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PRESIDENT, UNIVERSITY OF HOUSTON, DR. JAY GOGUE

I

am pleased to present the Annual Financial
Report of the University of Houston for
Fiscal Year 2005. The report provides an
overview of the University’s financial operations
and financial position as of August 31, 2005.
The University of Houston, as a public institution,
must account fully for the dollars we receive as
investments in the educational future of Houston
and the state of Texas. This Annual Financial
Report is one means of providing assurance of
such accountability.
The University of Houston administration

continuously evaluates the utilization of
our resources to keep us the state’s premier
metropolitan teaching and research institution.
UH is home to 13 colleges and more than 40
research centers and institutes, and we sponsor
more than 300 partnerships with corporate,
civic, and governmental entities. More than
5,000 faculty and staff educate and support more
than 35,000 students. We offer 105 bachelor’s
degree programs, 128 master’s degree programs,
50 doctoral degree programs, and three first
professional degree programs.

The University of Houston has a remarkable
past filled with great achievements. Men and
women from around the world continue to
receive rigorous educations thanks to the
outstanding support of our University family,
community partners, and governmental leaders.

Jay Gogue
President, University of Houston

VICE PRESIDENT FOR ADMINISTRATION AND FINANCE, DR. JOHN M. RUDLEY

I

t is my pleasure to present the 2005 Annual
Financial Report for the University of Houston.
This report represents the University’s financial
position as of August 31, 2005.
At the University of Houston, we pride
ourselves on our ability to meet the educational
needs of traditional and non-traditional students
and to respond to the diverse needs of a
multicultural student population. In Fiscal Year
2005, our adaptability to meet these student
needs was reflected in our enrollment, which
continues to be the most ethnically diverse
among major urban research universities.
In Fiscal Year 2005, the number of multi-million
dollar basic and applied research projects doubled
from six to twelve. Ten of the twelve projects focus
on health-related research—reflecting the
University’s growing expertise in that area. Air
quality and the environment, energy, aerospace,
and children’s learning and development continue
to be other major research themes.
FY2005 was the second year of the biennium
for which the 78th Texas Legislature appropriated
funds. The State general revenue provided for
FY2004 to the University of Houston was 2.3
percent lower than revenue received for FY2003.

However, the funding from the Research
Development Fund that had been vetoed in
FY2004 was restored in FY2005. The University
of Houston’s share of the fund was $5.1 million,
which allowed the University to provide
additional resources for the build-out and
equipping of the new Science Engineering
Research and Classroom Complex. In recognition
of limited general revenue funding, the 78th
Legislature allowed universities to establish their
own tuition rates under the rules of deregulated
tuition. Following discussion and careful review
by students, faculty, staff, and regents, the
university implemented tuition increases for
FY2005, and for the first time variable tuition
rates among the colleges were established. As
with all deregulated tuition, to help offset the
impact on students, about 20% of the increase
was directed for financial aid.
The university continued in FY2005 to make
major strides toward updating and expanding its
facilities to meet the requirements of the System’s
Strategic Plan and the needs of faculty, staff and
students as the University works toward Tier 1
status. Classrooms and a new auditorium opened,
and work progressed on state-of-the-art research

labs in the new $76 million Science Engineering
Research and Classroom Complex. The $54
million renovation and expansion of M.D.
Anderson Library continued as the majority of
the existing building is now updated with final
project completion by February 2006. An
addition to Wortham Theater for the Cynthia
Woods Mitchell Center for the Arts moved
toward expected completion in November 2005.
In addition, the new Visitor’s Center/
Academic Services Center/Parking Garage began
construction in 2005. The 1500 parking space
garage is scheduled to open in January 2006
with the retail section, Visitor’s Center and
Academic Services Center opening in early 2006.
Finally, deferred maintenance continued with
over $10 million spent on life safety, disabled
accessibility, fire code upgrades, energy
conservation, classroom updating and building
system modernization in FY2005.

John M. Rudley
Vice President for Administration and Finance
PAGE 1

University of Houston | Annual Financial Report 2004–2005

FINANCIAL HIGHLIGHTS

ASSETS

■
■
■
■
■
■
■
■

(IN MILLIONS

Appropriations $51.2 or 5%
Building, Infrastructure and Improvement $111.1 or 12%
Cash and Investments $92 or 10%
Construction in Progress $131.9 or 14%
Equipment, Books and Art $69.6 or 7%
Inventories and Other Assets $37.5 or 4%
Land $36.4 or 4%
Receivables $405.5 or 44%
Total Assets $935.2

LIABILITIES
(IN MILLIONS)

■
■
■
■
■

Accrued Compensable Absences Payable $13.0 or 4%
Bonds $219.2 or 61%
Deferred Revenue $74.9 or 21%
Funds Held for Others $2.9 or 1%
Payables and Accrued Liabilities $47.2 or 13%
Total Liabilities $357.2

OPERATING REVENUE
(IN MILLIONS)

■ Federal Grant Revenue $73.6 or 21%
■ Local and Private Awards $14.0 or 4%
■
■
■
■

Sales of Auxiliary Services $35.2 or 10%
Sales of Other Goods and Services $53.0 or 15%
State Grant Revenue $21.3 or 6%
Tuition and Fees, Net of Discounts $145.8 or 44%
Total Operating Revenues $342.9
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OPERATING EXPENSES
(IN MILLIONS)

■
■
■
■
■
■
■
■
■

Communication and Utilities $30.7 or 6%
Depreciation $19.9 or 4%
Financing and Legal $14.8 or 3%
Other Operating Expenses $15.7 or 3%
Pass Through Expenses $8.1 or 2%
Repairs and Maintenance $6.1 or 1%
Salaries and Benefits $338.7 or 62%
Scholarships $29.3 or 5%
Supplies, Office Operations, Travel $76.7 or 14%
Total Operating Expenses $540.0

TOTAL REVENUES
(IN MILLIONS)

■ Non-Operating Revenue $261.0 or 43%
■ Legislative Revenue $156.3
■ HEAF Appropriation $26.0
■ Other Legislative Funding $4.5
■ Gifts $31.3
■ Investment Income $32.4
■ Other Sources $10.5
■ Grants and Contracts $109.0 or 18%
■ Sales of Goods and Services $53.0 or 9%
■ Tuition and Fees, Net of discounts $180.9 or 30%
Total Revenues $603.9

TOTAL EXPENSES
(IN MILLIONS)

