, specific perfor-
mance goals exist for the total Fund as well as separate
categories of assets, Achievement of these goals is most
appropriately determined over a full market cycle time
period . . . generally four to five years.

Specific performance goals for the Fund are:

. compon Stocks - Performance equal to or greater
than the Standard & Poor’s 500 Index.

* Bonds - Performance equal to or greater than
the Shearson Lehman Government/Corporate Bond
Index or other appropriate bond index.

. Total Fund Return - Performance equal teo or
greater than that of other comparable funds.

Given the income requirements on the Fund, the performance
goal for fixed income securities (bondsa) is recognized as
imperfect and potentially inappropriate in situations where a
substantial and prolonged change in the market level of inter-
st rates occurs. A bond index is a useful comparative
device, but income protection, maturity control and portfelio
quality are other important performance indices as well as
critical elements of portfolio strategy. Active trading of
bonds iz necessary to prevent deterioration of portfolic
market value and may result in the realization of book losses
from time to time.

PERFORMANCE MEASUREMENT

The investment performance of the Fund will be measured by an
unaffiliated organization with recognized expertise in this
field and compared against the stated performance goals of the
Fund. Measurement will occur at least annually, and will be
used to evaluate the results of the total Fund, major classes
of investment agsets, and individual management organizations.
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The Fund must be invested at all times in strict compliance
with the State Constitution and other applicable law. The
primary and constant standard for making investment decisions
is the "Prudent Person Rule."

Investment restrictions include the following:

All investments must be U, 5. dollar denominated
unlesg held by an investment manager retained to
manage an international portfolio.

Commercial paper must be rated in the two highest
quality classes by Mcody’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 meet-
ing 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 Agreemants and Reverse Repurchase Agrea-~
ments must be with a domestic dealer selected by the
Federal Reserve as a primary dealer in U. S. Trea-
sury 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.
Investment policies of any unaffiliated liquid
investment fund must be reviewaed and approved by

the Vice Chancellor for Asset Management prior to
invegtment of Fund monies in such liquid investment
fund. No regquirement exists that such funds conform
to the above restrictions on money market instru-
ments.

Corporate bonds and preferred stocks must be rated

a minimum of Baa3 by Moody’s Investors Service, Inc.
or BEB- by Standard & Poor’s Corporation, respec-
tively, when purchased unless approved by the Vice
Chancellor for Asset Management. Bonds rated below
A3 or A- shall not constitute an excessive portion
of the total bond portfolio. Unrated honds or pre~
ferred stocks may be purchased prior to review by
the Asset Management Committee if, in the opinion

of the System’s investment staff, they are at least
egqual in guality to publicly offered securities
eligible for purchase. The cost of bonds or pre-
ferred stocks rated below Baal or BBB=-, unrated
bonds, and unrated preferred stocks which have been
purchased but have not been reviewed by the Asset
Management Committee may not exceed 1% of the book
value of the Fund.

The weighted average maturity of the fixed income
portfolio shall not exceed 17.5 years.

Less than five percent of the voting securities of a
corporation may be owned unless additjional ownership
is specifically authorized by the Vice Chancellor
for Asset Management.

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

No securities may be purchased on margin or lever-
age.

No transactions in short sales will be made.
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. Transactions in derivative instruments (other than
those received as part of an investment unit) must
be authorized by the Vice Chancellor for Agset Man-
agement and may occur only as part of a hedging,
asset allocation, or other program authorized by the
Asset Management Committee. For purposes of this
policy, derivatives shall be defined as any instru-
ment 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.

. Unaffiliated investment managers transacting solely
within their assigned assets:

- shall hold no more than 25% of their man-
aged portfolio in any one industry at cost
unless the manager was retained to concen-
trate in an industry or industries,

- shall hold ne more than 10% of their man-
aged portfolio in the securities of one
corporation at cost.

- shall not hold investment in real estate,
partnerships, and other such illiquid
assets unless retained to manage this type
of asset and shall hold no more than 10%
of their managed portfolioc at cost in any
other asset category different than the
type they were raetained to manage. Short-
tern liquid investments are excluded from
this limitation. Convertible securities
are considered to be equity equivalents
for purposes of this restriction.

- shall hold no securities traded only in
foreign markets unless they were retained
to manage an international portfolio.

NVES N F S

Unaffiliated investment managers may be hired from time to
time to provide the Fund with increased diversity through
their unique style and approach to investing. Their purpose
is to improve the Fund‘s return and to alter its volatility.
Other than as limited by this Policy sStatement, investment
managers shall have complete investment discretion. In addi-
tion to performance, investment managers shall be monitored
for adherence to their investment style and shall ke available
as reasonably requested for open communication with the Boara
and The University of Texas System’s investment and adminis-
trative staff.

FUND ADMINISTRATION

Administration of the Fund is recognized as vital to Fund
stability and fulfiliment of objectives. Areas of emphasis
shall include record keeping, internal controls, protection
of assets, cash management and processing efficiency.

Transaction and accounting records shall be complete and
prepared on a timely basis with consideration at all times
to the adequacy of an audit trail.

Internal controls will assure responsible separation of duties

and diminish the real and prospective burden on individual
employees,
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Custody of the Fund’s assets shall be in compliance with
applicable law and arranged to provide as much security, trad-
ing speed and flexibility as possible. Adeguate insurance
levels will be maintained by any custodian or transportation
agent employed by the Fund,

The daily cash position will be monitored to insure that non-
interest bearing cash is wminimized. The collection time of
all dividend and interest payments will be accelerated to the
extent possible.

Operational efficiency is imperative, and computer capabil-
ities shall be extensively used to reduce manual processing
and duplication of activities.

System investment and administrative staff will conduct busi-
ness for the Fund with organizations which, after review, are
believed to axercise professional integrity and have financial
substance judged adeguate in light of the size and nature of
the business involved. NRormal business entertainment of the
staff is recognized as a customary medium for conducting this
type of business. Acceptance of material gifts from unaffili-
ated vendors is prohibited.

Additionally, transactions to purchase or sell securities
shall be entered inte on the basis of "best execution," which
nornmally means best realized net price for the security.
Commissions may be paid for investment services rendered to
the Fund including securities research.

INVESTOR RESPONSIBILITY

The Fund supports higher education, which has a special and
unique role in society. It follows that, subject to the
"prudent Person Rule," investment of the Fund must be sensi-
tive to major issues affecting its constituency including the
State of Texas and supporters of higher education.

As a significant shareholder, the Fund has the right to a
voice in corporate affairs consistent with those of any share-
holder. These include the right and obligation to vote prox-
ies in a manner consistent with the unique role and mission of
higher education as well as for the economic benefit of the
Fund.

The primary basis for all investment decisions is the "Prudent

Parson Rule" (see Investment Gujdelines). The Fund shall not

be invested to achieve temporal benefits for any purpose
including use of its economic power to advance social or
political purposes.
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COMMON TRUST FUND
NV OLICY STATEMEN

UN c ST

The Common Trust Fund was established by the Board of Regents
to allow for the poolad investment of privately-sourced endow-
ment and trust funds held by The University of Texas System or
by the U, T. Board of Regents in a fiduciary capacity. These
endowment and trust funds are collectively invested to enhance
the diversification of the assets held and to streamline
investment and administrative operations.

The endowment and trust funds were givan to provide a perna-
nent funding source to support specified academic and enrich-
ment programs at donor-designated components of The University
of Texas System. The principal of these funds may not be
spent, and therefore only cash income earned on investments is
available for distribution. Internal growth of the Fund may
occur through capital appreciation or retention of income in
excess of distributions.

SPO AN N

Fiduciary responsibility for the Fund rests with the Board of
Regents of The University of Texas System. The Board employs
an investment and administrative staff, headed by the Vice
Chancellor for Asset Management. Specific investment deci-
sions are handled by the investment staff as well as unaffili-
ated investment managers, whe are employed from time to time.
The Board retains an Investment Advisory Committee to provide
counsel concerning portfolio and economic issues affecting the
Fund.

CONFLICT OF INTEREST

Members of the Board and the Investment Advisory Committee are
frequently persons of wide-ranging business interests. There-
fore, a prudent, independent investment decision process may
result in investmente in firms or organizations with which a
member of the Board or the Investment Advisory Committee is
affiljated. Affiliation shall be interpreted within this
section to mean an employee, officer, director, or owner of
five percent or more of the voting stock of a firm or organi-
zation. The investment staff or an unaffiliated investment
manager may invest in such securities. However, the following
restrictions shall apply:

- A member of the Board or the Investment Advisory Com~
mittee shall not direct nor participate in the deci-
sion to purchagse or sell securities of a firm with
which such member is affiliated,

- Investments will not be purchased from or sold to a
member of the Board or the Investment Advisory Com-
nittee.

. All members of The University of Texas System invest-

ment and administrative staff must report any affilia-
tion with another firm or organization to the Regents’
Asset Management Committee. ©On an annual basis the
staff will report the nature and extent of any invest-
ments in or business transacted with such firms.
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S T QBJ VES

There are two primary investment objectives. One is to pro-
vide a continuing and dependable cash payout, stable and
preferably growing in real terms, after giving effect to
inflation. The second is to cause the total value of the Fund
to appreciate, over time, exclusive of growth derived from
donations.

The cash payout requirement on the Fund is substantial and
continuous. Income must be sufficient to provide an adequate
cash stream for the davelopment of excellence and distinction
in the academic programs of the System. In addition, the Fund
needs to appreciate to insure preservation of the purchasing
power of tha Fund and also to satigfy tha need for payout
growth in the future.

Management of the Fund attempts to meet these objectives by
maximizing the return on the Fund’s investments, consistent
with an appropriate level of risk and subject to generation
of adequate current income. Additionally, the Fund shall be
diversified at all times to provide reasonable assurance that
investment in a single security, a class of securities, or
industry will not have an excessive impact on the Fund.

ASSET MIX

Asset mix is the primary determinant of Fund performance and
is the responsibility of the Regenta’ Asset Management Commit-
tee. Asset mix may be changed from time to time based on the
economic and security market outlook as well as incone
requirements.

In establishing asset mix, recognition of the role of various
classes of investments will be considered. These include:

. The principal purpose of fixed income investments is
to provide a dependable and predictable source of
incame.

. Equity investments provide both current income and

growth of income, but their principal purpose is to
provide appreciation of the Fund.

