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Mary Borm 401 Cheatham St.

San Marcos, TX 78666
BBA, MBA Phone (512) 396-8470
Certified Public Accountant Fax (512) 396-0064

INDEPENDENT AUDITOR'S REPORT

To the Board of Trustees of
Southwest Texas State University
Development Foundation

I have audited the accompanying statements of financial position of Southwest Texas State
University Development Foundation (a non-profit organization) as of August 31, 2000 and
1999, and the related statements of activities and cash flows, for the years then ended.
These financial statements are the responsibility of the organization’s management. My
responsibility is to express an opinion on these financial statements based on my audit.

I conducted my audit in accordance with generally accepted auditing standards. Those
standards require that I plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. I believe that my audit provides a reasonable basis for my opinion.

As described in Note 1, a change in accounting policy was made in 1999 to record
investments at market value in the financial statements instead of cost. To compare prior
year investments at market value, unrealized gains of $679,498 were recorded for 1998.

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Southwest Texas State University Development Foundation
as of August 31, 2000 and 1999, and the changes in its net assets and its cash flows for the
years then ended in conformity with generally accepted accounting principles.

MBM

Mary Borm, CPA
January 9, 2001

Member: Texas Society of Certified Public Accountants
American Institute of Certified Public Accountants
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SOUTHWEST TEXAS STATE UNIVERSITY DEVELOPMENT FOUNDATION

STATEMENT OF FINANCIAL POSITION
AUGUST 31, 2000 AND 1999

2000 1999
ASSETS
Current Assets
Cash and Cash Equivalents $ 258,181 $ 1,331,327
Certificate of Deposit 99,000
Receivable From Alumni Association 5,000
Current Pledges 164,730 264,015
Total Current Assets 422,911 1,699,342
Investments at Market Value
Marketable Equity Securities 8,504,359 6,219,020
Marketable Debt Securities 7,641,627 6,558,035
Real Estate 258,007 45,900
Real Estate Mortgage Receivable 103,517 130,467
Total Investments at Cost 16,507,510 12,953,422
Other Assets
Future Pledges Net of Discounts 21,549,185 21,623,790
Less Allowance for Doubtful Accounts (27,430) (41,116)
Total Other Assets 21,521,755 21,582,674

TOTAL ASSETS $ 38,452,176

$ 36,235,438

LIABILITIES AND NET ASSETS

LIABILITIES
Current Liabilities
Accounts Payable $ 6,508 % 2,891
NET ASSETS
Unrestricted 309,517 325,711
Temporarily Restricted 2,344,412 3,683,161
Permanently Restricted 35,791,739 32,223,675
Total Net Assets 38,445,668 36,232,547
TOTAL LIABILITIES AND NET ASSETS $ 38,452,176  $ 36,235,438

The accompanying notes are an integral part of these financial statements.
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SOUTHWEST TEXAS STATE UNIVERSITY DEVELOPMENT FOUNDATION
STATEMENT OF ACTIVITY
FOR THE YEARS ENDED AUGUST 31, 2000 AND 1999

2000 1999
UNRESTRICTED NET ASSETS
Support and Revenues
Donations $ 236,792 $ 269,496
Interest Income 18,891 10,790
Long-Term Capital Gains 3,067 47,564
Total Unrestricted Support and Revenues 258,750 327,850
Net Assets Released From Restrictions
Restrictions Satisfied By Payment 1,907,098 1,712,812
Total Unrestricted Support, Revenues & Reclassifications 2,165,848 2,040,662
Expenses
Program Services
University Support 1,144,599 871,664
Student Scholarships 763,254 794,006
Travel 48,654 72,073
Support Services
Administrative and Trust Distributions 81,525 76,533
Postage 18,601 16,066
Fundraising 130,409 127,863
Total Expenses 2,187,042 1,958,205
Increase (Decrease) in Unrestricted Net Assets (21,194) 82,457

The accompanying notes are an integral part of these financial statements
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SOUTHWEST TEXAS STATE UNIVERSITY DEVELOPMENT FOUNDATION

STATEMENT OF ACTIVITY

FOR THE YEARS ENDED AUGUST 31, 2000 AND 1999

PERMANENTLY AND TEMPORARILY RESTRICTED

NET ASSETS

Support and Revenue
Donations
Interest Income
Dividends and Long-Term Capital Gains
Unrealized Gains/(Losses)