■ Operating Expenses $540.0 or 93%
■ Salaries and Benefits $338.7
■ Pass Through Expenses $8.1
■ Office Operations and Supplies $113.4
■ Financing and Legal $14.8
■ Scholarships $29.3
■ Depreciation $20.0
■ Other Operating Expenses $15.7
■ Non-Operating Expenses $29.2 or 5%
■ Interest Expense $9.1 or 2%
Total Expenses $578.3
PAGE 3
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STATEMENT OF NET ASSETS For the year ended August 31, 2005
Assets

2005

2004

Current Assets
Cash and Cash Equivalents
Short-term Investments
Restricted Cash and Cash Equivalents
Restricted Loans and Contracts
Legislative Appropriations
Receivables
Inventories
Loans and Contracts, Other Assets
Total Current Assets
Non-Current Assets
Restricted Cash and Cash Equivalents
Restricted Loans and Contracts
Investments
Capital Assets, Non-Depreciable
Capital Assets, Depreciable
Accumulated Depreciation
Total Noncurrent Assets
Total Assets

Liabilities

2004

Current Liabilities
$ 37,197,718 $ 32,921,105
20,925,289
20,400,967
17,936,020
27,579,954
5,423,614
4,801,107
51,238,153
41,015,902
161,340,901 170,089,871
3,054,291
2,901,332
18,804,239
13,246,706
315,920,225

312,956,944

15,647,570
254,388,399
254,873
168,246,997
692,089,507
(511,379,276)

30,029,809
260,644,632
61,934
173,820,164
614,755,858
(461,538,872)

619,248,070

617,773,525

935,168,295

930,730,469

Payables
Deferred Revenues
Employees’ Compensable Leave
Revenue Bonds Payable
Funds Held for Others

$ 47,208,954 $ 58,920,271
74,857,078
69,578,460
5,978,348
5,570,254
11,459,922
10,668,890
2,927,316
2,539,000

Total Current Liabilities

142,431,618

147,276,875

Noncurrent Liabilities
Employees’ Compensable Leave
Revenue Bonds Payable

7,018,061
207,764,671

6,608,009
194,634,532

Total Noncurrent Liabilities

214,782,732

201,242,541

Total Liabilities

357,214,350

348,519,416

Net Assets
Invested in Capital Assets, Net of Related Debt
Restricted, Debt Retirement
Restricted, Capital Projects
Restricted, Other
Nonexpendable, Endowment Funds
Unrestricted

163,652,626
13,945
2,294,651
52,306,786
211,728,613
147,957,324

184,014,113
956
18,838,933
58,362,922
189,817,621
131,176,508

Total Net Assets

PAGE 4
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$ 577,953,945 $ 582,211,053
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STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS For the year ended August 31, 2005
Operating Revenues
Tuition and Fees, Net of Discounts
Sales of Goods and Services
Federal Revenue
State Grant Revenue
Other Grants and Contracts
Total Operating Revenues
Operating Expenses
Instruction
Research
Public Service
Academic Support
Student Services
Institutional Support
Operation and Maintenance of Plant
Scholarships and Fellowships
Auxiliary Enterprises
Depreciation and Amortization
Total Operating Expenses
Operating Income (Loss)

2005

2004

$ 180,933,443 $ 155,524,481
52,998,971
49,561,752
73,647,316
65,992,729
21,279,469
16,852,057
14,044,555
14,583,263
342,903,754

302,514,282

157,998,039
77,669,115
26,247,719
72,066,117
21,365,437
43,653,408
35,123,096
30,840,264
55,021,338
19,977,794

148,600,868
71,866,508
17,278,557
63,285,788
20,258,452
45,863,546
30,131,065
28,430,587
53,021,703
20,811,002

539,962,327

499,548,076

Nonoperating Revenues (Expenses)
Legislative Revenue
Gifts
Investment Income
Interest Expense and Fiscal Charges
Other Nonoperating Revenues (Expenses)
Total Nonoperating Revenues (Expenses)
Income (Loss) Before Other Revenues,
Expenses, Gains, Losses and Transfers
Other Revenues, Expenses, Gains, Losses and Transfers
Capital Appropriation
(Higher Education Assistance Funds)
Additions to Permanent and Term Endowments
Intercomponent Transfers
Transfers
Legislative Transfers
Legislative Appropriations Lapsed
Total Other Revenues, Expenses, Gains,
Losses and Transfers

2005
2004
156,396,906 154,119,172
23,370,951
18,967,354
30,338,201
24,847,402
(9,178,309)
(8,752,456)
(27,163,927) (62,646,921)
173,763,822

126,534,551

(23,294,751)

(70,499,243)

25,986,116

25,986,116

7,982,284
10,556,356
4,543,493
(57,788)
(110,208)

4,156,827
22,068,750
(385,963)
(57,788)
(445,306)

48,900,253

51,322,636

(197,058,573) (197,033,794)
Change In Net Assets
Net Assets Beginning
Restatements
Net Assets Beginning, as Restated
Net Assets, Ending

25,605,502 (19,176,607)
582,211,053 601,387,660
(29,862,610)
552,348,443

601,387,660

$ 577,953,945 $ 582,211,053
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STATEMENT OF CASH FLOWS For the year ended August 31, 2005
Cash Flows from Operating Activities
Proceeds Received from Students and Customers
Proceeds from Loan Programs
Proceeds from Other Revenues
Payments to Suppliers for Goods and Services
Payments to Employees
Payments for Loans Provided
Payments for Other Expenses
Net Cash Provided (Used) by Operating Activities
Cash Flows from Noncapital Financing Activities
Proceeds from State Appropriations
Proceeds from Gifts
Proceeds from Endowments
Proceeds from Transfers from Other Funds
Proceeds from Other Revenues
Payments for Other Uses
Net Cash Provided by Noncapital Financing Activities

2005

2004

$216,177,579 $ 184,965,265
2,781,411
111,031
130,007,607 139,711,361
(122,486,537) (49,039,979)
(340,165,272) (310,805,160)
(2,735,285)
(576,505)
(59,465,200) (101,011,244)
(175,885,697) (136,645,231)

146,006,659
23,370,951
7,982,284
17,192,774

145,184,065
22,889,788
4,156,827

10,273,386
(29,512,750) (47,775,472)
165,039,918 134,728,594

Cash Flows from Capital and Related Financing Activities
Proceeds from Capital Financing Activities
51,685,157
Payments for Additions to Capital Assets
(69,778,021)
Payments of Principal and Interest on Debt Issuance (20,956,179)
Net Cash Used by Capital and Related Financing Activities (39,049,043)

25,986,116
(22,566,404)
6,129,321
9,549,033

Cash Flows from Investing Activities
Proceeds from Interest and Investment Income
Payments to Acquire Investments
Net Cash Provided by Investing Activities

30,338,202
(192,939)
30,145,263

0

Increase (Decrease) in Cash and Cash Equivalents

(19,749,559)

