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1.

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

It is recommended that Docket No. 114 as attached beginning on Page Docket - 1
be approved.
It is requested that the Committee confirm that authority to execute contracts,
documents, or instruments approved therein has been delegated to appropriate
officials of the respective institution involved.
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2.

U. T. System: Approval of transfer of funds between Legislative
Appropriation items during the biennium beginning September 1, 2003
RECOMMENDATION

The Chancellor, with the concurrence of the Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Business Affairs, the Acting
Executive Vice Chancellor for Health Affairs and presidents of the U. T. System
component institutions, recommends that the U. T. Board of Regents adopt the
resolution which follows to provide for the most effective utilization of the General
Revenue Appropriations during the biennium beginning September 1, 2003.
RESOLUTION
Pursuant to the appropriate transfer provisions of the General Appropriations
Act of the 78th Legislature, it is hereby resolved that the State Comptroller be
requested to make necessary transfers within the Legislative Appropriations
(and/or Cost Centers) from the General Revenue Fund as authorized by the
Chief Financial Officer of each entity as follows:
The University of Texas at Arlington
The University of Texas at Austin
The University of Texas at Brownsville
The University of Texas at Dallas
The University of Texas at El Paso
The University of Texas - Pan American
The University of Texas of the Permian Basin
The University of Texas at San Antonio
The University of Texas at Tyler
The University of Texas Southwestern Medical Center at Dallas
The University of Texas Medical Branch at Galveston
The University of Texas Health Science Center at Houston
The University of Texas Health Science Center at San Antonio
The University of Texas M. D. Anderson Cancer Center
The University of Texas Health Center at Tyler
The University of Texas System Administration
BACKGROUND INFORMATION
This resolution is a standard action by the U. T. Board of Regents at the
beginning of each biennium and is pursuant to provisions of the General
Appropriations Act, Article III, Section 4, passed by the 78th Texas Legislature.
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3.

U. T. System: Approval to exceed the full-time equivalent limitation
on employees paid from appropriated funds
RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Academic Affairs, the Executive Vice Chancellor for Business Affairs, the
Acting Executive Vice Chancellor for Health Affairs, and the presidents of the
affected U. T. System component institutions that the U. T. Board of Regents
approve allowing those institutions, as set forth in the table on Page 146, to
exceed the number of full-time equivalent (FTE) employees for Fiscal Year 2004
that are authorized in Article III of the General Appropriations Act. Also, as
required by Article IX, Section 6.14 of the General Appropriations Act, it is recommended that the U. T. Board of Regents submit a request to the Governor's
Office and the Legislative Budget Board to grant approval for these institutions to
exceed the authorized number of FTE employees paid from appropriated funds.
BACKGROUND INFORMATION
The General Appropriations Act places a limit on the number of FTE employees
paid from appropriated funds that an institution may employ without written
approval of the Governor and the Legislative Budget Board. In order to exceed
the FTE limitation, a request must be submitted by the governing board and must
include the date on which the board approved the request, a statement justifying
the need to exceed the limitation, the source of funds to be used to pay the
salaries, and an explanation as to why the functions of the proposed additional
FTEs cannot be performed within current staffing levels. U. T. System Administration will be under the FTE limitation and will not be requesting to exceed the
full-time equivalent limitation.
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4.

U. T. System: Approval of a new Regental Policy on Presidential Cash
Compensation
RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Academic Affairs, the Executive Vice Chancellor for Business Affairs, the
Acting Executive Vice Chancellor for Health Affairs, and the Vice Chancellor
and General Counsel that the U. T. System Board of Regents approve a new
Regental Policy entitled U. T. System Presidential Cash Compensation Policy,
substantially in the form on Pages 148 - 152.
BACKGROUND INFORMATION
Subsequent to the August 2002 U. T. Board of Regents' Executive Session
where presidents' compensation was considered, the U. T. System Administration staff was requested to review the various elements comprising the
institutional presidents' compensation for opportunities to simplify the compensation structure and recommend appropriate and consistent System-wide
policies. The staff recommended a simplified compensation structure including a
consistent methodology for the valuation of the presidents' salary supplements,
known as 'housing allowances' prior to 2000. The staff report and compensation
charts reflecting the simplified compensation structure were sent to all Board
members for their review and comments in April 2003.
The proposed U. T. System Presidential Cash Compensation Policy includes
the various staff recommendations indicated in the previously disseminated staff
report. The policy, with its simplified compensation structure and valuation
methodologies, should be a great assistance to the Board in the determination
of appropriate compensation for the U. T. System presidents.
Upon adoption of the policy by the Board of Regents, the policy will be
implemented in stages.
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5.

U. T. System: Approval of Second Amended and Restated Investment
Management Services Agreement with The University of Texas Investment Management Company
RECOMMENDATION

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

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

b.

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

c.

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

d.

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

e.

Clarify that UTIMCO is subject to the Texas Open Meetings
Act, Chapter 551 of the Texas Government Code (Section 12). With limited exceptions, the Texas Legislature
codified UTIMCO's prior practice of observation of the
provisions of the Texas Open Meetings Act effective
September 1, 2002.
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f.

Delete outdated language on confidentiality to be consistent
with other wording in the agreement (Section 21), delete
unnecessary or ambiguous language (Sections 7(a), 8, 18,
and 22), and add clarifying language (Section 4).

g.