. cash equivalent-short-term investments provide current
income, but their principal purpose is to store pur-
chasing power to fund longer term investments.

. Oother investments, such as venture capital, real
estate and other privately placed investments, would
be undertaken to provide exceptional returns to the
Fund.

In order tc meet the Fund’s investment objectives and in
recognition of the role of various classes of investments, it
shall be the policy to invest this Fund’s assets with an
annual average market value asset mix of each class of invest-
ments within the following limits:

Long-Term
Minimum Maximum _Optimal
Unallocated funds 0% 10% 1111
Fixed income
securities (1) 30% 60% 40%
Equity securities(l) 35% 60% 50%
Other investments(l) 0% 15% 10%

(1) Includes allocated cash and cash equivalents
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PER CE GO

To accomplish the investment objectives for the Fund and
recognizing the critical role of asset wix, specific perfor-
mance goals exist for the total Fund as well as separate
categories of assets. Achievement of these goals is most
appropriately determined over a full market cycle time
period . . . generally four to five years.

Specific performance goals for the Fund are:

than the .
. Bonds - Performance equal to or greater than the
el il =4l = pini=3q DL POL S B DONG FleL-p,
or other appropriate bond index.
L] Total Fund Return - Performance equal to or
greater than that of other comparable funds.

L compon Stocks - Performance equal to or greater
standard & Poor’s 500 Ipdex

Given the income requirements on the Fund, the performance
geal for rfixed income securities (bonds) is recognized as
imperfect and potentially inappropriate in situations where a
substantial and prolonged change in the market level of inter-
aest rates occurs. A bond index is a useful comparative
device, but income protection, maturity control and portfolio
guality are other important performance indices as well as
critical elementg of portfolio strategy. Active trading of
bonds is necessary to prevent deterioration of portfolio
market value and may result in the realization of book losses
from time to time.

PERFORMANCE MEASUREMENT

The investment performance of the Fund will be measured by an
unaffiliated organization with recognized expertise in this
field 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 management organizations.

INVESTMENT GUIDELINES

The Fund must be invested at all times in strict compliance
with the Texas Trust Code (Subtitle B, Title 9, Texas Property
Code) and other applicable law. The primary and congtant
standard for making investment decisions is the "Prudent
Person Rule."

Investment restrictions include the following:

. All investments must be U, S. dollar denominated
unless held by an investment manager retained to
manage an international portfolio.

° Commpercial paper must be rated in the two highest
gquality classes by Moody’s Investors Service, Inc.
(P1 er P2) or Standard & Poor’s Corporation
(Al or Az).

. Negotiable certificates of deposit must be with a
bank that is associated with a holding company meet-
ing 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.
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Repurchase Agreements and Reverse Repurchase Agree-
nents must be with a domestic dealer selected by the
Federal Reserve as a primary dealer in U. 8. Trea-
sury 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.
Investment policies of any unaffiliated ligquid
investment fund must be reviewed and approved by
the Vice Chancellor for Asset Management prior to
investment of Fund monies in such liquid investment
fund. No requirement existg that such funds conform
to the above restrictions on money market instru-
ments.
Corporate bonds and preferred stocks must be rated
a minimum of Baa3 by Moody’s Investors Service, Inc.
or BBB~ by Standard & Poor’s Corporation, respec-
tively, when purchased unless approved by the Vice
Chancellor for Asset Management. Bonds rated below
A3 or A- shall not constitute an excessive portion
of the total bond portfolio. Unrated bonds or pre-—
ferred stocks may be purchased prior to review by
the Asset Management Committee if, in the opinion
of the System’s investment staff, they are at least
egual in quality to publicly offered securities
eligible for purchase. The cost of bonds or pre~-
ferred stocks rated below Baal or BBB-, unrated
bands, and unrated preferred stocks which have been
purchased but have not been reviewed by the Asset
Management Committee may not exceed 1% of the book
value of the Fund.
Less than five percent of the voting securities of a
corporation may be owned unless additional ownership
is specifically authorized by the Vice Chancellor
for Asset Management.
No securities may be purchased or held which would
jeopardize the Fund’s tax-exempt status.
No securities may be purchased on margin or lever-
agea.
No transactions in short sales will be made.
Transactions in derivative instruments {other than
those received as part of an investment unit) must
be authorized by the Vice Chancellor for Asset Man-
agement and may occur only as part of a hedging,
asset allocation, or other pregram anthorized by the
Asset Management Committee. For purposes of this
policy, derivatives shall be defined as any instru-~
ment 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
forwvard, futures, swap, cap, floor, option, and
other applicable contracts.
Unaffiliated investment managers transacting solely
within their assigned assets:
- shall hold no more than 25% of their man-~

aged portfelio in any cone industry at cost

unless the manager was retained to concen-

trate in an industry or industries.
- shall heold no more than 10% of their man-

aged portfolio in the securities of one

corporation at cost.
- shall not hold investment in real estate,

partnerships, and other such illiquid

assets unless retained to manage this type

of asset and shall hold no more than 10%

of their managed portfolio at cost in any
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other asset category different than the type
they were retained to manage. Short-term
liquid investments are excluded from this
limitation. Convertible securities are
considered to be equity equivalents for
purposes of this restrijction,

- shall hold no securities traded only in
foreign markets unless they were retained
to manage an international portfolio.

INVESTMENT MANAGEMENT FIRMS

Unaffiliated investment managers may be hired from time to
time to provide the Fund with lncreased diversity through
their unique style and approach to investing. Their purpose
is to inprove the Fund’s return and to alter its volatility.
Other than as limited by this Policy Statement, investment
managers shall have complete investment discretion. In addi-
tion to performance, investment managers shall be monitored
for adherence to their investment style and shall be available
as reascnably requested for open communication with the Board
of Regents and The University of Texas System’s investment and
administrative staff.

FUND APMINISTRATION

Administration of the Fund is recognized as vital to Fund
stability and fulfillment of objectives., Areas of emphasis
shall include record keeping, internal controls, protection
of assets, cash management and processing efficiency.

Transaction and accounting records shall be complete and
prepared on a timely basis with consideration at all times
to the adeguacy of an audit trail.

Internal controls will assure responsible separation of duties
and diminish the real and prospective burden on individual
employees.

Custody of the Fund’'s assets shall be in compliance with
applicable law and arranged to provide as much security, trad-
ing speed and flexibility as possible. Adeguate insurance
levels will be maintained by any custedian or transportation
agent employed by the Fund.

The daily cash position will be monitored to insure that non-
interest bearing cash is minimized. The collection time of
all dividend and interest payments will be accelerated to the
extent possible.

Operational efficiency is imperative, and computer capabili-
ties shall be extensively used to reduce manual processing and
duplication of activities,

System investment and administrative staff will conduct busi-
negs for the Fund with organizations which, after review, are
believed to exercise professional integrity and hawve financial
substance judged adegquate in light of the size and nature of
the business involved. Normal business entertainment of the
staff is recognized as a customary medium for conducting this
type of business. Acceptance of material gifts from unaffili-
ated vendors is prohibited.
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'Additionally, transactions to purchase or sell securities
shall be entered into on the basis of "best execution," which
normally means best realized net price for the security.
Commissions may be paid for investment services rendered to
the Fund including securities research.

INVESTOR RESPONSIBILITY

The Fund supports higher education, which has a special and
unique role in society. It follows that, subject to the
“Prudent Person Rule,” investment of the Fund must be sensi-
tive to major issues affecting its constituency including the
State of Texas and supporters of higher education.

As a significant shareholder, the Fund has the right to a
voice in corporate affairs consistent with those of any share-
holder. These include the right and obligation to vote prox-
ies in a manner consigstent with the unigue role and mission of
higher education as well as for the economic benefit of the
Fund.

The primary basis for all investment decisions is the "Prudent

Person Rule" (see Investment Guidelines). The Fund shall not
be invested to achieve temporal benefits for any purposa
including use of its economic power to advance social or

political purposes.
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NVESTME CY ST T

FUND CHARACTERISTICS

The University of Texas System Professional Medical Liability
Self-Insurance Plan, authorized by Chapter 59 of the Texas
Education Code went into effect on April 1, 1977, to provide
malpractice insurance coverage for staff physicians, medical
students, residents, and fellows at the U. T. System health
components. The Self-Insurance Plan’s assets, excluding the
assets held in an operating account, constitute the "Medical
Liability Self-Insurance Fund." Internal growth of the Fund
may occur through capital appreciation and retention of income
in excess of settlement payments.

RESP B T E H

Fiduciary responsibility for the Plan and the Fund rests with
the Board of Regents of The University of Texas System.
Pursuant to the Board of Regents Order of April 15, 1977, and
the Regents’ Rules and Requlations, the Office of General
Counsel administers the Plan. As administrator of the Plan,
the Office of General Counsel has the responsibility for
interpretation and implementation of the Plan; investigation
of all medical malpractice claims; decisions regarding the
trial or settlement of claims; retention of outside defense
counsel for malpractice litigation; selection of insurance
actuaries and consultants to review and make recommendations
regarding premium changes, reserve procedures, and loss expe-
riences; coordinating and participating in all risk management
programs at health components; and performing such other
functions as are appropriate for administration of the Plan.
The Office of Business Affairs has responsibility for the
accounting for the Plan, the Plan’s operating account monies,
and the cash receipts and disbursements of the Plan.

The Office of the Vice Chancellor for Asset Management admin-
isters the investment of the Self-Insurance Fund. Specific
investment decisions are handled by the investment staff of
the Asset Management Office as well as unaffiliated investment
managers, who are employed from time to time. The Board
retains an Investment Advisory Committee to provide counsel
concerning portfolio and economic issues affecting the Fund.

CONFLICT OF INTEREST

Members of the Board and the Investment Advisory Committee are
frequently persons of wide-ranging business interests. There-
fore, a prudent, independent investment decision process may
result in investments in firms or organizations with which a
member of the Board or the Investment Advisory Committee is
affiliated. Affiliation shall be interpreted within this
section to mean an employee, officer, director, or owner of
five percent or more of the voting stock of a firm or organi-
zation. The investment staff or an unaffiliated investment
manager may invest in such securities. However, the following
restrictions shall apply:

. A member of the Board or the Investment Advisory
Committee shall not direct nor participate in the
decision to purchase or sell securities of a firm
with which such member is affiliated.

» Investments will not be purchased from or sold to a
nenber of the Board or the Investment Advisory Com-
mittee.

