Texas State University-San Marcos
Development Foundation

Financial Statements
and
Audit Report

For the Years Ended
August 31, 2003 and 2002

Prepared by

Mary Borm
Certified Public Accountant
San Marcos, Texas




TEXAS STATE UNIVERSITY-SAN MARCOS
DEVELOPMENT FOUNDATION

FINANCIAL STATEMENTS
AND
AUDIT REPORT

FOR THE YEARS ENDED
AUGUST 31, 2003 AND 2002



Texas State University-San Marcos
Development Foundation

Table of Contents

Independent Auditor's Report ... ... .. ... .. .. ... ... ... ...
Statement of Financial Position ... .........................
Statement of Activity ... ... ... . .. L L

Statement of Cash Flows . . . . . .. .. . . .. . .



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
Texas State University-San Marcos
Development Foundation

I have audited the accompanying statements of financial position of Texas State University-
San Marcos Development Foundation (a non-profit organization) as of August 31, 2003 and
2002, 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 auditing standards generally accepted in the
United States of America. 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.

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Texas State University-San Marcos Development
Foundation as of August 31, 2003 and 2002, and the changes in its net assets and its cash
flows for the years then ended in conformity with accounting principles generally accepted
in the United States of America.

Moy Boon

Mary Borm, CPA
March 25, 2004

Member: Texas Society of Certified Public Accountants
American Institute of Certified Public Accountants

1



TEXAS STATE UNIVERSITY SAN MARCOS DEVELOPMENT FOUNDATION
STATEMENT OF FINANCIAL POSITION

August 31, 2003 and 2002

ASSETS
Current Assets
Cash and Cash Equivalents (Deficit)
Receivable From Southwest Texas State
Current Pledges
Total Current Assets
Investments at Market Value
Marketable Equity Securities
Marketable Debt Securities
Real Estate
Real Estate Mortgage Receivable
Total Investments at Cost
Other Assets
Estates at Market Value
Future Pledges Net of Discounts
Less Allowance for Doubtful Accounts
Total Other Assets

TOTAL ASSETS

LIABILITIES AND NET ASSETS

LIABILITIES
Current Liabilities
Payable to Texas State University
Current Annuities Payable
Total Current Liabilities
Long-Term Liabilities
Annuities Payable in Future Years
From Strahan Foundation Due 11/21/04
Total Long-Term Liabilities

Total Liabilities

NET ASSETS
Unrestricted
Temporarily Restricted
Permanently Restricted

Total Net Assets
TOTAL LIABILITIES AND NET ASSETS

2003 2002
251,951  § 282,809
435,057 207,856
687,008 490,665

9,871,031 8,261,999
6,433,129 7,372,239
186,007 557,807
7,630 42,315

16,497,797 16,234,360
251,261 385,980

18,542,353 22,281,297
(159,719) (110,755)

18,633,895 22,556,522

35,818,700  $ 39,281,547

25,000 $ 347,886
41,648 41,648
66,648 389,534
275,819 317,467
260,000

275,819 577,467
342,467 967,001
406,046 430,644
2,056,657 1,876,132

33,013,530 36,007,770

35,476,233 38,314,546

35,818,700 $ 39,281,547

The accompanying notes are an integral part of these financial statements.



TEXAS STATE UNIVERSITY SAN MARCOS DEVELOPMENT FOUNDATION

STATEMENT OF ACTIVITY

For the Years Ended August 31, 2003 and 2002

UNRESTRICTED NET ASSETS
Support and Revenues

Donations

Investment Income

Capital Gains

Total Unrestricted Support and Revenues

Net Assets Released From Restrictions

Restrictions Satisfied By Payment

Total Unrestricted Support, Revenues & Reclassifications

Expenses
Program Services
University Support
Student Scholarships
Travel
Total Program Services
Support Services
Administrative and Trust Distributions
Postage
Fundraising
Total Support Services
Total Expenses