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

The proposed Second Amended and Restated Agreement was reviewed by
UTIMCO's outside legal counsel, Vinson & Elkins, and the Office of General
Counsel of the U. T. System. It was approved by the UTIMCO Board on
June 26, 2003, with the exception of the deletion of Section 21, which was
determined by counsel for the System and UTIMCO to be inconsistent with
other approved wording in the agreement. Counsel for both parties recommend this minor editorial change as consistent with the intent of the parties.
See related revisions to the UTIMCO Bylaws (Pages 170 - 171) and to the
Regents' Rules and Regulations (Pages 210 - 212).
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6.

U. T. Board of Regents: Approval to amend The University of Texas
Investment Management Company Bylaws
RECOMMENDATION

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

Amend Article III, relating to Board of Directors, as follows:
ARTICLE III
BOARD OF DIRECTORS
...
Section 3.
Appointment and Term. Except for those Directors
named in the Articles of Incorporation, Directors shall be appointed by the
Board of Regents, except that the Chancellor of the System shall serve
as a Director so long as he remains Chancellor of the System. Until
otherwise changed by the Board of Regents in compliance with applicable
law, the members of the Board of Directors shall include (i) the Chancellor
of the System, (ii) at least three (3) persons then serving as members of
the Board of Regents (“Regental Directors”), and (iii) one or more persons
selected by the Board of Regents from a list of candidates with substantial
background and expertise in investments that is submitted by the Board
of Regents of The Texas A&M University System (together with the
Chancellor of the System and the Regental Directors, the “Affiliated
Directors”). The three (3) Regental Directors shall serve for two-year
terms that expire on the first day of April of each odd-numbered year.
The remaining Directors (other than the Chancellor of the System and the
Regental Directors) shall serve three-year staggered terms that expire on
the first day of April of the appropriate year., except that the term of one of
the current Directors shall end on April 1, 2001, the term of two (2) of the
current Directors shall end on April 1, 2002, and the term of two (2) of the
current Directors shall end on April 1, 2003. No such Director (other than
the Affiliated Directors) shall serve more than three (3) full three-year
terms. Notwithstanding the foregoing, the Board of Regents may, from
time to time, alter the terms of the Directors. Each person serving as a
Director shall serve until the expiration of such Director’s term, or until
such Director’s successor has been chosen and qualified, or until such
Director’s earlier death, resignation, or removal as provided in these
Bylaws.
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b.

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

Section 66.08 of the Texas Education Code requires that the U. T. Board of
Regents approve Bylaws of the corporation and any amendments thereto. New
language regarding the powers and duties of a new position, Vice Chairman for
Policy, to be held by the Chancellor, have been added in Article V, Section 6 of
the UTIMCO Bylaws to codify within the Bylaws recommended revisions to the
Regents' Rules and Regulations (see Pages 210 - 212) and the Investment
Management Services Agreement (see Pages 153 - 169) regarding the retention
of policy-making authority by the U. T. Board of Regents.
The UTIMCO Bylaws were initially approved by the Board of Regents on February 8, 1996, and amendments were approved in May 1997, November 1999,
February 2000, and November 2001.
The proposed amendments to the Bylaws, with the exception of a minor edit to
delete outdated reference to expiration of terms, were approved by the UTIMCO
Board of Directors on June 26, 2003. Subsequent changes were reviewed by
UTIMCO's outside legal counsel, Vinson & Elkins, and the Office of General
Counsel of the U. T. System.
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7.

U. T. Board of Regents: Approval to Amend the Permanent University
Fund, General Endowment Fund, Permanent Health Fund, Long Term
Fund, Short Intermediate Term Fund, Separately Invested Accounts,
and Short Term Fund Investment Policy Statements
RECOMMENDATION

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

Permanent University Fund (PUF)

b.

General Endowment Fund (GEF)

c.

Permanent Health Fund (PHF)

d.

Long Term Fund (LTF)

e.

Short Intermediate Term Fund (SITF)

f.

Separately Invested Accounts (SIF)

g.

Short Term Fund (STF)

Complete amended Investment Policy Statements (congressional style) have
been reviewed by the Executive Vice Chancellor for Business Affairs, the Vice
Chancellor and General Counsel, and the Counsel and Secretary to the Board
and are available upon request.
BACKGROUND INFORMATION
Section 3(a) of the Investment Management Services Agreement dated
March 1, 1996, amended and restated effective March 1, 2001, between the
Board of Regents of The University of Texas System and UTIMCO provides that
UTIMCO shall review the investment policies of the assets under its management and recommend any changes of such policies for approval by the U. T.
Board of Regents.
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Proposed amendments are based upon recommendations from a Task Force
comprised of U. T. System employees and UTIMCO representatives charged
with reviewing the report submitted to the U. T. Board of Regents on February 12, 2003, by Baker Botts, LLP, and upon UTIMCO recommendations as
summarized below:
AMENDMENTS BASED ON BAKER BOTTS TASK FORCE
RECOMMENDATIONS:
•

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

•

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

•

Clarify in the PUF, GEF, PHF, and LTF Investment Policy Statements that
the independent accounting firm to audit the funds will be selected by the
U. T. Board of Regents rather than the UTIMCO Board of Directors.
Section 66.08 of the Texas Education Code states that the Board of
Regents shall provide for an annual financial audit of the PUF. By
agreement between the Board of Regents and the UTIMCO Board,
the independent auditors for the GEF, PHF, LTF and SITF will also be
selected by the Board of Regents. New language was added to the SITF
Investment Policy Statement concerning selection of the independent
auditor by the Board of Regents. The SITF Statement did not contain
any reference to the selection of an independent auditor.
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AMENDMENTS BASED ON UTIMCO RECOMMENDATIONS:
•

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

•

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

•

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

•

In the LTF Investment Policy Statement, clarify that the Uniform Management of Institutional Funds Act allows the LTF to distribute unrealized
appreciation in the fair market value of the assets of the LTF as well as
realized appreciation as follows:
Pursuant to the Uniform Management of Institutional Funds Act (“Act”), a
governing board may distribute, for the uses and purposes for which the
fund is established, the net realized appreciation, realized and unrealized,
in the fair market value of the assets of an endowment fund over the
historic dollar value of the fund to the extent prudent under the standard
provided by the Act. In addition, income may be distributed for the
purposes associated with the endowments/foundations.