7,632,396

90,530,867

82,898,471

70,781,308

90,530,867

Cash and Cash Equivalents, September 1
Restatements to Beginning Cash and Cash Equivalents
Cash and Cash Equivalents, August 31
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Reconciliation of Operating Income (Loss) to Net Cash
Provided (Used) by Operating Activities
Operating Income (Loss)

2005

2004

(197,058,573) (197,033,794)

Adjustments to Reconcile Operating Income to Net Cash
Provided (Used) by Operating Activities
Amortization and Depreciation
Bad Debt Expense
Changes in Assets and Liabilities
(Increase) Decrease in Receivables
(Increase) Decrease in Inventories
(Increase) Decrease in Loans and Contracts
(Increase) Decrease in Other Assets
(Increase) Decrease in Prepaid Expenses
Increase (Decrease) in Payables
Increase (Decrease) in Deferred Income
Increase (Decrease) in Other Liabilities
Total Adjustments
Net Cash Provided by Operating Activities

19,977,794
1,627,716

20,811,002

7,163,907
30,553
46,127
806,100
(5,557,533)
(8,331,445)
5,278,618
131,039
21,172,876

3,921,401
(267,519)
(465,475)
478,890
(2,033,360)
15,191,780
21,481,247
1,270,597
60,388,563

$(175,885,697) $ (136,645,231)
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MANAGEMENT’S DISCUSSION AND ANALYSIS
INTRODUCTION
The following section of the University of Houston’s
Annual Financial Report provides an overview of the
activities and the financial position of the University of
Houston for the fiscal year ended August 31, 2005. This
Management’s Discussion and Analysis is intended to
offer a summary of significant current year activities,
resulting changes, and currently known economic conditions and facts. This analysis should be read in conjunction with the University’s basic financial statements and
the notes to the statements.
During the 2002 fiscal year, the State of Texas adopted
Governmental Accounting Standards Board (GASB) Statement No. 34, Basic Financial Statements—and Management's Discussion and Analysis—for State and Local
Governments, and Governmental Accounting Standards
Board Statement No. 35, Basic Financial Statements—
and Management's Discussion and Analysis—for Public
Colleges and Universities. These accounting pronouncements established new reporting requirements including
the presentation of new financial information and a
restructuring of the presentation of previous fiscal years.
Whereas the previous standards focused on the accountability of individual fund groups, the new standards focus
on the preparation of financial statements that present
aggregate operations. The financial statements for fiscal
years 2005 and 2004 have been prepared in accordance
with these rules.

BACKGROUND
The University of Houston (UH), located in the nation's
fourth largest metropolitan area, is part of the state-supported system of higher education in Texas, serving over
35,000 students. The University is the flagship institution
of the University of Houston System, and is its only doctoral degree-granting institution. As such, it has the traditional functions of a comprehensive research university
including a full range of undergraduate through post-doctoral academic programs, nationally recognized quality in
its programs and faculty, extensive externally funded basic
and applied research, and diverse cultural and public ser-

vice programs of benefit to the community and the state.
The University is the largest provider of baccalaureate services for Houston and the Upper Texas Gulf Coast region.
In addition to being an important source of new teachers in Texas, the University of Houston has also developed many collaborative partnerships with public schools
whereby teachers participate in professional development
programs and students are provided with educational
opportunities. The University is committed to the discovery, dissemination, and application of knowledge. Over
the past several years, the University of Houston has built
multi-disciplinary research programs in areas such as
materials science, the biosciences, and the computational
sciences, all of which align with major regional and state
industries – energy, biotechnology, aerospace, and computers. In doing so, the University has created programs
of international repute that contribute greatly to the
regional and state economies.

OVERVIEW OF THE FINANCIAL
STATEMENTS
The financial statements for the fiscal year ended August
31, 2005 are presented in a significantly different format
as compared to years prior to fiscal year 2002. Governmental Accounting Standards Board Statement No. 35
requires the University to include three financial statements in the annual financial report. They are (1) the
Statement of Net Assets, (2) the Statement of Revenues,
Expenses, and Changes in Net Assets, and (3) the StateOutdoor class in Cullen Family Plaza on a beautiful Spring day.

ment of Cash Flows. The information contained in the
financial statements of the University of Houston is part
of and included in the State of Texas Comprehensive
Annual Financial Report. The financial statements of the
University are presented for the fiscal year ended August
31, 2005, with financial data for the fiscal year ended
August 31, 2004, provided for comparative purposes.
Prior year totals have been reclassified, when necessary, to
reflect current year changes in reporting procedures and
to enhance comparability of reported totals.
The format of the statewide financial statements presents
a more comprehensive perspective of the state’s financial
activities. The state’s activities are divided into three types
for presentation in the primary financial statements. They
are Governmental Activities, Business-type Activities, and
Component Units. The financial operations of the University of Houston are considered a business-type activity
because the University charges a fee, in the form of tuition,
to customers in order to pay for a majority of the cost of the
services provided. Under this classification, the University’s
financial statements conform to the guidelines and presentation formats prescribed for Proprietary Funds.
As a result of the adoption of the GASB reporting standards, the University is required to report accumulated
depreciation on its capital assets. Additionally, the University
recognizes a current year charge for depreciation expense.
Revenues and expenses are classified as either operating or nonoperating in the financial statements. Previous
reporting standards focused on the accountability of individual fund groups and did not provide a measurement of
entity-wide operations. Significant portions of the University’s recurring resources are classified as nonoperating
by GASB Statement No. 35. Substantially all state appropriations are treated as nonoperating revenues.
Tuition and fee revenues are reported net of any scholarship discounts and allowances. A scholarship allowance is
the difference between the stated charge for services provided by the University and the amount that is paid by the
student or third parties making payments on behalf of the
student. Funds received to satisfy student tuition and fee
charges are reported as revenue only once. Institutional
PAGE 7
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MANAGEMENT’S DISCUSSION AND ANALYSIS
resources provided to students as financial aid are reported
as scholarship allowances in amounts up to and equal to
amounts owed by the students to the University. This
accounting procedure is known as tuition discounting.