L All members of The University of Texas Systenm

investment and administrative staff must report any
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arfiliation with another firm or organization to the

Regents’ Asset Management Committee. On an annual

bagis the staff will report the nature and extent of

;FY investments in or bhusiness transacted with such
irms.

ANVESTMENT OBJECTIVES

The primary investment objective is to appreciate thae total
value of the Fund, over time, through capital appreciation and
income generation. Management of the Fund attempts to meet
this objective by maximizing the return on the Fund’s invaest-
ments, consistent with an appropriate level of risk and sub-
ject to maintaining adequate cash eguivalent-short-term
investments to meet potential near-term settlement payments.
Additionally, the Fund shall be diversified at all times to
provide reasonable assurance that investment in a single
security, a class of securities, or industry will not have

an excessive impact on the Fund.

ASSET MIX

Asset mix is the primary determinant of Pund performance and
is the responsibility of the Regents’ Asset Management Commit-~
tee. Asset mix may e changed from time to time based on the
economic and security market outlook.

In establishing asset mix, recognition of the role of short-
term investments must be considered. Cash equivalent-short-
term investments provide current income, but their principal
purposes are to store purchasing power to fund longer term
investnents and to store the ability to meet potential near-
term settlement payments. In order to insure that the Fund is
able to meet settlement payments without suffering principal
exposure, the following levels of short-term investments will
be maintained:

L A minimum of 2 times the Aifference between the
maximum and the minimum amount to be maintained in
the operating account will be held in cash eguiva-
lent-short-term investments.

- A minimum of .50 times the total of the reserves for
legal expenses plus the reserves for claim liabil-
ities will be held in investments with a maturity of
8ix months or less,.

Equity, fixed income, and other investments will be held
based on their potential risk-adjusted total return.

In order to meet the Fund’s investment objectives and in
recognition of the role of various classes of investments, it
shall be the policy to invest this Fund’s assets with an
annual average market value asset mix of each class of invest-
ments within the following limits:

Long~Term
Minj . rptimal
Unallocated funds (1) 15% 5%
Fixed incoma
securities(2) 30% 60% 40%
Equity securities(2) 35% 60% 50%
Other investments(2) 0% 10% 5%

(1) As calculated based on the short-term investment minimum
requirements established above
(2) 1Includes allocated cash and cash eguivalents
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P CE GOALS

To accomplish the investment objectives for the Fund and
recognizing the critical role of asset mix, specific perfor-
mance goals exist for the total Fund as well as separate
categories of assets. Achievement of these goals is most
appropriately determinad over a full market cycle time
period . . . generally four to five years.

Specific performance goals for the Fund ara:

. Common Stocks - Performance equal to or greater

than the Standard & Poor’s $00 Index.
L Bonds - Performance equal to or greater than the
arso v e

or other appropriate bond index.
. Total Fund Return - Performance egual to or greater
than that of other comparahle funds.

Active trading of bonds is necessary to prevent deterioration
of portfolio market value and may result in the realization of
boock losses from time to time.

F Cc EN

The investment performance of the Fund will be measured by an
unaffiliated organization with recognized expertise in this
field, and compared against the stated investment objectives
of the Fund. Such measurement will occur at least annually,
and will contain data on the results of the total Fund, major
classes of investment assets, and individual management orga-
nizations.

ANVESTMENT GUIDELINES

The Fund must be invested at all times in strict compliance
with the Texag Trust Cgde (Subtitle B, Title 9, Texas Property
Code) and other applicable law. The primary and constant
standard for making investment decisions is the "Prudent
Person Rule."

Investment restrictions include the following:

* all investments must be U. §. dollar denominated
unless held by an investment manager retained to
manage an international portfolio.

. 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 mesat-
ing the commercial paper rating criteria specified
above or that has a certificate of deposit rating
of 1 or hetter by Duff & Phelps.

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

* Repurchase Agreements and Reverse Repurchase Agree-
ments must be with a domestic dealer selected by the
Federal Reserve as a primary dealer in U. 5. Trea-
sury 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.

. Investment policies of any unaffiliated liquid
investment fund nmust be reviewed and approved by the
Vice Chancellor for Asset Management prior to
investment of Fund monies in such liquid investment
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fund. No regquirement exists that such funds conform
to the above restrictions on money market instru~
ments.
Corporate bonds and preferred stocks must be rated
a minimum of Baa3 by Moody’s Investors Service, Inc.
or BBB- by Standard & Poor’s Corporation, respec-
tively, when purchased unless approved by the Vice
Chancellor for Asset Management. Bonds rated below
A3l or A- shall not constitute an excessive portion
of the total bond portfolio. Unrated bonds or pre-
ferred stocks may be purchased prior to review by
the Asset Management Committee if, in the opinion
of the System’s investment staff, they are at least
equal in quality to publicly offered securities
eligible for purchase. The cost of bonds or pre-
ferred stocks rated below Baal or BBB-, unrated
bonds, and unrated preferred stocks which have been
purchased but have not been reviewed by the Asset
Management Committee may not exceed 1% of the book
value of the Fund.
Less than five percent of the voting securities of a
corporation may be owned unless additional ownership
is specifically authorized by the Vice Chancellor
for Asset Management.
No securities may be purchased or held which would
jeopardize the Fund’s tax-exempt status.
No securities may be purchased on margin or lever-
age.
No transactions in short sales will be made.
Transactions in derivative instruments (other than
those received as part of an investment unit) must
be authorized by the Vice Chancellor for Asset Man-
agement and may occur only as part of a hedging,
asset allocation, or other program authorized by the
Asset Management Committee. For purposes of this
policy, derivatives shall be defined as any instru-
ment 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.,
Unaffiliated investment managers transacting solely
within their assigned assets:
- shall hold no more than 25% of their man-

aged portrolic in any one industry at cost

unless the manager was retained to concen-

trate in an industry or industries.
- shall hold no more than 10% of their man-

aged portfolio in the securities of one

corporation at cost.
- shall not hold investment in real estate,

partnerships, and other such illiguid

assets unless retained to manage this type

of asset and shall hold no more than 10%

of their managed portfolic at cost in any

other asset category different than the

type they were retained to manage. Short-

term liquid investments are excluded from

this limitation. Convertible securities

are considered to be equity equivalents

for purposes of this restriction.
- shall hold no securities traded only in

foreign markets unless they were retained

to manage an international portfolio.
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INVESTMENT AGEME FI

Unaffiliated investment managers may be hired from time to
time to provide the Fund with increased diversity through
their unigque atyle and appreach to investing. Their purpose
is to improve the Fund’s return and to alter its volatility.
Other than as limited by this Policy Statement, investment
managers shall have complete investment discretion. In addi-
tion to performance, investment managers shall be monitored
for adherence to their investment style, and shall be avail-
able as reasonably requested for open communication with the
Board of Regents and The University of Texas System’s invest-
ment and administrative staff.

FUND ADMINISTRATION

Administration of the Fund is recognized as vital to Fund
stability and fulfillment of objectives. Areas of emphasis
shall include record keeping, internal controls, protection
of assets, cash management and processing efficiency.

Transaction and accounting records shall be complete and pre-
pared on a timely basis with consideration at all times to the
adequacy of an audit trail.

Internal controls will assure responsible separation of duties
and diminish the real and prospective burden on individual
employees,

Custody of the Fund’s assets shall be in compliance with
applicable law and arranged to provide as much security, trad-
ing speed and flexibility as possible. Adegquate insurance
levels will be maintained by any custodian or transportation
agent employed by the Fund.

The daily cash position will be monitored to insure that non-
interest bearing cash is minimized. The collection time of
all dividend and interest payments will be accelerated to the
extent possible.

Operational efficiency is imperative, and computer capabil-
ities shall be extensively used to reduce manual preocessing
and duplication of activities,

System investment and administrative staff will conduct busi-
ness for the Fund with organizations which, after review, are
believed to exercise professional integrity and have financial
substance judged adequate in light of the size and nature of
the business involved. Normal business entertainment of the
gstaff is recognized as a customary medium for conducting this
type of business. Acceptance of material gifts from unaffil-
iated vendors is prohibited.

Additionally, transactions to purchase or sell securities
shall be entered into on the basis of "best execution," which
normally means best realized net price for the security.
Commissions may be paid for investment services rendered to
the Fund including securities research.

NVESTOR RESPQ LITY

The Fund provides financial support to activities related to
higher education institutions which have a special and unigue
role in society. It follows that, subject to the "Prudent
Person Rule," investment of the Fund must be sensitive to
major issues affecting its constituency including the State of
Texas and supporters of higher education.
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As a significant shareholder, the Fund has the right to a
voice in corporate affairs consistent with those of any share-
holder. These include the right and obligation to vote prox-
ies in a manner consistent with the unique role and mission of

higher education as well as for the economic benefit of the
Fund.

The primary basis for all investment decisions is the "Prudent
Person Rule" (see Investment Gujdelines). The Fund shall not
be invested to achieve temporal benefits for any purpose
including use of its economic power to advance social or
political purposes.
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2COPE

This investment policy statement shall govern the investment
of institutional funde, as defined by Sections 51.008 and
51.009 of the Texag Educatjon Code, under the control of The
Universlty of Texas System and its component institutions,
excluding the following funds:

a. Endowment funds and funds functioning as
endowments, trust funds, and agency funds
administered by the Office of Asset Man-
agement

b, Medical Liability Self-Insurance Fund
authorized by Chapter 59 of the Texas Edu-
cation Code administered by the Office of
Asset Management

C. Investment income related to endowment
funds and funds functioning as endowments,
trust funds, agency funds and the self-
ingurance fund in b. above as long as such
income remaine administered by the Office
of Asset Management.

Funds governed by this investment policy statement shall
hereinafter be referred to as "operating funds." Nothing in
this investment policy statement shall be construed to limit
the holding, management, or sale of non-cash gifts or beguests
by The Univergity of Texas System and its component institu-
tions.

BACKGRQUND

The investment of operating funds under the control of compo-
nent institutions of The University of Texas System is gov~-
erned by the following statutes:

a. Section 51.0031 of the Texas Education Code,

and

b. The Public Funds Investment Act of 1987

(Article 842a-2, Texas Revised Civijl Statutes
Annotated), as amended.