•

In the PUF and GEF Investment Policy Statements, replace detailed
references to Derivative Securities with references to the Derivative
Investment Policy approved by the UTIMCO Board of Directors on
October 31, 2002, using the following language:
The GEF Fund may utilize Derivative Securities with the approval of the
UTIMCO Board to: a) simulate the purchase or sale of an underlying
market index while retaining a cash balance for fund management
purposes; b) facilitate trading; c) reduce transaction costs; d) seek higher
investment returns when a Derivative Security is priced more attractively
than the underlying security; e) index or to hedge risks associated with
GEF Fund investments; or f) adjust the market exposure of the asset
allocation, including long and short strategies and other strategies
provided that the GEF’s use of derivatives complies with the Derivative
Investment Policy approved by the UTIMCO Board. The Derivative
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Investment Policy shall serve the purpose of defining the permitted
applications under which derivative securities can be used, which
applications are prohibited, and the requirements for the reporting and
oversight of their use. The objective of the Derivative Investment Policy is
to facilitate risk management and provide efficiency in the implementation
of the investment strategies using derivatives. ; provided that leverage is
not employed in the implementation of such Derivative purchases or sales.
Leverage occurs when the notional value of the futures contracts exceeds
the value of cash assets allocated to those contracts by more than 2%.
The cash assets allocated to futures contracts is the sum of the value of
the initial margin deposit, the daily variation margin and dedicated cash
balances. This prohibition against leverage shall not apply where cash is
received within 1 business day following the day the leverage occurs.
UTIMCO’s Derivatives Guidelines shall be used to monitor compliance
with this policy. Notwithstanding the above, leverage strategies are
permissible within the alternative equities investment class with the
approval of the UTIMCO Board, if the investment strategy is uncorrelated
to the Fund as a whole, the manager has demonstrated skill in the
strategy, and the strategy implements systematic risk control techniques,
value at risk measures, and predefined risk parameters.
The Derivative Investment Policy is set forth on Pages 176 - 179 for
information.
•

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

The UTIMCO Board of Directors approved the proposed amendments to the
Investment Policy Statements for the PUF, GEF, PHF, LTF, SITF, SIF and STF
on June 26, 2003.
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8.

U. T. Board of Regents: Approval of amendments to The University
of Texas Investment Management Company Code of Ethics Policy
RECOMMENDATION

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

Amend Specific Policy Statement, relating to Definitions, as follows:
Definitions
...
(3)

“Chief Compliance Officer” means the person designated from time
to time as the Chairman of the Employee Ethics and Compliance
Committee. As of the date of adoption of this Code of Ethics, the
Chief Compliance Officer is Cathy A. Iberg.

...
(9)

b.

“General Counsel” means the lawyer or firm of lawyers designated from time to time as the General Counsel of UTIMCO;
provided that when the General Counsel is a firm of lawyers, one
principal within that firm shall be identified to receive all written
and oral communications hereunder. As of the date of adoption of
this Code of Ethics, the General Counsel is Vinson & Elkins L.L.P.
and the principal identified to receive all such communications is
Jerry E. Turner.

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

Prohibited Transactions and Interests
A.

UTIMCO: Agreements or Transactions. UTIMCO and
UTIMCO entities may not enter into an agreement or
transaction with:
(1)

a director or employee acting in other than an official
capacity on behalf of UTIMCO;
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(2)

a director entity, employee entity or other business
entity (including an investment fund) in which a
director or employee has any pecuniary interest;

(3)

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

(4)

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

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

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

(ii)

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

(iii)

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

provided that any private investment by a person in a business entity (including an investment fund) controlled by such
person shall constitute a pecuniary interest in that business
entity. For purposes of the foregoing, control of a business
entity shall be determined in the manner specified in the
definition of “director entity” above.
Investments. Without limiting the foregoing, UTIMCO and
UTIMCO entities will implement procedures and safeguards
to insure that none of the Accounts is invested may not
invest in the publicly traded securities of a publicly traded
company in which a director, director entity, employee or
employee entity has any pecuniary interest (as described
above). Further, UTIMCO and UTIMCO entities may not
(i) invest in the private investments of a business entity if a
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director, director entity, employee or employee entity then
owns a private investment in the same business entity or
(ii) co-invest with a director, director entity, employee or
employee entity in the private investments of the same
business entity.
Prior to consideration by the Board of an agreement or
transaction with a business entity or investment in a business entity, each director and key employee shall certify that
he or she does not have any pecuniary interest in the associated business entity.
...
D.

Employees: No employee or employee entity may:
(1)

engage in outside employment, business, or other
activities which detract from the ability to fulfill the
full-time responsibilities to UTIMCO;
(Key employees must obtain advance written
approval from the President for any outside employment or business, including service as director, officer, or investment consultant or manager for another
person or entity. Any outside employment by the
President must be approved in advance by the Board.
Employees, with the prior approval of the Board, may
serve as directors of companies in which UTIMCO
has directly invested Account assets. In such event,
any and all compensation paid to employees for their
services as directors shall be endorsed to UTIMCO
and applied against UTIMCO’s fees. Furthermore,
Board approval of any employee’s service as a
director of an investee company shall be conditioned
upon the extension of UTIMCO’s Directors and
Officers Insurance Policy coverage to the employee’s
service as a director of the investee company.)