STATEMENT OF NET ASSETS
The first schedule presented is the Statement of Net
Assets. The statement reflects the University’s assets and
liabilities using the full accrual basis of accounting, and
represents financial position as of the conclusion of the
fiscal year. This is a point in time financial presentation
and presents a snapshot view of the financial status as of
August 31, 2005. Comparative data for the previous fiscal
year has also been presented as of August 31, 2004. Assets
and liabilities are presented as either current or noncurrent to provide an indication of their anticipated liquidation. Net Assets is equal to Assets minus Liabilities.
Unrestricted Net Assets are available to the University for
any lawful purpose. Unrestricted Net Assets often have
constraints on resources, which are imposed by management, but can be removed or modified. On August 31,
2005, the University of Houston’s Assets totaled $935
million, and Liabilities totaled $357 million, resulting in
a Net Asset valuation of $578 million. This represents a
decrease in net assets of $4 million.
The Statement of Net Assets allows the reader of the
financial statements to determine the assets available for
use in the continuing operations of the University. Also,
the reader will be able to determine the amounts owed to
vendors, investors and lending institutions. Net Assets
are presented in three major categories: invested in capital assets, net of debt; restricted net assets; and unrestricted net assets. The invested in capital assets category
identifies the equity in property, plant, and equipment
owned by the University. Restricted net assets are presented in two sub categories: non-expendable and
expendable. Non-expendable restricted net assets are
available only for endowed investment purposes. Expendable net assets are available for expenditure but must be
expended for the purposes specified by the external
donor/provider of the assets. Unrestricted net assets are
PAGE 8

available for any lawful purpose of the University.
Although not subject to the stipulations of external
requirements, a significant portion of the University’s
unrestricted net assets are committed to various future
operating budgets related to academic, research, and capital programs and projects.

STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS
The next statement comprising the primary financial
statements is the Statement of Revenues, Expenses, and
Changes in Net Assets. This schedule identifies operating
and nonoperating revenues received by the University.
Additionally, both the operating and nonoperating
expenses incurred by the University during the fiscal year
are displayed. Finally, any other gains and losses or other
forms of revenue and expense are reported.
During the 2005 fiscal year, the University recognized
operating revenues of $343 million and operating expenses
of $540 million. After recognizing nonoperating activities
and other gains and losses, the University realized a current
year net increase in net assets of $26 million. Additional
recognition of $30 million of prior years’ accumulated
depreciation resulted in an overall decrease in net assets of
$4 million. During the prior fiscal year, the University
experienced a decrease in net assets of $19 million.
Operating revenues are received and recognized as a
result of providing services to the University’s customers.
Operating expenses are the costs necessary to provide
those services and to fulfill the mission of the University.
Operating expenses are displayed in the Statement using
the functional method of classification. The functional, or
programmatic, classification method presents operating
expenses in a manner that reflects the University’s commitments in fulfilling its mission of instruction, research,
and public service, as well as the requirements of supporting and maintaining its administrative and physical
structure. Nonoperating revenues are those received for
which no services are directly provided. State appropriations are classified as nonoperating revenue because they
are provided by the Legislature to the University without

Campus Recreation and Wellness Center

the Legislature directly receiving goods or services for
those revenues. As previously mentioned, significant portions of the University’s recurring resources are classified
as nonoperating. Net resources from other than operating
revenues totaled $261 million for fiscal year 2005.

STATEMENT OF CASH FLOWS
The third primary statement included in the financial
statements is the Statement of Cash Flows. This schedule
explains the change during the fiscal year in cash and cash
equivalents, regardless of whether there are restrictions on
their use. The Statement of Cash Flows should be used in
conjunction with related disclosures and information in the
other financial statements. The statement can provide relevant information about an entity, such as the ability to generate future net cash flows, the ability to meet obligations when
due, or reasons for differences between operating income
and associated cash receipts and payments. The statement is
comprised of five sections. The first section recognizes the
cash flows from operating activities as well as the net cash
used by operating activities. The second section identifies
the cash flows from noncapital financing activities. The third
section reflects the cash flows from capital and related financing activities. The next section details the cash flows from
investing activities. The final section reconciles net cash used
to the operating loss or income reflected on the Statement of
Revenues, Expenses, and Changes in Net Assets.
The cash and cash equivalents balance at the conclusion of the fiscal year totaled $71 million, which reflected
a net decrease in cash of $20 million.

CAPITAL ASSETS
Critical to maintaining the quality of academic, research,
and service programs, as well as residential life, is the
development and renewal of the University’s capital

University of Houston | Annual Financial Report 2004–2005

assets. The University continues the implementation of
its long-range capital plan, with a prudent combination
of renovation and modernization of older facilities, along
with new construction.
As of the end of the 2005 fiscal year, the University had
$349 million of capital assets, net of accumulated depreciation. These assets included land, buildings, infrastructure and improvements, furniture and equipment, library
books, and works of art. Several major capital construction projects are in various stages of completion, and the
cumulative investment in these assets is reported as construction in progress. Capital assets, net of accumulated
depreciation, at August 31, 2004, totaled $327 million.
At the University of Houston, after three years and $45
million, one of the university’s most ambitious projects is
nearing completion. Construction is nearly completed on
the renovation and expansion of the M.D. Anderson
Library. Additionally, the project provides the Honors
College, housed within the library, with new and expanded
quarters on the second floor. Beginning Fall, 2006, the
newly renovated facility is expected to play an increasingly important role in helping the university meet the
growing educational demands of Houston and in helping
the university move closer to becoming a leading research
university.
Also nearing completion is the construction on the
state-of-the-art, $81 million Science and Engineering
Research and Classroom Complex (SERCC). The structure was designed by internationally renowned architect
Cesar Pelli to facilitate collaborative research among
scientists, engineers, and physicians. Much of the univerRoy Cullen Building

sity’s joint research with the Texas Medical Center—
including bionanotechnology, drug design, and synthetic
medicinal chemistry—will soon be conducted at the
SERCC. Construction on the last phase will be completed
in April, 2006. Upon completion, the University of Houston will begin a groundbreaking step toward the future of
collaborative research and high-tech classroom instruction. This facility will be the only academic facility of its
kind in Houston, where the pursuit of crucial cross-disciplinary research in a state-of-the-art structure will ultimately lead to breakthrough innovations.
Additionally, the $25.8 million multifunctional parking
garage is currently under construction and is expected to
be completed in January of 2006. The four-story, 519,000
square-foot garage is located on University Drive near the
Hilton University of Houston Hotel. It will provide the
university community with an additional 1,500 parking
spaces. Designed primarily to help alleviate parking congestion at the university, the garage also will house the
university’s new Welcome Center, as well as retail outlets
and dining establishments.
Completion of each of these projects will provide
enhanced and significant benefits to the University’s students and other constituencies. The University maintains
a goal of improving the physical condition of the campus
and its various facilities, while at the same time, preserving their condition and maximizing their utilization.