This policy is written in compliance with Section 5 of the
Public Funds Investment Act of 1987 which reqguires that
investments be made in accordance with written policies
approved by the governing body of an institution of higher
education,

INVESTMENT OBJECTIVE

The primary objective of the operating funds investment pro-
gram is to generate a high rate of income and secondly to
produce capital appreciation when consistent with the reason-
able preservation of principal and the maintenance of adequate
liquidity. Within the exposure limits contained herein,
investments shall be diversified among authorized investment
categories and issuers in order to minimize portfolic risk
for a given level of expected return. Volatility of interest
rates is expected and, therefore, periodic maturities of por-~
tions of each portfelio afford opportunities to restructure
portfolios through yield and maturity adjustment.
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ANVESTMENT GUIDELINES

Investment restrictions include the following:

1.

2'

10.

11-

All investments must be U. $. dollar denomi-
nated.

Commercial paper must be rated in the two
highest guality classes by Moody’s Inves-
tors Service, Inc. (Pl 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 certifi-
cate of deposit rating of 1 by Duff &
Phelps.

Repurchase Agreements and Reverse Repur-
chase Agreements shall conform to the
Repurchase Agreement Investment Guidelines
as approved by the Operating Funds Advi-
sory Board.

All investments in bonds or other evidence
of indebtedness shall be issued by or
guaranteed by the U. S. government or

U. S. government agencies or instrumental-
ities except for the securities listed in
restrictions 2, 3, 4, and 5 abave.

No preferred or common stocks or other
ownership interests or securities convert-
ible into ownership interests may be pur-
chased.

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

No securities may be purchased on margin
or leverage.

No transactions in short sales will be
made.

Transactions in derivative instruments
(other than those received as part of an
investment unit) must be authorized by the
Vice Chancellor for Asset Management and
may occur only as part of a hedging, asset
allocation, or other program authorized by
the Operating Funds Advisory Board and the
Asset Management Committee. For purposes
of thig policy, derivatives shall be
defined as any ingtrument whose value is
derived, in whole or part, from the value
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of any one or more underlying assets, or
index of assets (such as stocks, bonds,
commodities, interest rates, and curren-
cies) and evidenced by forward, futures,
swap, cap, floor, option, and other appli-

cable contracts. (See Secretarv’s Note on
Page 216.)

12. Any unaffiliated liquid investment fund
must be raviewed and approved by the Vice
Chancellor for Asset Management and the
Funds Advisory Board prior to investment
?t gund nonies in such liguid investment

und.

BIDS

Invegtments in bank common trust funds may be made only after
oral or written competitive bids have been soclicited from at
least three banks located within Texas. Investments in bank
and S&L certificates of deposits may be made after electronic,
oral or written bids have been solicited.

INVESTMENT MANAGEMENT

Overall fiduciary responsibility for the investment of operat-
ing funds resides with the U. T. Board of Regents. U. T.
System component institutions shall be responsible for the
allocation of investments between eligible money market funds,
collateralized bank and S&lL certificates of deposit and the
Operating Funds Short/Intermediate Term Fund {("the Fund")
subject to prescribed limite for each U. T. System component
institution. The Fund shall be managed per the terms of the
Fund Information Memorandum and governed by a nine-nember
Advisory Board (“Operating Funds Advisory Board") consisting
of representatives from U, T. Systea component institutions
and System Administration. The Operating Funds Advisory Board
shall approve investaent policy, selection and evaluation of
the Fund investment manager and other Fund agents and annual
Fund budgets. Fund portfcolio management shall be the respon-
sibility of the Office of Fixed Inccme Investments for an
initial period of five years from the creation of the Fund.
The Fund shall be administered on a day~to-day basis by the
Office of Asgpet Management.

REPORTING

Component business officers shall be responsible for trans=
mitting all necessary information to the Office of Asset
Management in order to permit pericodic reporting by System
Administration to the Board concerning portfolio balances and
vields for individual components and for the U. T. Systea as
a whole,

STANDARD OF CARE

Investments should be made with judgement and care, under
circumetances then prevailing, that persons of prudence,
discretion and intelligence exercige in the management of
their own affairs, not for speculation, but for investment,
considering the probable safety of their capital as well as
the probable income to be derived.
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FFE VE DATE

This policy shall be effective concurrent with the establish-
ment of the Fund and shall remain in effect until amended or
revoked by the U. T. Board of Regents.

gecretary’s Note: At the April 1994 meeting, the U, T. Boarad
of Regents amended the Investment Guidelines section of the
Permanent University Fund, Common Trust Fund, and Medical
Liability Self-Insurance Fund Investment Policy Statements to
allow for the use of derivative instruments in the management
of these funds. In reviewing the records, it was determined
that these amendments would also be applicable to The Univer-
sity of Texas System Operating Funds Investment Policy State-
ment. To correct that inadvertent oversight, Item 11 under
the Investment Guidelines section of the U. T. System Operat-
ing Funds Investment Policy Statement above is amended to
conform to the April 1994 Board action.
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EXCERPT FROM THE MINUTES

tion 2.3 (Inventories), Section 3, Subsection 3.6 (Motor
Yehicles}, Section 7 {Telephones), and Section 10, Sub-
s j 0.6 and 10 itio a and
Unclaimed Persona) Property),—--Upon recommendation of
the Business Affairs and Audit Committee, the Board
amended the Regents’ Ruleg and Requlations, Part Two,
Chapter VII, Section 2, Subsection 2.3 (Inventories),
Section 3, Subsection 3.6 (Motor Vehicles), Section 7
(Telephones)}, and Section 10, Subsections 10.6 and 10.7
(Disposition of Abandoned and Unclaimed Personal Prop-
erty) to read as set forth below:

Sec. 2. Inventorjes.

2.3 Inventories as of August 31 include
all equipment on hand as defined by
the General Services Commission under
the State Purchasing and General Ser-~
vices Act. 1Items that are worn out
or discarded shall be deleted in
accordance with the regulations of
the General Services Commission.

Sec. 3. Vehi S.

3.6 Each component institution shall be
cognizant of and render reports on
operation of motor vehicles as
required by the current Appropria-
tions Act.

Sec., 7. Telephoneg.~-The director of information ser-
vices, the director of physical plant, the
chief business afficer, or other perscn desig-
nated by the chief administrative officer
shall be responsible for the installation of
telephones and the administration of all tele-
phone facilities. Personal toll calla shall
not be charged to institutional telephones.
Charges for telephones and toll calls shall
be pursuant to approved institutional policy
included in the Handbook of Operating Proce-
dures.

Sec. 10. i clai er-

sonal Property.

10.6 Vehicles that are abandoned and
unclaimed will be disposed of in accor-
dance with Section 365.001 et seq. of

the Texas Health and Safety Code.

10.7 Prugs in the possession of any compo-~
nent institutional police department
vill be disposed of in the manner
prescribed by Section 483.074 of the
iexag Health and Safety Code (the
Texas Dangerous Drugs Act) and by Sec-
tions 481.158 and 481.159 of the Texasg

Health and Safety Code (the Texas Con-
troclled Substances Act).




DEC -7 1993

2.

EXCERPT FROM THE MINUTES

egentsg - nts’ Ru and tions
ar; Two: Anmen mggts to ghapggr ITI, Section 4, Subsec~-
tion 4.1, sSubdivisio Loca stitutiona unds

Approval was granted to amend the Regents’ Rules and
Regulatjons, Part Two, Chapter III, Section 4, Subsec-
tion 4.1, Subdivision 4.11 to read as set forth below:

Sec, 4. nstj iona u .

4.1 All institutional funds not required to

be deposited in the State Treasury must be

deposited in official depository banks for

safekeeping or invested as specified by
law and by the applicable Ruyles and Requ-
lations, Business Procedure Memoranda

and Investment Policy Statements.

4.11 Funds held in demand deposits,
time deposits, or non-negotiable
certificates of deposit shall be
deposited or invested only in
banks with which the Board has a
depository agreement. Deposi-
tory and custody agreements may
be negotiated and executed by
the Vice Chancellor for Asset
Management or the Executive Vice
Chancellor for Business Affairs
when such depository agreements
are in substantially the same
form as a standard depository
agreement approved by the Board
or, for other agreements, in a
form approved by the Office of
General Counsel and are with
banks meeting the then current
pelicles of the Board. Each
chief administrative officer and
chief business officer of a com-
ponent institution or the Execu-
tive Vice Chancellor for Business
Affairs may negotiate and execute
contracts for banking services
with banks which have entered
into a depository agreement with
the Board if the contract has
been approved by the Offica of
General Counsel and the Office of
Business Affairs.
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FEB 1D 1904

EXCERPT FROM THE MINUTES

Re - s/ Rules an lations
Part Two: Amendments to Chapter I, Section 9, Subgsec-
S [ Sea s a and Mas-~

cot},~-Upon recommendation of the Academic Affairs and
Health Affairs Committees, the Board amended the Regents’
Rules and_Regqulatjons, Part Two, Chapter I, Section 9,

Subsections 9.2 and 9.4 to read as set forth below:

Sec. 9. Official Seal, Colors, Flag, Logo, and Mascot.

9.2 The official colors for the System shaill
be orange and white; provided, however,
that a component institution may adopt one
additional color to be used in connection
with athletic and other activities of the
institution when approved by the Board
upon recommendation of the chief adminis-~
trative officer of the component institu-
tion, the appropriate Executive Vice
Chancellor and the Chancellor.

9.4 Each component institution may adopt a
theme, a logo and a mascot, provided same
are approved by the Board upon recommenda-
tion of the chief administrativae officer
of the component institution, the appro-
priate Executive Vice Chancellor and the
Chancellor.

These amendments clarify the component institution option
to adopt a school color in addition to orange and white
and to expand upon the uses of that color and require
prior approval by the U. T. Board of Regents of a logo.

- s’ eg and lations
a H e'dm s to r ectij 2, Subsec-
u sjio artim --The Board
amended the Regents’ Rules and Requlations, Part Two,

Chapter V, Sectign 2, Subsection 2.3, Subdivision 2.31
related to overtime to read as set forth below:

2.3 Overtime.

2.31 The schedule of activities shall be so
organized that non-exempt employees
are not required to work in excess of
forty hours within an established work
week except when required by operating
necessities. Any overtime services
must be justified in writing and have
the advance approval of the chief admin-
istrative officer, the chief business
officer or designee.