(2)

engage in a personal securities transaction without
obtaining preclearance for each such transaction with
the Chief Compliance Officer; or
[The Chief Compliance Officer shall verify that no
buy/sell order has been placed by a UTIMCO internal
manager for securities of the same class. If such a
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buy/sell order has been placed, no employee may
conduct a personal securities transaction for such
securities until one trading day after the buy/sell order
has been completed or canceled. Preclearances will
be documented by the Chief Compliance Officer in a
personal securities transaction log for each employee,
which will provide a record of all requests and
approvals or denials of preclearances for personal
securities transactions. Preclearance for personal
securities transactions is effective for one trading day
only.
An employee who engages in personal securities
transaction must also provide transactional disclosure
for each such transaction. Transactional disclosure
forms must be completed for all personal securities
transactions and given to the Chief Compliance
Officer within ten calendar days of the trade date.
The transactional disclosure form must contain the
following information: name and amount of the
security involved, date and nature of the transaction,
price at which the transaction was effected, and name
of the broker through whom the transaction was
effected.
The preclearance and transactional disclosure
requirements for personal securities transactions
apply only to equity or equity-related transactions,
including stocks, convertibles, preferreds, options
on securities, warrants, rights, etc., for domestic and
foreign securities, whether publicly traded or privately
placed. The preclearance and transactional disclosure requirements do not apply to bonds (with the
exception of convertible bonds), mutual funds,
co-mingled trust funds, financial futures, and options
on futures.]
(3)

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

183

BACKGROUND INFORMATION
Section 66.08 of the Texas Education Code requires that the U. T. Board of
Regents approve the UTIMCO Code of Ethics (the Code) and any amendments
thereto. The amendments to the Code are in response to recommendations from
Baker Botts, LLP, as outside counsel to the U. T. Board of Regents and to make
minor editorial changes identified during an annual review of the Bylaws by
UTIMCO management and Vinson & Elkins, counsel for UTIMCO.
Attorneys with Baker Botts, LLP, noted that Texas law and the Code were not
clear if external managers investing funds under UTIMCO's management were
prohibited from investing in the publicly traded securities of a publicly traded
company in which a director, director entity, employee or employee entity has
any pecuniary interest. Article III of the Code will be amended to include all
accounts under UTIMCO's management.
The amendments to the Code were reviewed by Vinson & Elkins and by the
Office of General Counsel of the U. T. System. The proposed amendments were
approved by the UTIMCO Board of Directors on June 26, 2003. Subsequent
changes were reviewed by UTIMCO's outside legal counsel, Vinson & Elkins,
and the Office of General Counsel.
9.

U. T. Board of Regents: Approval of the Annual Budget and Management Fee Schedule for The University of Texas Investment Management
Company
RECOMMENDATION

The Chancellor and the Executive Vice Chancellor for Business Affairs concur in
the recommendation of the Board of Directors of The University of Texas Investment Management Company (UTIMCO) that the U. T. Board of Regents approve
UTIMCO's Annual Budget and Management Fee Schedule for the fiscal year
ending August 31, 2004, as set forth on Pages 186 - 190, subject to final review
and approval of amendments to investment policy statements at a later meeting
of the Board.
BACKGROUND INFORMATION
The Investment Management Services Agreement between the U. T. Board
of Regents and UTIMCO requires that UTIMCO submit its annual budget and
management fee schedule to the Board of Regents for approval. The annual
budget consists of UTIMCO's management fee and a budget for direct expenses
of the funds managed by UTIMCO.
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The total budget for the fiscal year ending August 31, 2004, is $30,874,512,
a decrease of $2,445,520 or 7.34% from the 2003 budget. UTIMCO's
management fee for the fiscal year ending August 31, 2004, will decrease
$90,728 (1%) from $9,602,501 to $9,511,773. Budgeted direct expenses will
decrease $2,354,792 (10%) from $23,717,531 to $21,362,739. The UTIMCO
Board of Directors approved the proposed budget and management fees on
June 26, 2003.
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10.

U. T. Board of Regents: Approval of The University of Texas
Investment Management Company Liquidity Policy
RECOMMENDATION

The Chancellor, the Executive Vice Chancellor for Business Affairs, and the
Vice Chancellor and General Counsel concur in the recommendation of the
Board of Directors of The University of Texas Investment Management
Company (UTIMCO) that the U. T. Board of Regents approve the proposed
UTIMCO Liquidity Policy, as set out on Pages 192 - 194, subject to final review
and approval of amendments to investment policy statements at a later meeting
of the Board.
BACKGROUND INFORMATION
The purpose of the Liquidity Policy is to establish limits on the overall liquidity
profile of investments in the Permanent University Fund (PUF) and General
Endowment Fund (GEF). The established liquidity profile limits will act in conjunction with, but do not supercede, the Investment Policies established by the
UTIMCO Board and approved by the U. T. Board of Regents.
Liquidity risk can be defined as the uncertainty in the value of an investment
position that exists because the position cannot be readily converted to cash
or cash equivalents. Because liquidity risk is an important element of the total
investment risks affecting the PUF and GEF, this Policy establishes strategic
limits on acceptable liquidity risk, yet provides liquidity ranges to allow UTIMCO
to make tactical decisions as expected returns for assuming liquidity risk change
in investment markets.
The Liquidity Policy was approved by the UTIMCO Board of Directors on
June 26, 2003, and the Policy was reviewed by the Office of General Counsel.
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11.