Increase (Decrease) in Unrestricted Net Assets

The accompanying notes are an integral part of these financial statements
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2003 2002
$ 291,922 $ 290,460
3,058 7,031
5,289 38,919
300,269 336,410
2,482,753 1,503,501
2,783,022 1,839,911
1,679,522 669,646
828,545 868,056
28,626 27,106
2,536,693 1,564,808
132,998 132,309
9,675 19,188
128,254 122,133
270,927 273,630
2,807,620 1,838,438
(24,598) 1,473




TEXAS STATE UNIVERSITY SAN MARCOS DEVELOPMENT FOUNDATION

STATEMENT OF ACTIVITY

For the Years Ended August 31, 2003 and 2002

2003 2002
PERMANENTLY AND TEMPORARILY RESTRICTED
NET ASSETS
Support and Revenue
Donations 2,491,337 3,489,944
Investment Income 13,162 43,685
Capital Gains 371,012 446,872
Losses From Land Sales (93,213) 0
Unrealized Gains/(Losses) 935,986 (2,109,877)

Net Assets Released From Restrictions

Restrictions Satisfied By Payment (2,482,753) (1,503,501)

Increase (Decrease) in Permanently and Temporarily

Restricted Net Assets 1,235,531 367,123
Increase (Decrease) in Net Assets 1,210,933 368,596
Net Assets, Beginning of Year 38,314,546 37,945,950
Prior Year Adjustments

Future Pledges Willed to Texas State University (4,000,000) 0

Partial Liquidation of Estate (114,719) 0

Donated Lots in Hays County 67,500 0

Stock Donated to Texas State University (3,027) 0

Correct Value of Donated Lot 1,000 0
Net Assets, End of Year $ 35,476,233  $ 38,314,546

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF CASH FLOWS
For the Years Ended August 31, 2003 and 2002

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 debt securities
Cash proceeds from the sale of property

Net cash provided (used) by investing activities

Cash flow from financing activities:
Loan Repaid to Texas State University
Cash Owed to Texas State University
Annuity Payments

Net cash provided (used) by financing activities

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

Cash and equivalents, end of year

TEXAS STATE UNIVERSITY SAN MARCOS DEVELOPMENT FOUNDATION

2003 2002
$ 2,266,377 $ 3,049,842
16,219 50,716
376,301 485,791
(1,679,522) (669,646)
(1,176,431) (520,170)
(28,626) (27,106)
(132,998) (132,309)
(128,254) (124,735)
(9,675) (19,188)
(496,609) 2,093,195
(409,969)  (2,657,156)
34,685 31,887
610,737 792,450
467,087 48,000
702,540 (1,784,819)
(220,141) 0
25,000 0
(41,648) 0
(236,789) 0
(30,858) 308,376
282,809 (25,567)
$ 251,951 $ 282,809

The accompanying notes are an integral part of these financial statements.
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TEXAS STATE UNIVERSITY SAN MARCOS DEVELOPMENT FOUNDATION
STATEMENT OF CASH FLOWS
For the Years Ended August 31, 2003 and 2002

2003 2002

Reconciliation of increase in net assets to net cash

provided by operating activities
Increase (decrease) in net assets $ 1,210,933 $% 368,596
Adjustments to reconcile net income to net cash
provided by operating activities:

(Increase) decrease in current pledges (227,201) (49,009)
Loss on land sales 93,212 0
(Increase) decrease in receivable 0 74,990
Increase (decrease) in accounts payable (347,886) 704,398
(Increase) decrease in future pledges (261,056) (691,662)
Increase (decrease) in allowance 48,964 84,784
(Increase) decrease in unrealized capital gains (935,986) 2,109,878
Non-cash donations-stock and real estate (117,449) (508,780)
Debt forgiveness from Strahan Foundation 39,860 0
Total adjustments (1,707,542) 1,724,599
Net cash provided (used) by operating activities $ (496,609) $ 2,093,195

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

NOTE 1--ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Texas State University-San Marcos Development Foundation (The Foundation) (formerly
Southwest Texas State University Development Foundation) is a non-profit corporation
formed to assist in the educational development of Texas State University-San Marcos.
The Foundation entered into an administrative agreement with Texas State University-
San Marcos 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 Foundation’s 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 liability 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.