Net Assets Released From Restrictions
Restrictions Satisfied By Payment

Increase in Permanently and Temporarily Restricted
Net Assets

Increase in Net Assets

Net Assets, Beginning of Year

Prior Year Correction:
Unrealized Gains Not Previously Reported
Correct Prior Year's Pledges

Net Assets, End of Year

2000 1999

2,112,703 3,992,074
132,996 178,635
748,927 573,967
1,146,787 550,968
(1,907,098) (1,712,812)
2,234,315 3,582,832
2,213,121 3,665,289
36,232,547 31,461,115
0 679,498

0 426,645

$ 38,445,668

$ 36,232,547

The accompanying notes are an integral part of these financial statements.
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SOUTHWEST TEXAS STATE UNIVERSITY DEVELOPMENT FOUNDATION

STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED AUGUST 31, 2000 AND 1999

Cash flow from operating activities:
Cash received from donations
Interest and dividends received
Capital gains received
Cash paid for University support
Cash paid for student scholarships
Cash paid for travel
Cash paid for administrative expenses
Cash paid for fund raising
Cash paid for postage

Net cash provided (used) by operating activities

Cash flow from investing activities:
Cash payments for mutual funds
Cash proceeds from real estate mortgage note
Cash proceeds from equity security sales
Cash proceeds from debt security sales
Cash proceeds from certificate of deposit

Net cash provided (used) by investing activities

Net increase (decrease) in cash and equivalents
Cash and equivalents, begining of year

Cash and equivalents, end of year

2000 1999
$ 2,288,303 $ 3,960,589
151,887 189,425
751,994 1,283,362
(1,140,982) (879,724)
(758,254) (794,006)
(48,654) (62,873)
(81,525) (76,533)
(130,409) (127,863)
(18,601) (16,066)
1,013,759 3,476,311
(2,212,855)  (9,274,662)
26,950 24,775
0 1,634,039
0 5,459,520
99,000 0
(2,086,905)  (2,156,328)
(1,073,146) 1,319,983
1,331,327 11,344
$ 258,181 $ 1,331,327

The accompanying notes are an integral part of these financial statements.
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SOUTHWEST TEXAS STATE UNIVERSITY DEVELOPMENT FOUNDATION
STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED AUGUST 31, 2000 AND 1999

2000 1999

Reconciliation of increase in net assets to net cash

provided by operating activities
Increase in net assets $ 2,213,121 $ 3,665,289
Adjustments to reconcile net income to net cash
provided by operating activities:

(Increase) decrease in future pledges 74,605 15,030
Increase (decrease) in allowance (13,686) (155,208)
(Increase) decrease in current pledges 99,285 (162,950)
(Increase) decrease in other assets 0 9,200
(Increase) decrease in receivable 5,000 2,147
Increase (decrease) in accounts payable 3,617 (8,060)
(Increase) decrease in unrealized capital gains (1,146,787) 110,863
Non-cash donations-stock and real estate (221,396) 0
Total adjustments (1,199,362) (188,978)
Net cash provided (used) by operating activities $ 1,013,759 $ 3,476,311

The accompanying notes are an integral part of these financial statements.
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SOUTHWEST TEXAS STATE UNIVERSITY
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS

NOTE 1--ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Southwest Texas State University Development Foundation (The Foundation) is a non-
profit corporation formed to assist in the educational development of Southwest Texas
State University. The Development Foundation entered into an administrative
agreement with Southwest Texas State University in 1980 in which the University agreed
to use its administrators, faculty members and staff employees to provide reasonable and
necessary administrative and support services to the Foundation. The Development
Foundation trustees agreed to solicit and secure donations, gifts, and grants of money
and property to assist the University.

Summary of Significant Accounting Policies

Basis of Accounting

The financial statements of the Foundation are prepared on the accrual basis of
accounting, which means that revenues are reported when earned and expenditures are
reported when the lability is incurred.

Financial statements are prepared in accordance with SFAS 117, Financial Statements of
Not-for-Profit Organizations, which emphasizes the classification of net assets (assets less
liabilities) into three categories: unrestricted, temporarily restricted, and permanently
restricted.

As required by SFAS 116, contributions, including pledges or promises to give are
recognized as revenue when they are documented, unconditional promises to give. See
Note 4 for details of pledges recognized in the financial statements.