U. T. System: Report on Investments for the nine months ended
May 31, 2003
RECOMMENDATION

Pages 196 - 204 contain the Summary Reports on Investments for the nine
months ended May 31, 2003.
Item I on Pages 196 - 198 reports summary activity for the Permanent University
Fund (PUF) investments. The PUF's net investment return for the nine months
was 6.28%. The PUF's net investment return for marketable securities for the
nine months was 8.85% versus its composite benchmark return of 7.16%. The
PUF's net asset value increased by $112.6 million since the beginning of the
year to $6,850.9 million. This change in net asset value includes increases
due to contributions from PUF land receipts and net investment return, and a
decrease from the annual distribution to the AUF made in September 2002 for
$363.0 million.
Item II on Pages 199 - 202 reports summary activity for the General Endowment
Fund (GEF), the Permanent Health Fund (PHF), and Long Term Fund (LTF).
The GEF's net investment return for the nine months was 6.98%. The GEF's
net investment return for marketable securities for the nine months was 9.06%
versus its composite benchmark return of 7.16%. The GEF's net asset value
increased $170.8 million since the beginning of the year to $3,464.0 million.
Item III on Page 203 reports summary activity for the Short Intermediate Term
Fund (SITF). Total net investment return on the SITF was 1.94% for the nine
months versus the SITF's performance benchmark of 3.25%. The SITF's net
asset value increased by $202.4 million since the beginning of the year to
$1,638.3 million.
Item IV on Page 204 presents book and market value of cash, fixed income,
equity, and other securities held in funds outside of internal investment pools.
Total cash and equivalents, consisting primarily of component operating funds
held in the Dreyfus money market fund, decreased by $184,655 thousand to
$1,613,256 thousand during the four months since the last reporting period.
Market values for the remaining asset types were fixed income securities:
$321,821 thousand versus $315,453 thousand at the beginning of the period;
equities: $211,361 thousand versus $186,523 thousand at the beginning of the
period; and other investments: $10,226 thousand versus $43 thousand at the
beginning of the period.

195

12.

U. T. Board of Regents: Appointment of members to the Board of
Directors of The University of Texas Investment Management Company
RECOMMENDATION

The Board of Directors of The University of Texas Investment Management
Company (UTIMCO) recommends that the following individuals be appointed to
the UTIMCO Board of Directors to serve until the expiration of their terms, or until
their successors are chosen and qualify, or until their earlier death, resignation or
removal:
Mr. J. Philip Ferguson and Mr. I. Craig Hester for appointment until
the expiration of terms ending April 1, 2006.
BACKGROUND INFORMATION
Section 66.08 of the Texas Education Code requires that the U. T. Board of
Regents appoint all members of the Board of Directors of UTIMCO. The proposed Board of Director nominees, who represent non-U. T. Regent directors
from the investment and business community, were approved by the UTIMCO
Board of Directors on July 21, 2003.
Mr. J. Philip Ferguson is the Senior Investment Officer of AIM Capital Management, Inc. He is also a former Managing Partner of Beutel, Goodman Capital
Management, Senior Vice President of Lehman Brothers, Inc., and Vice President of Goldman, Sachs & Co. Mr. Ferguson holds a B.B.A. degree from Texas
Christian University and a J.D. degree from The University of Texas School of
Law. He currently serves on the board of various organizations and is also a
volunteer at various organizations
Mr. I. Craig Hester is the founder of Hester Capital Management, L.L.C.
Mr. Hester has been actively involved in professional investment management
since 1972. Mr. Hester holds B.B.A. and M.B.A. degrees from The University of
Texas at Austin and is a CFA and CIC. He is the past president of the Austin
Investment Association and a member and past president of the Austin and San
Antonio Societies of Financial Analysts. He currently serves on the board of the
U. T. Austin Ex-Students' Association, on the advisory council of the KMFA
Capitol Broadcasting Association, and as a Junior League of Austin Community
Advisor. He is the 2003 Chair-elect of the Foundation for SafePlace and also
serves on various investment committees.
The positions to be filled were previously held by Mr. John McStay and
Mr. L. Lowry Mays and are not "affiliated Director" positions.
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13.

U. T. Board of Regents: Amendment of the Regents' Rules and Regulations in response to recommendations from Baker Botts Task Force
(Part Two, Chapter IX, Sections 1, 2, and 5)
RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Business Affairs and the Vice Chancellor and General Counsel that the
Regents' Rules and Regulations, Part Two, Chapter IX, Sections 1, 2, and 5, be
amended as set forth in congressional style:
a.

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

Authority Regarding Assets
...
1.8

Other Assets
Assets that are not a part of the Permanent University
Fund, an endowment fund, a fund functioning as an
endowment, a life income or annuity fund, or
consolidated System funds shall be managed as set
forth in this Subsection:
1.81 Tangible personal property shall be managed by
the component institution president.
1.82 Intangible personal property consisting of securities,
interests in businesses, and equity interests in
technology transfer firms as set out in the Regents'
Intellectual Property Policy shall be managed by the
component institution president or by UTIMCO, as
determined by the component institution president.
UTIMCO shall hold all stock certificates of securities
managed by, or held on behalf of, the component
institution president and shall assign, transfer, or sell
such securities, as directed by the component
institution president or his or her designees, in
accordance with Section 2 of this Chapter. Other
intangible personal property shall be managed by
the component institution president.
1.83 The component institution president may
designate in writing one or more committees,
employees, officers, or other agents of the
institution, or one or more outside managers to
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manage any or all of the assets described in
Subdivisions 1.81 or 1.82 of this Chapter on behalf
of the component institution president.
b.

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

Authorizations Regarding Sales, Assignments, Conveyances,
Receipt of Property, and Proxies
...
2.5

c.