DEBT ADMINISTRATION
The University believes that the prudent use of debt to
finance capital projects is an effective tool in the management of its financial resources. Detailed information concerning the University’s long-term debt is found in the
Notes to the Financial Statements.
The University of Houston is authorized by statute to
issue long-term debt in the form of revenue bonds. Each
series of revenue bonds issued is backed by a pledged
revenue source specified in the bond resolution. Additionally, each issue is designed to be self supporting from
the primary revenue source. At August 31, 2005, the University of Houston had $219 million of long term bonded

Butler Plaza

debt outstanding, $11 million of which will be retired
during the 2006 fiscal year.
In fiscal year 2005, the University of Houston System
issued $25,800,000 of Consolidated Revenue Bonds,
Series 2005. Proceeds from this bond issue will be used to
finance construction of the previously discussed parking
garage facility at the University of Houston.

ECONOMIC OUTLOOK
The Texas Legislature continues to be critical to the University of Houston’s success. The 79th Texas Legislature
convened this spring to allocate funds for fiscal years
2006 and beyond. It was a tremendous success for the
University, which sought the investments from the state it
needed to build on the momentum achieved over the past
several years. The University identified principal legislative priorities, such as the reinstatement and expansion of
the Research Development Fund (formerly known as the
Tier 1 Funding). Because the University lost more funding than any other university in the state when appropriation of these funds was vetoed, re-appropriation was
sought to position the University for continued growth in
the future. The funding was restored and increased to
$5.6 million for fiscal years 2004-2005 and $10.2 million
for fiscal years 2006-2007. Additionally, general revenue
funding increased by $18.2 million, or 6.8 percent, for
fiscal years 2006-2007. Likewise, the Higher Education
PAGE 9
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MANAGEMENT’S DISCUSSION AND ANALYSIS
Fund’s annual allocations will be $23.5 million for fiscal
years 2006-2007, but will increase to $35.2 million for
fiscal years 2008-2009. The UH System Board of Regents
also retained the authority to set tuition rates. This decision allows the University to remain flexible in assessing
appropriate charges to maintain course offerings and
quality. These funds will help maintain the university’s
stature as a great academic and research asset to the city,
state, and nation.
Becoming the state’s third top-tier research university
remains the University of Houston’s highest institutional
priority. Over the past several years, much progress has
been made in accomplishing this goal. First, the University of Houston continues to become an institution of
choice for more students. UH serves more students than
any other institution in the state other than University of
Texas-Austin and Texas A&M University. UH enrollment
for the fall 2004 semester topped 35,180 students, a
steady incline from the previous academic year. The University also graduated a record 6,547 students. This trend
of continued growth is a direct result of new recruitment
policies, improved retention programs, expanded course
availability, and better financial aid packages. Second,
growth in research funding has been tremendous.
Research awards for fiscal year 2005 totaled $79.5 million, while federal awards—the most sought after nationally—were $37.2 million.
Dr. Jay Gogue has just completed his second year as
University of Houston System Chancellor and the University of Houston President. He has put into motion a set
of system wide strategic principles and initiatives that will
allow the University of Houston to focus on the issues
that are important to the people of the upper Gulf Coast.
This will aid the region to prepare and succeed in today’s
information based economy. Among these strategic principles is a focus on identifying accountability and administrative efficiency. Initiatives related to this principle
include streamlining the UH System contracting process,
increasing expenditures to historically underutilized businesses (HUBs), and aligning our existing performance
PAGE 10

measure system to the one currently being developed at
the state level. This and other initiatives will be pursued
over the next two years.
A $20 million gift from George and Cynthia Woods
Mitchell to the University of Houston was used in FY2005
to fund the $4 million expansion and renovation of the
School of Theatre building, which is now home to the
Cynthia Woods Mitchell Center for the Arts. The center
will host world-class artists, writers, performers and
scholars to teach and inspire the next generation of cre-

Winged Victory Sculpture in front of Moores Music Building

ative visionaries through collaborative academic courses
along with innovative public performances, exhibitions
and informative lectures. The Center is an alliance among
the five arts units within the university’s College of Liberal
Arts and Social Sciences—the School of Art, the Creative
Writing Program, the Moores School of Music, the School
of Theatre, and Blaffer Gallery, the Art Museum of the
University of Houston.
On August 29, 2005, Hurricane Katrina made landfall
and devastated the Gulf Coast region. During the extraordinary weeks that followed, the University of Houston
made unconventional partnerships that organized human
and institutional resources to accommodate students, faculty, staff, and administrators from our sister institutions
affected by the storm. Efforts were concentrated along the
lines of the three-fold mission of teaching, research, and
community service. Thanks to exceptional efforts from
admissions, financial aid, information technology, academic advising, student services staff, and dozens of faculty and administrators, a plan was quickly devised and
implemented to admit more than 1,600 displaced students to University of Houston. Top administrators from
Loyola University were also temporarily relocated, and
Loyola Law School was moved to the UH Law Center.
The University is not aware of any known facts, decisions, or conditions that are expected to have a significant
effect on the financial position or results of operations
during the 2006 fiscal year. Although it is not possible to
predict ultimate results, management believes the University of Houston’s financial condition and position are
strong. The University’s administrative and management
teams realize that universities must be good stewards of
the dollars with which they are entrusted. The University
of Houston is committed to this principle. Accomplishing
the University’s goals and mission is predicated on the
effective management of resources, which the University
of Houston strives to achieve.
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NOTES TO FINANCIAL STATEMENTS for the year ended August 31, 2005
GENERAL INTRODUCTION
The State Auditor of Texas has not audited the accompanying Annual Financial Report and, therefore, an opinion
has not been nor will be expressed on the financial statements and related information contained in this report.
The information contained in the financial statements of
the University of Houston is part of and included in the
State of Texas Comprehensive Annual Financial Report,
upon which an opinion is expressed. The state’s financial
statements are audited by the State Auditor.

ENTITY

The Grove by Blaffer Gallery

The University of Houston (the University) is an agency
of the State of Texas and its financial records comply with
state statutes and regulations. This includes compliance
with the Texas Comptroller of Public Accounts’ Reporting
Requirements for Annual Financial Reports of State Agencies and Universities.
The University serves the state as the primary provider
of educational and cultural opportunities, skilled employers and leaders, technical knowledge, and innovative
research to the Houston metropolitan area and the upper
Texas Gulf Coast region. Houston and the upper Gulf
Coast region represent approximately one fourth of the
state’s population and economy.
The University is a component of the University of
Houston System (the System), which was established by
House Bill No. 188, Sixty-Fifth Legislature, Regular Session, effective September 1, 1977. The University of
Houston, previously a private university, became a state
agency in 1963. The System is governed by an appointed
nine member Board of Regents.
During the 2002 fiscal year, the State of Texas adopted
Governmental Accounting Standards Board (GASB) Statement No. 34, Basic Financial Statements—and Management’s Discussion and Analysis—for State and Local
Governments, and GASB Statement No. 35, Basic Financial Statements—and Management’s Discussion and Analysis—for Public Colleges and Universities. These
accounting pronouncements established new reporting

requirements including the presentation of new financial
information and a restructuring of the presentation of
previous fiscal years. Since the University’s annual financial report is not subject to a separate financial audit, certain information, such as a complete set of GovernmentWide Financial Statements, is not included in the
accompanying report. The financial statements are presented in columnar form, including totals for prior year
data. Prior year totals have been restated when necessary to
reflect current year changes in reporting procedures and to
permit comparability of reported totals.
No component units have been identified which should
have been discretely presented in the financial statements.