EXCERPT FROM THE MINUTES

2. U, T. Bo f Reqgents - ents’ Rules a e ations:
endments to (a art One, Cha IT Section
UCT"B1993 Leaves bsence Withou and (b] Par o, Chap-
ter Vv, Section 2, Subsection 2.2 (Medical Disability

Leave) .--Approval was given to amend the Regents’ Rules
and Requlations, Parts One and Two as set forth below:

a. Part One, Chapter ITI, Section 16 regarding leaves
of absence without pay was amended to read as fol-
lows:

Sec. 16. Leaves of Absence Without Pay.
16.1 With the interest of the insti-

tution being given first con-
sideration and for good cause,
leaves of absence without pay
may be granted for a period
within the term of appointment
of a member of any faculty or
staff.

16.2 The maximum period for which a
leave of absence will be granted
is the end of the fiscal year in
which the leave begins. In the
case of faculty, the date for
return to duty will generally
coincide with the beginning of
the next semester, following the
period of absence. In normal
circumstances, leaves for up to
one year will be granted liber-
ally, provided the department so
recommends and can supply satis-~
factory replacements. The first
period of leave of absence may




be appraved, subject to the gen-
eral conditions included herein,
by the chief administrative
officer. Requests for addi-
tional leave under this section
must be submitted to the U. T.
Board of Regents for approval.

16.3 Except in unusual circumstances,
such as military service, rea-
sona of health, continued gradu-
ate study, and public service
or other activity that reflects
credit on the institution and
enhances an individual’s ability
to make subsequent contributions
to the institution, a second
consecutive year of leave will
not be granted.

16.4 Except in very unusual circum-
stances a third consecutive
leave of absence for one Year
will not be granted.

16.5 After a return to duty of one
year, the leave-of-absence
privilege will be available.

16.6 Unless otherwise provided by or
authorized pursuant to law, all
accumulated .paid leave entitle-
ment must be exhausted before a
leave of absence without pay
may be granted, with the addi-
tional provision that sick leave
must be exhausted in those cases
where the employee is eligible
to take sick leave.

16.7 Upon expiration of Family and

Medical Leave pursuant to these
, an

enployee may be eligible for a
leave of absence under this
section. For lsave of absence
to participate in a political
campalgn, faculty development
lesave, parental leave, sick
leave, leave for jury duty,
leave for military duty, and
leave related to on-the-job
injuries, sea other mections of

these Rules and Requlations.

Part Two, Chapter V, Section 2, Subsaction 2.2 regarding
medical disability leave was amended to read as follows:

2.2 Family and Medical Leave.

2.21 Any employee, whether faculty, classified, or
administrative, may request and receive a
leave of absence without pay for up to twelve
weeks per year for family and medical reasons
specified by the Family and Medical Leave Act
of 1993 and accompanying regulations govern-
ing the Act, as set forth in approved insti-
tutional and System policles. Eligibility
criteria are defined in the Act.



2.22 Upon expiration of the twelve weeks of leave
taken pursuant to the Fanily and Medical
Leave Act, an employee may be eligible for
a leave of absence without pay pursuant to
Part One, Chapter III, Section 16 of the
Regents’ Ruleg and Regulations.

The amendments to Part One concerning leaves of absence
without pay are consistent with federal law and clarify
the approval procedure for leaves without pay.

The federal Family and Medical Leave Act of 1993, which
wag enhacted to be effective August 5, 1993, necessitates
the amendmente to Part Two of the Regents’ Rules and
Requlations.
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EXCERPT FROM THE MINUTES

V. I. Board of Regents - Reqents’ Rules and Requla-
tiong, Part Two: Amendments ¢9 Chapter I, Section 1
{Gifte to The University of Texas System),--To

ensure that Part Two, Chapter I of the Regents’
Rules and Requlations is clearly consistent with
current policies and procedures used for the pro-
cessing of bequests by The University of Texas Sys-
tem, the Board, upon recommendaticn of the Asset
Management Committee, amended the Regents’ Rules angd
Regylatjons, Part Two, Chapter I, Section 1 regard-
ing gifts to The University of Texas System to read
as set forth below:

Gifts to The University of Texas Svstem.
1.1 The authority to accept gifts to the Sys=-

tem or to any of the component institu-
tions is vested in the Boardgd.

1.2 Raecommendations to the Board for the
- acceptance of gifts showing details as to
value, form, stipulations regarding use,
and disbursement of funds shall be trans-
mitted by the chief administrative officer
through the appropriate Executive Vice
Chancellecr to the Chancellor.

1.3 Recommendations to the Board for the
acceptance of gifts should be made in
accordance with the provisiocns of the
U. T. System Endowment Policy Guidelines,
the U, T. System Planned Giving Policy
Guidelines, and related Business Procedure
Memoranda.

1.4 Gifts to Establish Endowments.

1.41 All gifts to establish endowments of
any nature shall be accepted by the
Board via the Agenda after review
and recommendation by the appropri-
ate Executive Vice Chancellor and
the Chancellor, including the Office
of Asset Management, ¢f the terms of
the endowment and the nature ¢f the
donated assets. Gifts to an endow-
ment previously established by the
Board may be accepted by the chief
administrative officer of a compo-
nent institution after review and
approval by the COffice of Asset Man-
agenent of the nature of the deonated
asset.

1.42 Endowments will be established with
gifts which have been completed for
tax purposes or a combination of
such gifts and pledges at a minimum
funding level of $1¢,000. Endow-
ments may be established to fund
scholarship programs and cther edu-
cational activities as well as the
endowed academic positions specified
in Section 3 below.

wramm—— . . . e e = R




1.5

1.43 Should the Board determine at any
time that an endowment fund is not
of sufficient size, and has no fore-
seeable praospects of growing to
sufficient size to justify the con-
tinuing costs of maintenance of such
fund as a separate fund, then in the
Board’s discretion the principal of
such fund may be expended for or
otherwise devoted to the accomplish-
ment, as near as may be possible, of
the purposes for which the fund was
established.

Except as provided in other subsections

of this Section, the authority to accept
gifts to a component institution is dele-
gated to the chief administrative officer
when the gift is to a fund, foundation, or
enterprigse already approved by the Board
or is a continuation of a series which has
been previously approved by the Board.
Each chief administrative officer, or a
designee specified in writing, is empow-
ered to accept cash gifts (except to
establish endowments) to a component
institution of the System in the amount

of $25,000 or less and gifts in kind
(except from estates) having a value

of $25,000 or less, within the policies

of the Board and Legislature governing
the acceptability of gifts, and to deposit
such gifts to the appropriate accounts.
All gifte (except those described in Sub-
gsections 1.6 and 1.7 below) shall be
reported by the dockets of each component
institution as prescribed by the Board.

A gquarterly report of all such gifts of
$25,000 or less showing name and address
of donor, amount of cash gift or value of
gift in kind, purpose, and date of the
gift shall be filed with the Board via
the System Development Office within
thirty (30) days after August 31, Novem-
ber 30, February 28, and May 31 of each
year. Such reports will summarize gifts
of $2,500 or less showing only total dol-
lars and number of glfts,

The authority to accept specific cash
bequests to a component institution

of $25,000 or less that are not to be used
to fund an endowment is delegated to the
chief administrative officer. These gifts
must be reported as specified in Subsec-
tions 1.5 and 1.6 above. All bequests
that are not specific cash bequests
(regardless of the value), are aver
$25,000, or are to fund an endowment must
be accepted by the Board via the Agenda.

Except as provided in this Subsection and
the preceding Subsections, no member of
the staff of any institution has the
authority to accept gifts to the Systen
or to any of its component institutions.
Gifts to the component institutions
{except from estates) of books or other
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1.(10)

1.(11)

objects of very small value and very
obvious propriety, without conditions
attached, may be accepted by individual
members of the staffs provided these gifts
are reported to the Board as specified in
Subsections 1.5 or 1.6 as appropriate,

Due to the inefficiencies and high costs
assoclated with separately tailoring
investment management programs for gifts
that are investment-restricted, notwith-
standing any other provision of this
Chapter, a gift subject to investment
restrictions shall be referred for review
and approval as specified in the U, T.
system Endowment Policy Guidelines and the
U. T. System Planned Giving Policy Guide~-
lines.

Neither the System nor any of its compo-
nent institutions will accept a gift for
the benefit of any designated student
unless the donor is exempt from Federal
Income Taxes as defined by the Commis-
sioner of Internal Revenue.

The acceptance of gifts of real property
is prohibited without prior express
approval of the Legislature except for
establighing scholarships, professorships,
or other trusts for educational purposes,
provided that such property will not
thereafter require legislative appropria-
tions for operation, maintenance, repair,
or construction of buildings (current
Appropriations Act). Acceptance of all
gifts of real estate shall be subject to
the U. T. System Trust Fund Real Estate
Policy Statement and the Environmental
Review Policy for Acquisitions of Real
Estata,



EXCERPT FROM THE MINUTES

7. £ts - Regents’ ]
Part Two: Amendments to Chapter IT, Section l, Subsec¢~
AUG 12 1993 tion 1.5, Subdivision 1.53 (Retirement of Indebtedpess

4 ha r tters Relatin o _Investme

Trustg, and Lands).,--Upon recommendation of the Asset

Management Committee, the Board:

a. Amended Chapter II, Section 1, Subsection 1.5,
Subdivision 1.53 (Retirement of Indebtedness
Funds) to read as set forth below:!

1.53 Retirement of Indebtedness Funds,--Funds
specified by the Board or by external
sources to be set aside to meet debt
service charges and the retirement of
indebtedness on institutional plant
assets.

b. Amended Chapter 1IX (Matters Relating to Invast-
ments, Trusts, and Lands) to read as set forth
below:

CHAPTER IX

MATTERS RELATING TO INVESTMENTS, TRUSTS, AND LANDS

Sec. 1. i eqar Assets.

1.1 Subject to the more specific provisions of
other sectiong of the Regents’ Rules and -
lations or specific Regental policies, the
authority to manage and invest assets of or
held by the U. T. System shall be as set forth
below.

1.2 All aseets, regardless of the nature of the
asset, received through a bequest or through a
distribution from an account held in trust by
others shall be managed by the Uffice of Asset
Management until appropriate distribution may
be made to the beneficiary institution or to
an endowment fund, a fund functioning as an
endowment, or a life income or annuity fund.

1.3 All assets of the Permanent University Fund,
excluding the real property of the Permanent
University Fund, shall be managed by the
Office of Asset Management. Real property of
the Permanent University Fund shall be managed
by the Office of Business Affairs.