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

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

Policy for Investment and Management of Endowment, Trust,
and Other Accounts Invested Through or Separate from U. T.
Investment Pools
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5.1

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

5.2

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

The amendments to the Regents' Rules and Regulations are proposed in
response to recommendations from the Baker Botts report dated February 12, 2003, to the U. T. Board of Regents regarding the relationship with
The University of Texas Investment Management Company (UTIMCO).
The amendment to Section 1, Subsection 1.8, Subdivision 1.82 permits the
president of a component institution to determine whether the president or
UTIMCO will manage securities, interests in businesses, and equity interests in
technology firms, thus allowing the president to determine how the asset can
best be managed to maximize its value. The amendment also clarifies that,
notwithstanding that such securities may be institutionally managed, the stock
certificates will be held by UTIMCO, and sold and transferred by UTIMCO as
directed by the president.
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The addition of Subdivision 1.83 permits the president to designate an officer or
employee of the institution or an outside manager to manage such assets. The
ability to designate an outside manager will provide the component institution
with a means for managing institutional conflicts of interest.
The amendment to Section 2, Subsection 2.5, Subdivision 2.51 clarifies the
language concerning UTIMCO's role in settlements. The original language is
ambiguous and could be read to give UTIMCO unlimited authority to settle
contested matters. The amendment provides that settlement delegation to
UTIMCO is subject to the same oversight and limitations applicable to The
University of Texas System. Those oversight requirements in Part Two,
Chapter XI, Section 3, Subsection 3.2 of the Regents' Rules and Regulations
are as follows:
a.

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

b.

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

c.

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

The amendments to Section 5, Subsections 5.1 and 5.2, reflect the correct
investment standard. The U. T. Board of Regents, under the Texas Constitution,
may acquire or retain any kind of investment that prudent investors, exercising
reasonable care, skill, and caution, would acquire or retain in light of the purposes, terms, distribution requirements, and other circumstances of the fund then
prevailing, taking into consideration the investment of all assets of the fund rather
than a single investment. This differs from the less flexible prudent person standard, which requires the fiduciary to be primarily concerned with preserving
capital rather than other considerations.
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14.

U. T. Board of Regents: Amendment of Regents' Rules and Regulations
regarding oversight of The University of Texas Investment Management
Company (Part One, Chapter II, Sections 3, 5, and 12)
RECOMMENDATION

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

Chancellor
...
3.2

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

...
3.4

Institutional Compliance
The Chancellor, as chief executive officer of the System, is
responsible for ensuring the implementation of a an institutional
compliance program for the System. Accordingly, the Systemwide Compliance Officer prepares an executive summary of all
institutional compliance activity of the component institutions,
UTIMCO, and System Administration.
3.41
System-Wide Compliance Officer
The System-wide Compliance Officer is responsible,
and will be held accountable for, apprising the
Chancellor and the Internal Audit, and Compliance,
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and Management Review Committee Subcommittee
of the institutional compliance functions and activities
at System Administration, UTIMCO, and at each
of the component institutions as set out in
Subparagraph 3.412 of this Chapter. The Systemwide Compliance Officer provides institutional
compliance assistance to the Chancellor, the
Executive Vice Chancellors, and the Vice
Chancellors, and the Chief Compliance Officer of
UTIMCO in the exercise of their responsibilities.
3.411 Appointment
The System-wide Compliance Officer shall
be appointed by the Chancellor. The
System-wide Compliance Officer is the
senior compliance official of The University
of Texas System;, provides assistance and
advice covering all component, UTIMCO,
and System Administration compliance
programs;, and shall hold office without
fixed term, subject to the pleasure of the
Chancellor.
3.412 Duties and Responsibilities
The primary responsibilities of the Systemwide Compliance Officer include developing
an infrastructure for the effective operation of
The University of Texas System Institutional
Compliance Program; chairing the Systemwide Compliance Committee and the
Compliance Officers Council; and prescribing
the format for the annual risk based
compliance plan and the quarterly
compliance status reports to be submitted
by each component institution, UTIMCO,
and System Administration.
...
Sec. 5.

Executive Vice Chancellor for Business Affairs
...
5.2

Duties and Responsibilities
...
5.2(24) Designating and supervising the System liaison
to UTIMCO, overseeing audits and investment
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5.2(25)

performance assessments of UTIMCO, and reviewing
budgetary and investment reports submitted by
UTIMCO.
Performing such other duties as may be assigned by
the Chancellor.

...
Sec. 12. Vice Chancellor and General Counsel
...
12.2

Duties and Responsibilities
...
12.2(18) Overseeing legal services provided to UTIMCO
by outside legal counsel, consistent with the
requirements of the Texas Disciplinary Rules of
Professional Conduct, and providing counsel,
advice, and legal interpretations to the Board, the
Chancellor, and other System officials concerning
UTIMCO-related issues.
12.2(19) Performing such other duties as may be assigned
by the Chancellor.
BACKGROUND INFORMATION

Proposed amendments to the Regents' Rules and Regulations will clarify the
responsibilities of the Chancellor, System-wide Compliance Officer, Executive
Vice Chancellor for Business Affairs, and the Vice Chancellor and General
Counsel concerning oversight of UTIMCO. The Baker Botts report prepared for
the Board in February 2003 confirmed that policy-making is reserved to the U. T.
Board of Regents and that UTIMCO has been delegated responsibility for core
investment functions and the implementation of the investment policies set by the
Board. The Chancellor and other U. T. System officials must oversee UTIMCO's
activities and ensure that UTIMCO complies with the Investment Management
Services Agreement and the investment policies established by the Board as set
out in approved Investment Policy Statements. The Chancellor retains management authority in areas such as intergovernmental relations and public information disclosure that have significant implications for U. T. System that are not part
of the core investment responsibilities delegated to UTIMCO. The amendments
to the Regents' Rules make this division of responsibilities more explicit.
See related revisions to the Investment Management Services Agreement
(Pages 153 - 169) and to the UTIMCO Bylaws (Pages 170 - 171).
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15.