The Foundation has unrestricted, temporarily restricted and permanently restricted net
assets. Restricted contributions and the related earnings and expenses are maintained in
separate accounts to monitor the restrictions placed on the contribution. A detailed list of
all accounts, both restricted and unrestricted, and activity for the fiscal year is provided in
a separate schedule at the end of these notes.

Contributions

The Foundation adopted SFAS No. 116, Accounting for Contributions Received and
Contributions Made. In accordance with SFAS No. 116, contributions received are
recorded as unrestricted, temporarily restricted, or permanently restricted support
depending on the existence or nature of any donor restrictions.



SOUTHWEST TEXAS STATE UNIVERSITY
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE 1--(Continued)

Promises to Give

Contributions are recognized when the donor makes a promise to give to the Foundation
that is, in substance, unconditional. All donor-restricted contributions are reported as
increases in temporarily or permanently restricted net assets depending on the nature of
the restrictions. When a restriction expires, temporarily restricted net assets are
reclassified to unrestricted net assets.

The Foundation uses the allowance method to determine uncollectible promises
receivable. The allowance is based on management's analysis of specific promises made.

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Foundation considers all highly liquid
investments available for current use with an initial maturity of three months or less to be
cash equivalents.

Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.

Income Tax

The Foundation is a not-for-profit organization that is exempt from Federal income tax
under Section 501(c)3 of the Internal Revenue Code.

Investments

As required by SFAS 124, equity and debt securities with a readily determinable value are
reported at fair value in the financial statements. Prior to 1999 investments were
reported at cost in the financial statements and both cost and fair value in the notes.

NOTE 2--CASH ACCOUNTS

As an agent of the Foundation, Southwest Texas State University held cash available for
investment of $258,181.

In 1999, the cash account included $1,159,103 held by a financial services company. In
August of 1999, investments owned by an estate that had been willed to the Foundation
had been sold and the financial services company was holding the cash from the sales for
the Foundation. The cash account also included $156,538 deposited in an agency account
of Southwest Texas State University.



SOUTHWEST TEXAS STATE UNIVERSITY
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE 3--INVESTMENTS

Beginning in 1999 investments were reported in the financial statements at their fair
value where that value could be readily determined. Prior to 1999, investments were
reported in the financial statements at cost and in the notes at cost and market value.
Most investments were jointly held with Southwest Texas State University in equity and
debt securities.

Because of the change in accounting for investments from cash basis to market value in
the financial statements, unrealized gains of $679,498 were shown in the Statement of
Activity as a prior year correction to 1998 in 1999. The correction was also shown in the
comparative Statement of Financial Position by re-stating 1998 equity and debt securities
at market value.

In May of 1998 the Foundation entered into an investment management agreement for
investment advisory and reporting services. As a result of the agreement, $9,000,000 of
jointly held equity and debt securities were sold and reinvested in mutual funds based on
the investment management agreement. At August 31, 2000 with additional investments
and reinvestments, the basis totaled $11,765,209, with a fair market value of $13,449,619.

The investment income and recognized gains and losses are reported on the fund
accounts based on the individual funds’ ownership interest in the investments. The
revenue is classified as either unrestricted, temporarily or permanently restricted based
on the donor’s instructions at the time of the gift.

NOTE 4--PLEDGES RECEIVABLE

Unconditional pledges are summarized below. Two of the Centennial pledges are being
held in foundations set up by the donors. One of the two pledges for $17.5 million pays
$625,000 annually for scholarships and will pay $250,000 annually for five endowed
teaching positions. The other pledge for $4 million pays $200,000 annually for
unspecified purposes.

Pledges held by donor foundations $21,500,000
Other pledges
Current 164,730
Future 55,350
Less unamortized discount (27,430)
Less allowance for doubtful accounts (6,165)

Net other pledges

186,485

Total unconditional pledges $21,686,485



SOUTHWEST TEXAS STATE UNIVERSITY
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

In addition to the unconditional pledges listed above, a conditional pledge was received
from the National Endowment For The Humanities for $450,000 contingent upon the
Foundation receiving matching funds. Because it is a conditional pledge, the amount is
not included in the above pledges.

NOTE 5--NET ASSETS
The three classes of net assets held by the Foundation are described below.