1.4 All assets, regardless of the nature of the
asset, received for or held in an endowment
fund (other than the Permanent University
Fund), a fund functioning as an endowment, or
a life income or anmnuity fund shall be managed
by the Office of Asset Management until such
funds terminate.

1.5 All assets of Retirement of Indebtedness
Funds, Bond Proceeds, Unemployment Compensa-
tion Funds, Workers’ Compensation Funds, the
Medical/Dental Self-Insurance Fund, the Vision
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Sec. 2.

Services Fund, and the Medical Liability Self-
Insurance Fund ("consolidated System funds")
shall be managed with respect to investment of
such funds as set forth below:

1.51 The Office of Business Affairs shall

invest the Retirement of Indebtedness
Funds, Bond Proceeds, Unemplcyment Com=-
pensation Funds, Workers‘ Compensation
Funds, the Medical/Dental Self=-Insurance
Fund, and the Vision Services Fund in
the same manner that chief business
officers may invest the operating funds
of each component institution.

The Office of Asset Management shall
invest the Medical Liability Self-Insur-
ance Fund ag set out in this cChapter.

Except as provided in Subsectlon 1.2 of this
Section, assets which are not a part of the
Permanent University Fund, an endowment fund,
a fund functioning as an endowment, or a life
income or annuity fund or consclidated System
funds shall be managed as set forth below:

1' 61

Real property used for campus lands
shall be managed by the chief adminis-
trative officer of the component insti-
tution subject to review by the Office
of Business Affairs prior to regquesting
Board approval to acquire the property.
Otherwise, real property and notes
secured by a deed of trust shall be man-
aged by the Office of Asset Management.
Tangible personal property shall be man-
aged by the chief administrative officer
of the component ingtitution.

Intangible personal property consisting
of securities, interests in businesses,
and equity interests in technology
transfer firms as set out in tha
Regents’ telle al Prope

shall be managed by the Office of Asset
Management. Other intangible personal
property shall be managed by the chief
administrative officer of the component
institution.

atj egardi ales ssimgnment -

ceipt ropert nd Proxies.

Authority to Purchase, Exchange, and Sell
Securities for and on Behalf of the Per-
manent University Fund (hereinafter some-
times referred to as "PUF"} and the
Board.-~The Chancellor, or his or her
delegate, the Vice Chancellor for Asset
Management, the Executive Director for
Fixed Income Investments, and the Port-
folio Managers are authorized to pur-
chase, exchange, and sell any and all
securities of any description whatever
and from any source, including gifts and
bequests, for and on behalf of the PUF or
the Board. In addition, external invest-
ment managers appcinted by the Beoard of
Regents may purchase, sell, or exchange
securities, pursuant to written agreement
with the Board of Regents.
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Authority to Transact Through Investment
Dealers.--Sales, purchases, and exchanges
gshall be effected through investment

dealers or brokers in accordance with the

applicable Investment Policy Statement.

Authority to Assign and Transfer Securi-
ties Owned by the PUF and the Board.~--The
Chancellor, or his or her delegate, the
Vice Chancellor for Asset Management, the
Executive Director for Endowment Manage-
ment and Administration, and the Director
of the Office of Budget and Fiscal Policy
may each assign and transfer any and all
securities of any description whatever
and from any sourca, including gifts and
bequests, and execute any and all docu-
ments necessary to the consummation of
any sale, assignment, or transfer of any
securities registered in the name of the
PUF or the Board, or in any other form of
registration of such securities held for
the account of the PUF or the Board in
whatever manner, including all fiduciary
capacities and including those registered
in the names of trusts or foundations
managed and controlled by said Board. In
addition, custodian banks appointed by
the Vice Chancellor for Asset Management
may assign and transfar securities and
execute any and all documents necessary
to the consummation of any sale, assign-
ment, or transfer of any security owned
by the Board.

Authority to Execute Instruments Relating
to Land and Mineral Interests.--The
authority to execute conveyances, deeds,
surface and/or mineral leases, easements,
rights-of~way, ©il and gas division
orders, and transfer orders, geophysical
and material source permits, water con-
tracts, pooling and unitization agree-
ments, and any other instruments as may
be necessary or appropriate from time to
time, relating to the handling, manage-
ment, control, and disposition of any
real estate or mineral interest held or
controlled by the Board is hereby autho=-
rized as follows:

(i) Real Estate or Mineral Interests
held as part of the PUF or cam-
pus lands:

The Chancellor or his

or her delegate

The Executive Vice Chancel-

lor for Business Affairs

(ii) Real Estate or Mineral Interests

held as part of any endowment,
trust, or other fund excluding
the PUF and campus lands:

The Chancellor or his or

her delegate

The Vice Chancellor for

Asset Management

The Executive Director

for Endowment Real Estate.
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Sec.

3.

Authority to Receive and Collect Money
and/or Property.--The Chancellor, the
Vice Chancellor for Asset Management, the
Executive Director for Endowment Manage-
ment and Administration, and the Manager
of Estates and Trusts are each authorized
and empowered to ask, demand, collect,
recover, and receive any and all sums of
money, debts, dues, rights, property,
effects, or demands, whatever, due, pay-
able, or belonging, or that may become
due, payable, or belonging to the PUF or
the Beard from investment transactions
and bequests, from any person or persaons,
whatever, and to execute any and all nec-
essary or proper receipts, releases, and
discharges therefor and any other instru-
ments as may be necessary or appropriate
from time to time, relating to the han-
dling, management, and control and dispo-
sition of any bequest,

Authority to Execute Proxies and Consent
to Medifications in Bond Indentures.--The
Chancelloey, or his or her delegate, the
Vice Chancellor for Asset Management,

the Executive Director for Fixed Income
Investments, the Executive Director for
Endowment Management and Administration,
and the Portfolic Managers are each
authorized to consent to modifications

in bond indentures and to execute proxies
within the approved investment policies.

Authority to Deliver and Maintain Secu-
rities in Book-Entry Form.--Securities
owned by the PUF or the Ecard may be
delivered and maintained by a custcdian
bank or a member bank of the Federal
Reserve System in book-entry form subject
to applicable law.

ent and Mahn ment © .

The policies for the investment of funds
for the Permanent University Fund shall
ba those outlined in The Permanent Uni-
versity Fund Investment Poljcy Statement.

Reports Regarding Asset Management.

3.21 All purchases, sales, and
exchanges of investments shall
be reported for ratification
by the Board via the Docket.

3.22 The investment performance of
the PUF, as measured by an unaf=-
filiated organization, shall be
reported to the Regents’ Asset
Management Committee at least
annually.

3.23 The nature and extent of any
investments in or business
transacted with any firm with
which a member of The University
of Texas System investment staff
is affiliated will be reported
to the Regents’ Asset Management
Committee annually.
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3.24 The PUF’s investment in U. §.
companies with substantive
investments or operations in
South Africa will be reported to
the Regents’ Asset Management
Committee semiannually in combi-
nation with the status review of
these firms’ effective compli-
ance with the spirit of the six
key elements of the Sullivan
Principles.

3.25 All proxy votes on the social
issue of investment and corpo-
rate conduct in South Africa
will be reported to the Regents’
Asset Management Committee.

The Chancellor, the Vice Chancellor for
Asgset Management, or the Executive Direc-
tor for Fixed Income Investments are each
authorized to take any and all steps as
may be considered necessary or advisable
to protect the interest of the PUF in
event of default or any other significant
changes occurring with respect to any
investment.

Policies with Respect to Stock Rights,

Fractional Shares, and Proxies.

3.41 Exercise of or sale of stock
rights and warrants is to be
made at the discretion of the
Chancellor, the Vice Chancellor
for Asset Management, the Exec-
utive Director for Fixed Income
Investments, or the Portfolio
Managers. Stock rights or war-
rants which arise in connection
with funds under control of an
unaffiliated investment manager
shall be handled by that manager
at its discretion.

3.42 Fractional shares which arise in
connection with funds under con-
trol of an unaffiliated invest-
ment manager or the Systenm
investment staff shall be han~
dled by that manager or the
staff at its discretion.

3.43 As a general rule, voting stocks
held are to be voted by return-
ing proxies to present manage-
ment. When the Portfolio
Managers or the Executive Direc-
tor for Endowment Management and
Administration determines that a
vote with management would not
be in the shareholder’s best
financial interest, or when a
proposal under consideration is
of a social nature, the matter
will be referred to the Chancel-
lor or the Vice Chancellor for
Asset Management, or, in the
event both of them are absent,
to the Chairman of tha Asset
Management Committee. Voting
on the issue of investments and
corporate conduct in South
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Sec. 4,

Sec. 5,

Africa shall correspond to the
Regents’ Policy Statement on
South African Issues adopted by
the Board at its February 1986
meeting,

Exchange of Bonds.-~The Chancellor, the
Vice Chancellor for Asset Management, the
Executive Director for Investments, and
the Investment Officers are each autho-
rized to exchange bonds owned, from time
to time, on a par for par kbasis (with
such cash adjustments as may be reguired)
for other eligible bonds or obligations.
In any such exchange the cost of the
bonds exchanged out (plus or minus the
cash adjustments involved) shall be car-
ried forward as the cost of the bonds or
obligations acquired, even though the
sale and purchase may be effected through
different brokers. Such sales and pur-
chases may be considered as exchanges
provided there has been an improvement

in book yield.

ent a eme £

U, T. Investpent EQQlE.

4.1

4.2

4.5

The policies for the investment of funds
for U. T. investment pools shall be those
outlined in the applicable Investment
Policy Statement.

The provisions of Sections 3.2, 3.3,

and 3.4, with respect to the investment
and management of the PUF, shall likewise
apply to other U. T. investment pools.

The Common Trust Fund shall be aduninis-
tered in a manner consistent with all
provisions of the U. T. System Common
Trust Fund Charter.

The Operating Funds Short/Intermediate
Term Fund shall be administered in a man-
ner consistent with all provisions of

The University of Texas System Operating
Funds Short/Intermediate Term Fund Infor-
mation Memorandum.

The Medical Liability Self-Insurance Fund
shall be administered in a wmanner consis-
tent with all preovisions of the Plan faor
Professional Medical Liability Self-
Insurance.

Each pooled income fund established by
U. T. shall be administered according to
its trust indenture and applicable law.

nvest and Management o e
veste rough © arate F
tme .