BASIS OF ACCOUNTING
A. FUND STRUCTURE
The accompanying financial statements are presented on
the basis of funds, each of which is considered a separate
accounting entity. The operations of the University are
considered to be a Business-Type Activity. The University
charges fees to external users for goods and services. Consequently the accompanying financial statements are presented using the Proprietary Fund type structure.
B. BASIS OF ACCOUNTING
The basis of accounting determines when revenues and
expenses are recognized in the accounts reported in the
financial statements. The accounting and financial reporting treatment applied to a fund is determined by its measurement focus.
Proprietary funds are accounted for on the accrual basis
of accounting. Under the accrual basis of accounting, revenues are recognized when earned and expenses are recognized at the time liabilities are incurred. Proprietary funds
distinguish operating from non-operating items. Operating
revenues and expenses result from providing services or
producing and delivering goods in connection with the
proprietary funds’ principal ongoing operations. Operating
expenses include the cost of sales and services, administrative expenses, and depreciation on capital assets.
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NOTES TO FINANCIAL STATEMENTS for the year ended August 31, 2005
C. BUDGET AND BUDGETARY ACCOUNTING
The budget is prepared biennially and represents appropriations authorized by the legislature and approved by
the Governor (the General Appropriations Act). Additionally the University prepares an annual budget which
represents anticipated sources of revenues and authorized
uses. This budget is approved by the System’s Board of
Regents. Unencumbered appropriations are generally
subject to lapse 60 days after the end of the fiscal year for
which they were appropriated.
D. ASSETS, LIABILITIES, AND NET ASSETS
ASSETS

Student Life Plaza Fountain

PAGE 12

Significant asset categories are summarized below.
Cash and Cash Equivalents—Short-term highly liquid
investments with an original maturity of three months or
less are considered cash equivalents.
Restricted Assets—Restricted assets include monies or
other resources restricted by legal or contractual requirements. These assets include proceeds of revenue bonds
and revenues set aside for statutory or contractual requirements.
Inventories and Prepaid Items—Inventories include both
merchandise inventories on hand for sale and consumable
inventories. Inventories are valued at cost, generally utilizing the last-in, first-out method. Prepaid items reflect payments for costs applicable to future accounting periods.
The consumption method of accounting is used to account
for inventories and prepaid items. The cost of these items
is expensed when the items are consumed.
Capital Assets—Assets with an initial, individual cost of
more than $5,000 and an estimated useful life in excess of
one year are capitalized. These assets are capitalized at cost
or, if not purchased, at appraised fair value as of the date
of acquisition. Depreciation is reported on all exhaustible
assets. Inexhaustible assets such as works of art and historical treasures are not depreciated. Depreciation is
charged to operations over the estimated useful life of each
asset, using the straight-line method.

Other Receivables—Other current receivables include
year-end revenue accruals not included in any other
receivable category. Non-current receivable balances are
not expected to be collected within one year of fiscal year
end.
LIABILITIES

Significant liability categories are summarized below.
Accounts Payable—Accounts payable represent the liability for the value of assets or services received at the balance sheet date for which payment is pending.
Other Payables—Other current payables are the accrual
at year-end of expenditure transactions not included in
any of the other payable descriptions. Non-current payable balances are not expected to be paid within one year
of fiscal year end.
Employees’ Compensable Leave Balances—Employees’
compensable leave balances represent the liability that
becomes due upon the occurrence of relevant events such
as resignations, retirements, and uses of leave balances by
covered employees. Liabilities are reported separately as
either current or noncurrent in the Statement of Net
Assets.
Bonds Payable–Revenue Bonds—The bonds payable are
reported at par, less unamortized discount or plus unamortized premium. Interest expense is reported on the
accrual basis, with amortization of discount or premium.
Payables are reported separately as either current or noncurrent in the Statement of Net Assets.
NET ASSETS

The difference between fund assets and liabilities is Net
Assets.
Invested In Capital Assets, Net Of Related Debt—Invested
in capital assets, net of related debt consists of capital
assets, net of accumulated depreciation and reduced by
outstanding balances for bonds, notes, and other debt
that are attributed to the acquisition, construction, or
improvement of those assets.
Restricted Net Assets—Restricted net assets result when
constraints placed on net asset use are either externally
imposed by creditors, grantors, contributors, and the
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like, or imposed by law through constitutional provisions
or enabling legislation.
Unrestricted Net Assets—Unrestricted net assets consist
of net assets, which do not meet the definition of the two
preceding categories. Unrestricted net assets often have
constraints on resources, which are imposed by management, but can be removed or modified.
CAPITAL ASSETS

The University reports accumulated depreciation on its
capital assets and recognizes depreciation expense as a
current year charge.
At August 31, 2005, non-depreciable capital assets,
consisting of land and construction in progress, totaled
$168,246,997. Depreciable capital assets, net of accumulated depreciation, and consisting of buildings, infrastructure, facilities, equipment, library books, and works
of art, totaled $180,710,231.

DEPOSITS AND INVESTMENTS
A. DEPOSITS OF CASH IN BANK
At August 31, 2005, the carrying amount of the University’s cash deposits was $(4,286,469) and the bank balance
was $2,687,305. Additionally, $30,627 was deposited in
foreign banks and was neither covered by insurance nor
collateralized. Foreign currency risk for deposits is the
risk that changes in exchange rates will adversely affect
the deposit.
B. INVESTMENTS
The University of Houston is authorized by statute to
make investments following the prudent person rule.
There were no significant violations of legal provisions
during the period.
The fair value of investments, including short-term,
long-term, and money market cash equivalents, as of the
balance sheet date was $78,617,083.
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. The

general investment policy of the University limits investments in debt securities that are not in the top three
investment grade ratings issued by nationally recognized
statistical rating organizations to 5% of total investments.
As of August 31, 2005, the University had no investment
securities with credit risk exposure.
Concentration of credit risk is the risk of loss attributable to the magnitude of investment in a single issuer. As
of August 31, 2005, the University’s concentration of
credit risk in any single issuer did not exceed five percent
of total investment assets as reported on the Statement of
Net Assets.