1. Unrestricted - Making up a very small amount of the total, unrestricted net assets
include some revenue received by the Bobcat and Parent’s Clubs which can be spent
as directed by their respective Boards. The annual fund drive is another source of
revenue received with no restriction, and three endowed accounts have no restriction
on their earnings.

2. Temporarily restricted - Most of the permanently restricted endowments have a
restriction on how the earnings from the endowments can be spent. Most are
restricted to student scholarships and University support. Until the money is spent
for the restricted purpose it is classified as temporarily restricted.

3. Permanently restricted - Endowments account for most of the permanently restricted
net assets and generally cannot be spent. The money is invested and earnings are
classified as either temporarily restricted or unrestricted, as instructed by the donor.

NOTE 6--CHARITABLE REMAINDER TRUSTS

The Executive Director of the Foundation is trustee for several charitable remainder
trusts. Earnings are being distributed to the trustors for a period of time designated by
the trusts, after which time the balances in the trusts will revert to the Foundation.

The accounts and amounts of separate charitable remainder trusts managed by the
Foundation are:

Jeffries Irrevocable Trust $20,000
Hawkins Charitable Remainder Trust 10,000
Total $30,000

Because they are irrevocable trusts, contributions are recognized when trust assets are set
up.
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SOUTHWEST TEXAS STATE UNIVERSITY
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE 7--CONTINGENT ASSETS

From 1983 through August 31, 2000, Southwest Texas Development Foundation was

named as beneficiary of life insurance policies, wills and annuities. Because these assets

are received with a condition, such as the condition that the beneficiary of a will not be
changed, they are not recorded in the financial statements. Discounted values are

calculated from actuarial tables based on the donor’s date of birth. If the date of birth is

not known, no discounted value is used.

Face Value/

Document Estimated Value Discounted Value

Wills $24,910,000 $2,261,377

Life Insurance 4,126,452 861,015
Total $29,036,452 $3,122,392

NOTE 8 - PRIOR PERIOD CORRECTIONS

Prior period corrections were made to investments and pledges in 1999 through net
assets as follows:

1. As explained in Note 1, prior to 1999 investments in equities and debt securities were
recorded in the financial statements at cost with the fair value reported in the notes.
Starting in 1999 investments were shown at fair value in the financial statements. To

compare 1999 with 1998, the investments in equities and debt securities were restated in

the financial statements in 1999 at fair value as follows:

Prior to After
Correction Correction
At Cost At Fair Value
Marketable Equity Securities $ 1,845,952 $ 2,522,750
Marketable Debt Securities 8,181,365 8,184,065
Totals $10,027,317 $10,706,815

The difference of $679,498 unrealized gains was corrected through net assets in 1999 on
the Statement of Activity.
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SOUTHWEST TEXAS STATE UNIVERSITY
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

2. A further analysis of pledges at August 31, 1998 resulted in the following corrections.

Prior to 1999, future pledges were shown for the amount pledged instead of the present
value based on the due date of the pledges. In 1999 a present value calculation for an
unamortized discount was recorded. See Note 4 for details. The same amount was used
to recalculate 1998 future pledges since the amounts were very similar.

Pledges in 1998 incorrectly included a conditional pledge from the National Endowment
For The Humanities for $450,000. A correction was made to remove the conditional
pledge.

Future pledges include $21.5 million held by two other foundations as explained in Note
4. Because a stream of revenue will be received indefinitely from these foundations, no
discount was taken. Since the pledge is secured in foundations, the corrected calculation
for an allowance for doubtful accounts excluded the $21.5 million. Finally, the expected
future revenue from the $21.5 million as described in Note 4 previously added to future
pledges was removed because it is future investment income generated from the $21.5
million. '

A summary of those adjustments follows:

Prior to After
Correction Correction
Current Pledges $ 1,176,065 $ 101,065
Future Pledges Net of Discount 22,287,175 21,638,820
Allowance for Doubtful Accounts (2,346,324) (196,324)
Total $21,116,916 $21,543,561

The correction of $426,645 is shown as an increase in net assets in 1999 on the Statement
of Activity.

NOTE 9 - INVESTMENT FEES

For the Schwab investments, an investment management agreement requires an
investment fee of 0.25% of the portfolio value payable quarterly. The Foundation’s share
of investment fees of $29,198 was pro-rated among all accounts based on their percent of
the total value in Schwab investments at August 31, 2000.
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