Endowment funds and funds functioning as
endowments will be managed in a manner
consistent with the U. T. System Endow-
ment Policy Guidelines, prudent person
investment standards, and the Uniform
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Management of Institutional Funds aAct
(Title 10, Chapter 163, Texas Property
Code). These funds will be managed sepa-
rately and not commingled with the Common
Trust Fund if the terms of the instrument
by which the fund was created or docu-
ments and instructions from the donor
preclude investment through the Common
Trust Fund. In addition, nonmarketable
securities held by an endowment fund may
be recorded as separately invested. All
other endowment funds and funds function=-
ing as endowments will be invested
through the Common Trust Fund.

5.2 Trust funds and other life income
accounts will be invested and adminis-
tered consistent with the U, T. Systenm
Planned Giving Policy Guidelines, prudent
person investment standards, and the
Texas Trust Code (Title 9, Subtitle B,

Iexag Propertv Code).

5.3 The provisions of Sections 3.2, 3.3,
and 3.4 with respect to the investment
and management of the PUF, shall likewise
apply to endowment and trust funds except
that Subsection 3.22 shall be applied
only when such funds are invested through
a U. T. investment pool,

Investment Advisorvy Committee.~-The Chancellor and
the Vice Chancelleor for Asset Management shall

geek the advice and counsel of the Investment
Advisory Committee at its regular gquarterly meet-
ings and at other times as appropriate on all of
the major matters involving investments. The
Investmwent Advisory Committee is and has been
established in order to assist and advise the
Chancellor and the Vice Chancellor for Asset Man-
agement with respect to matters relating to the
management of investments. The following rules
shall apply to such Committee;

6.1 Membership.--Seven members of the Commit-
tee shall be selected because of their
particular qualifications and experience
in the field of investments, including
experience in bond and corporate stock
investments.

6.2 Selection Procedure.--Appointments to
such Committee shall be made by the Board
after recommendation by the Chancellor.

6.3 Term of Office.--Each member shall serve
a three-year term, with the terms of two
(or three as applicable) members expiring
each August 31. A member is eligible for
reappointment to a consecutive three-year
term but may not be reappointed there~
after without a three-year break in ser-
vice.

6.4 Meetings.~-Meetings shall be held quar-
terly and at such other dates as may be
considered advisable by the Chancellor
and the Vice Chancellor for Asset Manage-
ment.
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The amendment to Part Two, Chapter II, Section 1, Subsec-
tion 1.5, Subdivision 1.53 reflects the reassignment of
the Office of Finance from the Office of Asset Management
to the Office of Business Affairs.

The amendments to Part Two, Chapter IX address the
assignment of management authority with respect to all
assets, changes in titles and reporting relationships and
the passage of 8. B. 709 applving the Uniform Management
of Institutional Funds Act to endowments of public higher
education institutions.
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EXCERPT FROM THE MINUTES

3. - Re 4 es ]
Part Two: Amendments to Chapter ITI. Section 3 (Deposits
AUG 12 1893 WMM&MMMM

{Local Institytional Funds),--The Board, upon recommenda-
ticn of the Asset Hanagement Committee, amended the

Regents’ Rules and Requlations, Part Two, Chapter III as
set forth below:

a. Section 3 was amended to read as follows:
Sec, 3. ta easurey.

3.1 The statutes and the current Appropriations
Act require that all cash receipts ac¢cruing
to component institutions be deposited in the
State Treasury, with the exception of those
funds named in Section 51.008 of the Texas
Educetion Code, including those funds from
auxiliary enterprises, noninstructional ser-
vices, agency, designated and restricted funds,
endowment funds, trust funds, other gift funds,
student loan funds, funds retainesd under Chap-

ter 145 of the Texag Education Code, and Con-
stitutional College Building Amendment Funds.

3.2 cCash receipts that are required to be deposited
in the State Treasury shall be so deposited in
the manner prescribed in the statutes and the
current Appropriations Act.

3.3 Component institutions of the System are autho-
rized by the current Appropriations aAct to
establish Revolving Funds under certain pre-
scribed procedures to facilitate the payment of
nominal expenses and to pay bills within cash
discount periods, as well as for regular
monthly payrolls, weekly, and special payrolls,
Such Revolving Funds are authorized, subject to
approval of the Director of the Office of Bud-
get and Fiscal Policy.

b. Subsection 4.1 of Section 4 was amended to read as
follows:

Sec. 4. Institutional Funds.

4.1 All institutional funds not required to be
deposited in the State Treasury must be depos-
ited in official depository banks for safekeep-—
ing or invested as specified by law and by the
applicable Rules and Regulations, Business
Procedure Memcranda and Investment Policy
Stataments.

4.11 Funds held in demand deposits, time
deposits, or non-negotiable certificates
of deposit shall be deposited or invested
oenly in banks with which the Board hag a
depository agreement. Depository and
custody agreements may be negotiated and
executed by the Vice Chancellor for Asset
Management when such depository agree-
ments are in substantially the same form
as a standard depository agreement
approved by the Board or, for other
agreements, in a form approved by the
Office of General Counsel and are with
banks meeting the then current policies
of the Board. Each chief administrative
officer and chief business officer of a




component institution or the Executive
Vice Chancellor for Business Affairs may
negotiate and execute contracts for bank-
ing services with banks which have
entered into a depository agreement

with the Board if the contract has been
approved by the Office of General Counsel
and the Office of Business Affairs.

4.12 Reguests for documentation specifying
staff authorized to sign checks or ini-
tiate funds movements, or changes
thereto, for all bank accounts, bank com-
mon trust funds, or money market funds
shall be approved by each institutional
chief administrative officer and chief
business cocfficer with copies of the
changes and/or authorizaticn sent to the
Director of the Office of Budget and Fis-
cal Policy.

4.13 oOperating funds, as defined by The Uni-
versity of Texas System Operating Funds
Investment Policy, shall be invested in
compliance with that investment policy
statement. Operating funds held in bank
common trust funds or money market funds
shall be invested in funds approved by
the Vice Chancellor for Asset Management
based on, at a minimum, the criteria
specified in The University of Texas Sys-
tem Operating Funds Investment Pelicy.
The Vice Chancellor for Asset Management
shall administer pooled investment funds
for the investment of operating funds as
authorized by the Board. The chief busi-
nesgs officer of any component institution
may add or withdraw operating funds of
the component to or from (i) demand
deposits, time deposits, or non-negotia-
ble certificates of deposit as set forth
in Subsection 4.11 of this Section,

(ii) any common trust fund or money mar-
ket fund approved by the Vice Chancellor
for Asset Management or (iii) any invest-
ment pool administered by the Office of
Asset Management for the invegtment of
such operating funds on any established
addition or withdrawal date of the pool.

These amendments to the Regents’ Rules and Requlations

acknowledge that various types of funds are defined by
Section 51.009 of the Texag Education Code as institu-
tional funds and that various Regents’ Rules and Requla-
tions apply to the depositing, custody, and investing of
each of these types of funds. The amendments reference a
definition of “operating funds" set out in an amendment
to The University of Texas System Operating Funds Invest-
ment Policy which defines "operating funds" to be a
subset of institutional funds, which excludes the follow=-.
ing funds:

a. Endowment funds and funds functioning as
endowments, trust funds, and agency funds
administered by the Office of Asset Man-
agement

b. Medical Liability Self-Insurance Fund
authorized by Chapter 59 of the Texas Edu-
cation Code administered by the Office of
Asset Management
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c. Investment income related to endowment
funds and funds functioning as endowments,
trust funds, agency funds and the self-
ingurance fund in b. above as long as such
income remains administered by the Office
of Asset Managepent.

The amendments also describe the appropriate investment
options for operating funds and conform the Regents’

with the standard bank depository
agreemant by authorizing specified officers of components
and The University of Texas System to execute contracte
for banking services.
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EXCERPT FROM THE MINUTES
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e e -=-Approval was given to
amend the Regents’ Rules and Regulationsg, Part Two,

Chapter V, Section 1, Subsection 1.22 (The Pay Plan) to
read as set forth below:

1.22 The Pay Plan.

1.221 All clasgified positiong will have a
minimum and maximum defined for each
salary range. The salary ranges
shall be determined by annual market
studies and the local economy. Merit
increases will be awarded within the
established salary ranges according
to budget instructions and institu-
tional policy approved for inclusion
in the institutional Handbook of
Operating Procedures.

This revisjion eliminates graduated pay steps within the
classified pay plan and allows salaries to be set
anywhere within the designated salary range for each
classification to provide greatar flexibility in the
administration of merit increases and entry-level sala-
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EXCERPT FROM THE MINUTES
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Upon recommendatiocn of the Business Affairs and Audit
Committee, the Board amended the Regents’ Rules and
Regulations, Part Two, Chapter VII, Section 10 regarding
disposition of abandoned and unclaimed personal property
to read as set forth below:

Sec. 10. ispO i andon clajme a
Property.--Except as otherwise specified in
Subsections 1¢.6, 10.7, and 10.8, abandoned
and unclaimed personal property of every kind
that is not being held as evidence to be used
in a pending criminal case and remains in the
custody of the Property Manager of any compo-
nent institution for a pericd of sixty (60}
days will be disposed of in the following
manner:

10.1 The Property Manager designated by
the chlef adzinistrative officer
shall mail a notice to the last Xnown
address ©of the owner of such property
by first-class certified maijl, raturn
receipt requested, if the owner is
known. If the Property Manager
determines that the value ¢f the
property exceeds the anticipated cost
of storage and sale of the property
and if no owner’s address is known
or if the last known owner does not
respond to the notice mailed to his
or her last known address, then the
Property Manager shall cause to be
published once in the campus student
nevspaper or once in a paper of gen-
eral circulation in the county in
which the institution is located a
notice as described below. The
mailed and published notices shall
contain a description of the prop-
erty held; the name of the owner, if
known; the name, tslephone number
and address of the officer holding
the property; and the location wheare
the property can be inspected and
redeemed. The published notice
shall also state that the property,
if unclaimed, will be scld at public
sale and provide the date, time, and
Place of such sale.

10.2 All personal property that remains
unclaimed at the expiration of
sixty (6C) days from the date of
publication in a newspaper of the
notice reguired by Subsection 10.1
shall be deemed to be abandcned and
may be scld at the announced date.