U. T. System: Approval of aggregate amount of equipment financing
for Fiscal Year 2004
RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Business Affairs that the U. T. Board of Regents approve an aggregate
amount of $80,929,000 in equipment to be purchased in Fiscal Year 2004 under
the Revenue Financing System Equipment Financing Program as allocated to
those U. T. System component institutions set out on Page 215.
The Chancellor also concurs in the recommendation of the Executive Vice
Chancellor for Business Affairs that, in compliance with Section 5 of the
Amended and Restated Master Resolution Establishing The University of Texas
System Revenue Financing System, adopted by the U. T. Board of Regents on
February 14, 1991, and amended on October 8, 1993 and August 14, 1997, and
based in part upon the delivery of the Certificate of an Authorized Representative
as required by Section 5 of the Master Resolution, the U. T. Board of Regents
resolves that:
a.

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

b.

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

c.

The component institutions and U. T. System Administration,
which are “Members” as such term is used in the Master
Resolution, possess the financial capacity to satisfy their
direct obligation as defined in the Master Resolution relating
to the issuance by the U. T. Board of Regents of tax-exempt
Parity Debt in the aggregate amount of $80,929,000 for the
purchase of equipment

d.

This resolution satisfies the official intent requirements set
forth in Section 1.150-2 of the Code of Federal Regulations.
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BACKGROUND INFORMATION
At the April 14, 1994 meeting, the U. T. Board of Regents approved the use of
Revenue Financing System debt for equipment purchases in accordance with the
Guidelines Governing Administration of the Revenue Financing System. The
guidelines specify that the equipment to be financed must have a useful life of at
least three years. The debt is amortized twice a year with full amortization not to
exceed 10 years.
This agenda item requests approval of an aggregate amount of $80,929,000 for
equipment financing for Fiscal Year 2004, of which $1,431,000 represents the
carryover of equipment authorized for purchase during FY 2003 by U. T. El Paso.
The Board approved $50,066,000 of equipment financing in Fiscal Year 2003,
of which $22,244,000 has been issued as of June 13, 2003. An additional
$21,300,000 is expected to be issued by the end of the fiscal year.
Further details on the equipment to be financed and debt coverage ratios for
individual components can be found on Page 215.

214

16.

U. T. Board of Regents: Approval of dissolution of QuasiEndowment for Investment Excellence and authorization to
expend remaining balance for educational purposes
RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Business Affairs and the Vice Chancellor and General Counsel that the
Quasi-Endowment for Investment Excellence established by the Board in 1988
be dissolved and that the remaining balance in the Fund be used for educational
purposes as authorized by Texas Education Code Section 65.37.
BACKGROUND INFORMATION
In December 1988, the Board of Regents authorized the assessment of an
investment fee against all endowments and trusts managed by the Office of
Asset Management. The fee was authorized at an annual rate equal to one-tenth
of one percent of the Funds’ market value and was to be used to fund the “QuasiEndowment for Investment Excellence”. The Board further authorized use of the
income from the Quasi-Endowment to provide performance compensation for
investment professionals employed by the Office of Asset Management.
On August 10, 1995, the Board took the following actions, effective for
FY 1995-1996:
a.

maintained the assessment of the investment fee at onetenth of one percent of the market value of the Long Term
Fund (LTF);

b.

discontinued the use of the fee to fund the QuasiEndowment;

c.

authorized the use of the fee to fund educational purposes
at U. T. System Administration in an amount equal to fourhundredths of one percent of the market value of the LTF;
and

d.

authorized use of the fee to fund expenses related to management of endowments and trusts in an amount equal to
six-hundredths of one percent.
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On August 14, 1997, the Board took the following actions, effective September 1, 1997:
a.

reduced the LTF fee for investment management to 0%;

b.

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

c.

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

d.

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

In the material provided to the Board in 1997, the staff projected that the QuasiEndowment Fund balance would be drawn down by 2002 and that, beginning
in 2003, the management fees would be paid directly from the LTF itself. Those
projections were conservative, and the Fund currently has a balance of approximately $3.8 million.
The proposed changes will further simplify use of the remaining Fund balance
consistent with U. T. System priorities and as authorized by state law.
Timing of the dissolution of the quasi-endowment would be accomplished by
withdrawals of the invested funds as needed and as best timed to maximize
income generation and preservation of the Fund balance.
17.