C. EMPLOYEES’ COMPENSABLE LEAVE
A state employee is entitled to be paid for all unused vacation time accrued, in the event of the employee’s resignation, dismissal, or separation from state employment,
provided the employee has had continuous employment
with the state for six months. An expense and liability are
recorded as the benefits accrue to employees. The liability
for unpaid benefits is recorded in the Statement of Net
Assets. No liability is recorded for non-vesting accumulating rights to receive sick pay benefits.

C. INVESTMENT TRANSACTIONS
Reverse Repurchase Agreements—The University, by statute, is authorized to enter into reverse repurchase agreements. The University did not invest in any reverse
repurchase agreements during the fiscal year.
Securities Lending—Securities lending is authorized by
state statutes. The University does not participate in a
security-lending program.
Derivative Investing—The University did not hold any
collateralized mortgage obligations at fiscal year-end. The
University does not enter into forward-exchange contracts to manage exposure of foreign portfolio holdings to
changes in foreign currency exchange rates.

LONG TERM LIABILITIES
A. NOTES AND LOANS PAYABLE
The University reported no notes or loans payable at the
end of the year ended August 31, 2005.
B. CLAIMS AND JUDGMENTS
At August 31, 2005, various lawsuits and claims involving the University were pending. While the ultimate liability, if any, with respect to litigation and other claims
asserted against the University cannot be reasonably estimated at this time, such liability, to the extent not provided for by insurance or otherwise, is not expected to
have a material effect on University accounts.

James Sanborn’s sculpture, A Comma A, in front of M.D.
Anderson Library
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NOTES TO FINANCIAL STATEMENTS for the year ended August 31, 2005
Full-time state employees earn annual leave from eight
to twenty-one hours per month depending on the respective employees’ years of state employment. The state’s
policy is that an employee may carry his accrued leave
forward from one fiscal year to another fiscal year with a
maximum number of hours up to 532 for those employees with 35 or more years of state service. Accrued leave
in excess of the normal maximum was converted to sick
leave at the conclusion of fiscal year 2004. Employees
with at least six months of state service who terminate
their employment are entitled to payment for all accumulated annual leave up to the maximum allowed.
Lump sum payments made to employees, who separated
from state service during the 2005 fiscal year, for accrued
vacation and compensatory leave, totaled $932,880.

LEASE OBLIGATIONS
The University may enter into long-term leases for financing the purchase of certain fixed assets. Such leases are
classified as capital leases for accounting purposes. There
were no reportable outstanding capital lease payments
payable at August 31, 2005.
Included in expenditures reported in the financial statements for rent paid or due under operating leases is
$2,929,607. Future minimum lease rental payments under
non-cancelable operating leases having an initial term in
excess of one year, as of August 31, 2005, totaled
$6,388,314.

CONTINGENT LIABILITIES
Various lawsuits and claims involving the University were
pending. While the ultimate liability, if any, remains
uncertain, management does not expect any possible
adverse ruling to have a material effect on University
accounts.
The University has received several federal grants for
specific purposes that are subject to review and audit by
the grantor agencies. Such audits could lead to a request
for reimbursements to grantor agencies for expenditures
disallowed under the terms of the grant. Based on prior
experience, management believes such disallowances, if
any, will be immaterial.

CONTINUANCE SUBJECT TO REVIEW
The University is not subject to the provisions of the
Texas Sunset Act (Chapter 325, Texas Government Code
Annotated). The Act provides for the regular assessment
of the continuing need for state agencies to exist. Certain
agencies, such as institutions of higher education and
courts, are not subject to the Sunset Act.

RISK FINANCING AND RELATED
INSURANCE
The University of Houston is exposed to a variety of civil
claims resulting from the performance of its duties. It is
University policy to periodically assess the proper combi-

SEGMENT INFORMATION
The University has no segment activity that requires separate disclosure in the notes to the financial statements. A
segment is an identifiable activity, or group of activities,
reported as or within an enterprise fund or any other
stand-alone entity that has one or more bonds or other
debt instruments outstanding, with a revenue stream
pledged in support of that debt. In addition, the activity’s
revenues, expenses, gains and losses, assets, and liabilities
are required to be accounted for separately.

BONDED INDEBTEDNESS
A. OUTSTANDING REVENUE BONDS
Consolidated Revenue Bonds, Series 1998
• To finance the acquisition, purchase, construction,
improvement, renovation, enlargement, and equipping
of any property, building, structure, activity, service,
operation, or facility of the University of Houston, specifically energy conservation projects.
• Issued 1-1-98.
• $14,565,000; all bonds authorized have been issued.
• Source of revenue for debt service—Tuition, state
appropriations, and various other revenues and balances that may be legally available for payment of debt
obligations.

INTERFUND BALANCES
There are numerous transactions between funds and state
agencies. At year-end, amounts to be received or paid are
reported as (1) Interfund Receivables or Payables, (2) Due
From or Due To Other Agencies, (3) Due From or Due To
Other Funds, (4) Transfers In or Transfers Out, and (5)
Legislative Transfers In or Legislative Transfers Out.
The University experienced routine transfers with other
state agencies, which were consistent with the activities of
the fund making the transfer. Repayment of interfund
balances will occur within one year from the date of the
financial statement.
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nation of commercial insurance and retention of risk to
cover losses to which it may be exposed.
The University assumes substantially all risks associated with tort and liability claims due to the performance
of its duties. Currently some commercial insurance is
purchased, and the University is not involved in any risk
pools with other government entities.
The University’s liabilities are reported when it is both
probable that a loss has occurred and the amount of that
loss can be reasonably estimated. Liabilities include an
amount for claims that have been incurred but not
reported. Liabilities are reevaluated periodically to consider current settlements, frequency of claims, past experience and economic factors.

Science & Engineering Research Classroom Complex’s fountain
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• Source of revenue for debt service—Tuition and various other fees, and revenues and balances that may be
legally available for payment of debt obligations.
Consolidated Revenue Bonds, Series 2002-A
• To finance the acquisition, purchase, construction,
improvement, renovation, enlargement, and equipping
of any property, building, structure, activity, operation,
or facility of the University of Houston System.
• Issued 9-1-02.
• $130,955,000; all bonds authorized have been issued.
$74,000,000; allocated to University of Houston.
• Source of revenue for debt service—Tuition and various
other revenues and balances that may be legally available
for payment of debt obligations (partial funding for fiscal
year 2005 from Legislative appropriation).
Cullen Fountain

Consolidated Revenue Bonds, Series 1999
• To finance the acquisition, purchase, construction,
improvement, renovation, enlargement, and equipping
of any property, building, structure, activity, service,
operation, or facility of the University of Houston System, specifically projects at the University of Houston,
University of Houston–Downtown, University of Houston–Victoria, and the University of Houston multiinstitutional teaching center in Fort Bend County.
• Issued 1-1-99.
• $33,350,000; all bonds authorized have been issued.
$12,002,665; allocated to University of Houston.
• Source of revenue for debt service—Tuition and various other revenues and balances that may be legally
available for payment of debt obligations (funding for
fiscal year 2005 from Legislative appropriation).
Consolidated Revenue Bonds, Series 2000
• To construct a recreation and wellness facility at the
University of Houston.
• Issued 9-1-00.
• $52,070,000; all bonds authorized have been issued.