TEXAS STATE UNIVERSITY-SAN MARCOS
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 Eguivalents

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.

NOTE 2--CASH ACCOUNTS
In previous years, Texas State University-San Marcos held cash for The Foundation as
their agent. However, in 2001 The Foundation opened a separate bank account. That
balance of $239,903, when added to the Schwab money market amount of $12,048,
makes up the ending cash amount of $251,951.

An unreconciled difference of $13,647 in the bank account will be located and corrected
in the next fiscal year’s financial statements.



TEXAS STATE UNIVERSITY-SAN MARCOS
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE 3--INVESTMENTS IN STOCKS AND BONDS

Two major sources of investment for The Foundation assets are TexPool managed by
Texas State University-San Marcos and Charles Schwab managed by an investment
company based on a 1998 investment management agreement. Initially, $9,000,000 of
debt and equity securities were sold and reinvested in mutual funds with Charles
Schwab based on the investment management agreement.

Investment income and realized gains or losses are reported in 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. Unrealized gains or losses are not recognized in the
individual accounts.

Investments as of August 31, 2003 are summarized as follows

Cost Market
Equity and debt securities
managed by Charles Schwab $16,393,913 $14,857,920
Debt securities held at TexPool 844,149 844,149
Other equity and debt investments 736,473 602,091
$17,974,535 $16,304,160

Real estate donations to The Foundation are recorded at market value at the date of the
donation.

NOTE 4--PLEDGES RECEIVABLE

Unconditional pledges are summarized below. One of the pledges is being held in a
foundation set up by the donor. It pays $625,000 annually for scholarships and
beginning in 2003, pays $250,000 annually for five endowed teaching positions.

Until 2003, a $4 million pledge held by the donor was incorrectly shown as a pledge to
The Foundation. It was pledged to the University. This has been corrected through The
Foundation’s Net Assets as shown in the Statement of Activity, page 4.



TEXAS STATE UNIVERSITY-SAN MARCOS
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE 4--(Continued)

Pledges held by donor foundation $17,500,000
Other pledges
Current 435,057
Future 1,162,130
Less unamortized discount (159,719)
Less allowance for doubtful accounts (119,777)
Net other pledges 1,317,691
Total unconditional pledges $18,817,691

In addition to the unconditional pledges listed above, a conditional pledge was received
from the National Endowment For The Humanities (NEH) for $450,000 contingent upon
the Foundation’s receiving matching funds. During the 2002 fiscal year $556,623 was
transferred from the Reed Parr unrestricted endowment account to the NEH
Challenge/Center for the Study of the Southwest account. The $450,000 from the NEH
was received by Texas State University-San Marcos, $150,000 per year in 1997, 1998 and
1999, instead of the Foundation.

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.

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.

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.
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TEXAS STATE UNIVERSITY-SAN MARCOS
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

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.

NOTE 7-GIFT ANNUITIES

Gift annuities received by the Foundation from various donors in 2001 and 2002 totaled
$596,600. Because of future annuity pay outs, the expected net donation is valued at
$237,485, with the difference of $359,115 payable to annuitants.

NOTE 8--CONTINGENT ASSETS

From 1983 through August 31, 2003, The 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 $14,735,000 $8,318,023

Life Insurance 6,756,452 1,399,781
Total $21,491,452 $9,717,804

11



TEXAS STATE UNIVERSITY-SAN MARCOS
DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE 9-LOAN FROM STRAHAN FOUNDATION

In a memorandum of understanding dated November 22, 2000 the Strahan Foundation
loaned to The Foundation $260,000 for a period of four years. The money was to be
invested by The Foundation and earnings kept by them during this four-year period. At
the end of four years, the $260,000 was to be returned to the Strahan Foundation.

At the request of the Strahan Foundation the loan was repaid, reduced to the market
value at the date of repayment in 2003, as specified in the loan agreement. The amount
repaid was $220,141.

NOTE 10-SUPPLEMENTAL SCHEDULE OF ACTIVITY
Pages 13-21 contain detailed information about the activity in each of the funds of the

Foundation, showing revenue received and expenses charged to each during the fiscal
year.
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