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

The purpose of this item is to discuss the Revenue Financing System (RFS),
review the primary credit strengths and risks of the U. T. System, and discuss
issues related to RFS debt capacity as they relate to the Capital Improvement
Program.
KEY POINTS/ POLICY ISSUES
The Board of Regents is being asked to approve the Capital Improvement
Program (CIP) (Pages 7 - 37) totaling $4.53 billion, representing an increase
of 20.3% in one year. Approximately 48% of the CIP is to be funded with
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RFS debt, making it the largest source of funding for the CIP. Although the
RFS debt program is rated Aaa/AAA/AAA by the three major credit rating
agencies, the credit profile of the U. T. System has been generally declining
since 1996, as measured by the Debt Service Coverage ratio, among other credit
statistics. This credit deterioration has been caused primarily by greater utilization of RFS debt including Tuition Revenue Bonds, rather than a general decline
in operating performance. The Office of Finance monitors the debt capacity of
each RFS member institution and is responsible for ensuring that each institution
has the ability to repay its debt pursuant to the requirement in the RFS Master
Resolution. Although the planned level of debt issuance associated with the
Fiscal Year 2004-2009 CIP could put a stress on the System's credit ratings, the
Office of Finance believes that each institution has the ability to repay that
institution's individual debt from institutional resources.
BACKGROUND INFORMATION
In January 2002, the Office of Finance made a presentation to the Finance and
Planning Committee of the Board of Regents outlining the status of the RFS.
The presentation included a review of the primary credit strengths and risks of
the U. T. System and a discussion of issues related to RFS debt capacity.
Issues were raised at that time regarding the sustainability of the U. T. System's
Aaa/AAA/AAA credit ratings in light of the rapid growth in the CIP and the resulting increase in the utilization of RFS debt as a funding source. Subsequent to
that meeting, the Office of Finance was asked by the Board to quantify the cost
of a credit downgrade from Aaa to Aa. The cost was determined to be 5-10 basis
points, or $500 to $1,000 in higher annual debt service for each $1 million of debt
issued. As a follow-up to that presentation, the Office of Finance made a second
presentation to the Finance and Planning Committee in April 2002, focusing
entirely on RFS debt capacity. The primary conclusion was that the U. T. System
was steadily depleting its debt capacity at the Aaa/AAA/AAA level. As a result,
the Board authorized the Office of Finance to increase the minimum debt service
coverage ratio used to help determine available debt capacity at each institution.
18.

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

Mr. Philip R. Aldridge, Associate Vice Chancellor for Finance, will update the
Finance and Planning Committee on a quarterly basis regarding the projected
amount of remaining PUF debt capacity and the projected levels of income and
expenditures of the AUF, using a PowerPoint presentation (Pages 220 - 229).
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KEY POINTS/ POLICY ISSUES
In September 2003, $348 million will be distributed to the AUF compared to
$363 million distributed in September 2002. The $348 million to be distributed
represents 5.1% of the May 31, 2003, market value of the PUF.
Based on current assumptions and anticipated Library, Equipment, Repair and
Rehabilitation ("LERR") allocations, there is an additional $73-$121 million of
PUF debt capacity beyond the PUF projects currently approved, assuming
a 7.40% (UTIMCO-approved Asset Allocation) or 9.35% (Prior Asset Allocation)
investment return, respectively.
PUF distributions are projected to decline through FY 2006 and to be capped for
a period of time because the purchasing power of the PUF will not have been
maintained, as required by the Texas Constitution.
Under the 9.35% scenario, the PUF distribution is projected to be capped at
$364.3 million from FY 2008 through FY 2012.
Under the 7.40% scenario the PUF distribution is projected to be capped at
$348.4 million from FY 2008 through FY 2012.
BACKGROUND INFORMATION
The AUF forecast is based on an updated forecast of future PUF distributions
provided by UTIMCO. UTIMCO updates the forecasted PUF distributions based
on actual investment performance of the PUF through the most recent quarter.
The amount distributed to the AUF is equal to 4.75% of the average net asset
value of the PUF for the trailing 12 fiscal quarters, calculated as of the fiscal
quarter ending on the last day of February of each year.
The amount of remaining PUF debt capacity is calculated based on the AUF
spending policy and a list of assumptions that has previously been discussed
with the Finance and Planning Committee. The AUF spending policy approved
by the Board requires:
a.

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

b.

Debt service coverage to be at least 1.50:1.00; and

c.

The forecasted end of year AUF balance to be at least
$30 million.
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19.

U. T. System: Discussion of proposed issuance of $125,000,000 of
Permanent University Fund Flexible Rate Notes, Series A
PURPOSE

The purpose of this item is to inform the Finance and Planning Committee of a
proposed issuance of $125,000,000 of Permanent University Fund Flexible Rate
Notes, Series A.
KEY POINTS/ POLICY ISSUES
The Board has previously authorized the Permanent University Fund Flexible
Rate Notes, Series A interim financing program pursuant to which Notes may be
issued up to a maximum of $400,000,000 outstanding at any one time.
No Board action is necessary for the issuance of this installment of Notes. In
accordance with the Texas Constitution, the Notes will be sold through a competitive sale, scheduled for August 2003.
There are $175,000,000 of Notes currently outstanding. This proposed installment of $125,000,000 will increase the aggregate amount of Notes outstanding
under the program to $300,000,000.
Proceeds from the Notes will be used to fund capital costs of projects that have
been previously approved by the Board to be funded with PUF debt.
BACKGROUND INFORMATION
The Board established the PUF Flexible Rate Note program in 1985. The
program has been amended periodically since 1985.
In November 2002, the Board expanded the program authorization from
$250,000,000 to $400,000,000 to accommodate growth in the Capital
Improvement Program.
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20.

U. T. System: Discussion of Monthly Financial Report
PURPOSE

The purpose of this item is to discuss the April Monthly Financial Report (MFR),
as set out on Pages 232 - 256, which provides operating results of the U. T.
component institutions.
KEY POINTS/ POLICY ISSUES
The MFR for April 2003 compares the results of operations between the current
year-to-date cumulative amounts and the prior year-to-date cumulative amounts.
Explanations are provided for institutions having the largest variances in Adjusted
Income (Loss) year-to-date as compared to the prior year both in terms of dollars
and percentages. In addition, although no significant variance may exist, institutions with losses may be discussed.
BACKGROUND INFORMATION
A Monthly Financial Report has been prepared to track the financial results of the
institutions since 1990.
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