Consolidated Revenue Refunding Bonds, Series 2002-B
• To refund $27,415,000 of Consolidated Revenue
Refunding Bonds, Series 1993 and $19,385,000 of
Consolidated Revenue Bonds, Series 1993-A.
• Issued 11-1-02.
• $45,425,000; all bonds authorized have been issued.
• Source of revenue for debt service – Designated tuition
and various other revenues and balances that may be
legally available for payment of debt obligations.
• Average rate of bonds refunded—5.4% (1993) and
5.5% (1993-A).
• Net proceeds from refunding series—$47,871,000,
after receipt of bond premium of $2,888,998 and payment of $442,998 in underwriting fees, insurance, and
other issuance costs.
• Funds were used to purchase state and local government
securities which were deposited in an irrevocable trust
with an escrow agent to provide for all future debt payments on the 1993 and 1993-A series bonds, when the
bonds were called for early redemption on 2-15-03.
• The 1993 and 1993-A series bonds are considered fully
defeased and the liability for those bonds has been
removed.
• Refunding of the 1993 and 1993-A series bonds
reduced the System’s debt service payments over the

life of the bond issues by approximately $3,228,503.
• Economic gain—$2,733,595; the difference between
the net present value of the old and new debt service
payment.
Consolidated Revenue Variable Rate Demand Bonds, Series
2004
• To finance the acquisition, purchase, construction,
improvement, renovation, enlargement, and equipping
of any property, building, structure, facilities, roads, or
related infrastructure for the University of Houston System, including the individual campuses of the system.
• Issued 6-16-04.
• $25,000,000; all bonds authorized have been issued.
• Source of revenue for debt service – Tuition and various
other fees, and revenues and balances that may be legally
available for payment of debt obligations (funding for
fiscal year 2005 from Legislative appropriation).
Consolidated Revenue Bonds, Series 2005
• To construct a parking garage facility at the University
of Houston.
• Issued 4-01-05.
• $25,800,000; all bonds authorized have been issued.
• Source of revenue for debt service – Tuition and various
other fees, and revenues and balances that may be
legally available for payment of debt obligations.
General Obligation Bonds
At August 31, 2005, the University had no bonds payable
classified as General Obligation Bonds.
B. CHANGES IN BONDED INDEBTEDNESS
Bonds payable are due in annual installments varying
from $2,855,000 to $14,520,442 with interest rates from
2.50% to 7.00%, with the final installment due 2-152030.
C. FUTURE DEBT SERVICE REQUIREMENTS
Principal and interest requirements on the obligations for
the next five years were $104,908,844, and $219,028,065
for all years beyond.
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DISCOUNTS AND ALLOWANCES
The University reports revenues net of discounts and
allowances in proprietary funds. Discounts and allowances are calculated based on historical experience. For
the fiscal year 2005 discounts and allowances that related
to tuition and fee revenues totaled $36,393,615.

EMPLOYEES RETIREMENT PLANS
The State has joint contributory retirement plans for substantially all its employees. The University participates in
the plans administered by the Teachers Retirement System of Texas. Future pension costs are the liabilities of the
Retirement System. The Retirement System does not
account for each state agency separately. Annual financial
reports prepared by the Retirement System include
audited financial statements and actuarial assumptions
and conclusions.
The state has also established an Optional Retirement
Program for institutions of higher education. Participation in the Optional Retirement Program is in lieu of participation in the Teacher Retirement System. The Optional
Retirement Program provides for the purchase of annuity
or mutual fund contracts. Since these are individual
investment product contracts, the state has no additional
or unfunded liability for this program.

The tax deferred investment program permits benefitseligible employees of the University of Houston to purchase qualified tax deferred investments with a portion of
their salaries. Participation in the program is voluntary
and is a supplement to the Teacher Retirement System or
the Optional Retirement Program. It is however, separate
and apart from either.

RESTATEMENT OF NET ASSETS
During fiscal year 2005, adjustments were made which
required the restatement of the reported amount of beginning net assets. These adjustments were necessary in
order to comply with a change in policy whereby the state
of Texas changed its classification of professional, academic and research library books and materials from
non-depreciable to depreciable. This resulted in a recognition of prior years’ accumulated depreciation not previously recorded, in the amount of $29,862,610. This had
the effect of reducing beginning net assets from
$582,211,053 to $552,348,443.

DEFERRED COMPENSATION
State employees may elect to defer a portion of their earnings for income tax and investment purposes pursuant to
authority granted in the Texas Government Code Annotated, Section 609.001. Two plans are available for
employees’ deferred compensation plans. Both plans are
administered by the Employees Retirement System.
The State’s 457 plan complies with the Internal Revenue Code Section 457. The State also administers another
plan, “TexaSaver,” created in accordance with Internal
Revenue Code Sec. 401(k). The assets of this plan do not
belong to the state. The state has no liability related to
this plan.

RELATED PARTIES
The University is affiliated with several foundations and
organizations that have been created to benefit certain
operations of the University. These organizations are considered to be separate legal entities, and as such are not
considered component units as defined by generally
accepted accounting principles. Therefore, the account
balances and financial transactions of these organizations
are not included in the University’s financial statements.
Several student housing facility projects have been constructed by private external entities in order to enhance
the residential life experience of students at various System campuses. The participating entities have financed
and constructed housing complexes on System owned
property adjacent to the university campus. These facilities are operated under grounded leases and management
agreements with the System for extended time periods.
Under the terms of the agreements, cash revenues from
rental income, net of operating expenses, are shared with
the University. Repayment of project financing is serviced
from revenues generated by the housing projects, and is
the sole responsibility of the external entity. The related
loans and bonds are not liabilities of the System or component universities.

SUBSEQUENT EVENTS
As of the date this report was issued, there have been no
occurrences since August 31, 2005 that had a significant
financial impact.

Lamp post flags
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During fiscal year 2004, no adjustments were made
which required the restatement of the reported amount of
net assets.
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