S o —— v —




10.3

10.4

10.5

10.6

10.7

10.8

The Property Manager shall sell the
property that remains unclaimed to
the highest bidder at the announced
public sale. The Property Manager
may decline the highest bid if he or
she considers such bid insufficient
and need not reoffer any property for
sale, if, 1n his or her opinion, the
probable cost of sale is in excess
of the value of the property. All
proceeds of the sale shall be depos-
ited into a fund designated for this
purpose.

Any person claiming an interest in
any property presumed abandoned and
sold under the provisions of this
Section shall be allowed to file a
claim to such property with the Prop-
erty Manager on forms and through
procedures prescribed by the Property
Manager; upcon approval of such c¢laim
by the Property Manager, the owner
may recover the proceeds of such sale
after deduction of the reasonable
expense of gtorage and sale of such
property.

Proceeds of sales that remain
unclaimed may be used by the insti-
tution for student scholarships or
other institutional purposes.

Vehiclea that are abandoned and
unclaimed will be disposed of in
accordance with Article 4477-%a

of Yernon’s Texag Civil Statutes.

Drugs in the possession of any com-
ponent institutional police depart-
ment will be disposed of in the
manner prescribed by Article 4476-14,
Section 8, of the Texas Dangerous
Drugs Act and by Article 4476-15,
Section 5.08, of the Texas Controlled
Substances Act.

The custody and disposition of prop-
erty of tenants of dormitory rooms
and other residential units of a com-
ponent institution shall be in accor-
dance with Subchapter C, Title 5,
Sections 54.044 and 54.045 of the

Texas Property Code.

These amendments detail the proper disposition of sales
proceeds based upon the specific type of property sold,
allows institutions additional discretion in the disposal
of personal items such as eye glasses, and brings this

section of the Regents’ Rules and Requlations inte con-

formity with various state statutes.
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EXCERPT FROM THE MINUTES

3. . Board o nts - R ts’ Ru e jons
Part $ Amendment o_Chapte Sectjion Report-
JUN 10 1993 ing} ,~-Approval was given to amend the Regents’ Rules_and
Regulations, Part Two, Chapter II, Section 4 (Reporting)
to read as set forth below:

Sec. 4.  Reporting.

4.1 All financial reports shall be prepared
in accordance with the provisions of
the statutes, official directives of
the Texas Higher Education Coordinating
Board, and directives of the Board, and
in conformity with the manual, "College
and University Business Administration,
Fifth Edition," (1991) referred to in
Subsection 2.1 of this Chapter. The
reports shall be prepared by the chief
business officer and approved by the
Director of the Office of Budget and
Fiscal Policy.

4.2 The Annual Financial Report shall be
prepared under the direction of the
chief business officer and the Director
of the Office of Budget and Fiscal
Policy. As required by law, printed
financial reports, in the format
recommended in "College and University
Business Administration, Fifth Edi-
tion," (1991), or its successor publi-
cation, shall be filed with the Texas
Higher Education Coordinating Board and
other state offices as specified by lawv.

4.3 Monthly financial reports, in the form
prescribed by the Director of the Office
of Budget and Fiscal Policy, shall be
prepared by each institutional chief
business officer and distributed to the
chief administrative officer and the
Director of the Office of Budget and
Fiscal Policy. Copies of such monthly
reports, verified under oath, shall be
furnished semiannually to¢o the Governor.

Executive Vice Chancellor for Business Affairs Burck
noted that these amendments reflect the deletion of
the Salary Payment Report which is no longer utilized
by U. T. System Administration and establish a more
linited distribution of the monthly financial repcrts.

—- R B b Fiitak i
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EXCERPT FROM THE MINUTES

U. T. Begard o egents - Reqgents’ Rules and Regulatjons,
Part Two: Amendments to Chapter VIII, Section 6 (Profes-
sional Services),-—-Approval was given to amend the
Regents’ Rules and Regulations, Part Two, Chapter VIII,
Section 6 (Professional Services) to read as set forth
below;:

Sec. 6. Professional Services.--Each component
institution is authorized to make use
of architects, engineers, and other
professional services up to a maximum
cost of $50,000 for projects previously
approved for implementation in accor-
dance with Section 4 or Subsection 5.2
above, on recommendation of the chief
administrative officer and the chief
business officer. Authorization for
such services not previously approved
for implementation in accordance with
Section 4 or Subsection 5.2 abave will
require the approval of the Executive
Vice Chancellor for Academic Affairs
or Health Affairs, as appropriate,
and the Executive Vice Chancellor for
Business Affairs,

Committee Chairman Loeffler noted that he had visited
informally with Chairman Beecherl and members of the
Board about the selection of architects and engineers

for congtruction projects within The University of Texas
System and reported that the Business Affairs and Audit
Committee will be working with appropriate individuals in
the U. T. System Administration and component institu-
tions to review the System’s use of outside professional
service contracts (law firms, accounting firms, archi-
tects, engineers, etc.) to have more insight into who the

Board is hiring, what the costs are, etc. Mr. Loeffler
indicated that the Business Affairs and Audit Committee
would be moving forward with this review after the first

of the year.




EXCERPT FROM THE MINUTES

- 1. U. T, Beard of Rege - Regents’ Rules and Requlatjons,
OCt"91992 t Two: mendments to Chapt X, Sectio Invest-
ment Advisory Committee) and Appointment o s. Carol
Lott er, Texa Ms. Barbara lett Guthe

Austin, Tewas, to Investment Advisory Committee (Exec.
Com. Letter 92-19).--In order to provide the Investment
Advisory Committee for The University of Texas Systenm
with a broader representation of investment backgrounds,
the Board, upon recommendation of the Executive Commit-
tee, amended the Regents’ Rules and Requlatjons, Part
Two, Chapter IX, Section 5 (Investment Advisory Commit-
tee) to read as set forth kelow:

Sec, 5. Invegtment Advisory Committee.--The

Investment Advisory Committee is and
has been established in order to
assist and advise the Chancellor and
the Vice Chancellor for Asset Manage-
ment with respect to matters relating
to the management of investments,

The following rules shall apply tao
such Committee:

5.1 Membkership.--Seven members cf
the Committee shall be selected
because ¢f their particular
gualifications and experience
in the field of investments,
including experience in bond
and corporate stock investments.

5.2 Selection Procedure.-~-Appoint-
ments to such Committee shall be
made by the Board after recom-—
mendation by the Chancellor.

5.3 Term of Office.,~-Each member
shall serve a three-year term,
with the terms of two (or three
as applicable) members expiring
each August 31. A member is
eligible for reappointment to a
consecutive three-year term but
may not be reappecinted there-
after without a three-year break
in service.

5.4 Meetings,--Meetings shall be
heild quarterly and at such other
dates as may pe considered
advisable by the Chancellor and
the Vice Chancellor for Asset
Management.




Further, as permitted by this amendment to the Regents’

Rules and Regulations, the Board approved the following

appointments to the Investment Advisory Committee:

a. Ms. Carol Lott, Investment Executive with
PaineWebber, Tyler, Texas, to a three-year
term from September 1, 1992 to August 31, 1995

b. Ms. Barbara Sublett Guthery, Vice President -
Investments with Prudential Securities, Inc.,
Austin, Texas, to an unfilled term to expire
August 31, 1994.

With these appointments, the membership of the Investment
Advisory Committee will be as follows:

Member Term Expires
L. Lowry Mays 8/31/93
Michael J. C. Roth 8/31/93
Barbara Sublett Guthery 8/31/34
J. Luther King, Jr. 8/31/94
Carol Lott 8/31/95
Monroe M. Luther 8/31/95
Robert E. Wise 8/31/95

In response to Regent Holmes’ inguiry as to whether there
were any African-Americans or other minorities on the
Investment Advisory Committee, Chancellor Cunningham
reported that there were no African-Americans on this
Committee at this stage, but The University of Texas Sys-
tem is working to diversify the Committee and to ensure
that ethnic minorities are considered in the future.

Regent Rapoport pointed out that the Asset Management
Committee had considered one African-American female, but
since she was an employee of the Governor’s Office, it
was determined that it would be inappropriate to have a
mamber of that staff serve on the Investment Advisory
Committee,
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EXCERPT FRCOM THE MINUTES

U. T. Board of Regents - Regents’ Rules and Re tions
Part Two: Amendments to Chapter IV, Sectiopn 6 (Space
Leases).=-~To facilitate potential streamlining of the
approval process and specify that space lease agreements
be in the name cof the U. T. Board of Regents, the Board
amended the Regents’ Rules and Regqulatjons, Part Two,
Chapter IV, Section 6 regarding space leases to read as
set forth below:

Sec. 6. Space Leases.

6.1 Space leases involving buildings paid
from general revenue appropriations
must, by law, be approved by the
General Services Commission and may
not extend beyond a ten-year period.

6.2 Proposals for space leases require the
approval of the Executive Vice Chan-
cellor for Academic Affairs or the
Exscutive Vice chancellor for Health
Affairs, as appropriate, and cof the
Executive Vice Chancellor for Business
Affairs. The proposal must show type
of space and purpose of its use, approx-
imate number of square feet, location,
whether janitor service and/or utilities
will be furnished by the lessor, period
of lease, and any other requirements set
out by the above cited System Administra-
tion officjials or the General Services
Commission.

6.3 Leases should be antered in the name of
the Board of Regents of The University of
Texas System on behalf of The University
of Texas (component) and may be executed
by the chief administrative officer or
chief business officer. A proposal shall
be approved and the lease should be com-
pleted prior to occupancy of any space for
office, storage, or other purposes. Lease
documents are to be submitted to the Board
through the institutional docket proce-
dures following approval by the Executive
Vice Chancellor for Business Affairs.

U. T. Beard of Reqents — Regents’ les a ations,
g:; Two: Amendpments to Chapter V, Sectjon 1, Subseg-

ssified Personnel).--In order to allow
qreater flexibility in the administration of nmerit
increasea and entry level salaries under the classified
pay plan for The University of Texas System, the Board
amended the Regents’ Rules and Requlations, Part Two,
Chapter V, Secticn 1, Subsection 1.22 to read as set
forth below:

1.22 The Pay Flan.

1.221 A uniform system of salary steps
providing for an increase of
approx.imately 1.7 percent, to the
nearest dollar, above each preced-
ing step shall be used for all pay
plans. All salaries shall be on
salary steps or a fractional part
therect.




