[image: ]

Questions and Answers

Financial Audit Services
RFQ: No. 781-1-23173

Question 1: 
Could you provide the latest audited financial statement for The Higher Education Coordinating Board. I was unable to locate them on the website.
Response:  Please find the latest audited financial statement below. It is also available under the solicitation documents listed on the http://www.highered.texas.gov/about-us/procurement/



Double click to open report. 
	If document does not open, please email Contacts@highered.texas.gov to request a copy.

[bookmark: _Hlk47620060]Question 2: 
What has generally been the timing of the fieldwork for the financial audit services?   
Response:  Planning and perhaps some of the IT fieldwork may begin early in the fiscal year. The bulk of fieldwork typically occurs during the March through June timeframe. Also, the financial statement package is not available until approximately February.

Question 3: 
Have there been any changes in key management personnel in the last 2 years?
Response:  Yes.  We have the following new members of our leadership team:
0. Dr. Harrison Keller, Commissioner
0. Mr. Rey Rodriguez, Deputy Commissioner and Chief of Staff
0. Ms. Nicole Bunker-Henderson, General Counsel
0. Mr. Ray Martinez, Deputy Commissioner of Academic Affairs and Workforce Education
0. Ms. Lori Fey, Deputy Commissioner of Data Analytics and Innovation
0. Ms. Melissa Henderson, Associate Commissioner of Development

Question 4: 
Have there been any changes in major IT systems in the last 2 years? 
Response:  None.

Question 5: 
Were there any management letters or significant audit adjustments in the last 2 years?
Response:  None.

Question 6: 
Can you disclose the audit fees for the financial audit services for the past year?
Response:  Yes.  The current contract to conduct an agency-wide financial statement audit for fiscal year ended August 31, 2019 was executed with KPMG for a fixed fee of $199,200. (THECB Agency Operations Committee meeting July 22, 2020, Agenda Item VI-A)

Question 7:
Have you received or do you anticipate receiving and spending funding related to the COVID-19 pandemic in fiscal year 2020 or 2021? 
Response:  Yes.  During the week of July 10, 2020, Governor Abbott announced Texas will invest $57 million in federal funds to maintain the state’s need-based financial aid programs, including TEXAS Grants, Texas Educational Opportunity Grants, and Tuition Equalization Grants, to help keep more students enrolled at their colleges and universities.

Also, during the week of July 24, Governor Abbott and the legislative leadership announced an additional $118 million in federal funding to support Texas higher education, including $93 million in financial aid to help students continue or restart their progress toward earning a postsecondary credential of value. 

Question 8:
Does management draft their own financial statements?
Response: The Deputy Commissioner for Financial Services/CFO is responsible for oversight of this activity.

Question 9:
a.) Is there to be a single audit under this RFQ as well? b.) If not, what is the timing of the single audit finding results and c.) Will the financial statement auditor have access to those results before significant fieldwork for the financial statement audit?  
Answer:
a.) No.  
1. Timing of the single audit results usually occurs in March.  
1. Typically not, due to timing because both audit entities are auditing the same fiscal year at the same time.

Question 10:
Can you release the prior year (2019) single audit findings if there were any?
Response: The Comptroller of Public Accounts and the State Auditor’s Office have completed the statewide single audit reporting package for the state of Texas for fiscal 2019 and submitted the required materials to the Federal Audit Clearinghouse as required by 2 CFR, Part 200, Subpart F (Uniform Guidance). All state agencies and institutions of higher education are included in the statewide single audit performed by the Texas State Auditor’s Office/CliftonLarsonAllen LLP.   https://fmx.cpa.texas.gov/fmx/finrpt/singleaudit/index.php

[bookmark: _Hlk47626545]Question 11:
How much weight in scoring or preference will be given to using a HUB subcontractor?
[bookmark: _Toc46397132]Response: 
Evaluation Criteria for each of the Proposal Components:
	Technical Component
	40%

	Management Component
	30%

	Qualifications
	30%

	Total
	100%



Question 12:
Attachment A has a section E which is entitled “Exceptions to T&C”.  However page 10 of the RFQ under #3 of the second PDF section notes that exceptions should be included in the transmittal letter. Should we refer out the Attachment A section to  the transmittal letter?
Page 10 of the PRQ under #3 of the second PDF section notes “Any exceptions to this RFQ and the THECB Vendor’s Addendum, or any of the items listed under A.3.2 contracting process must be specifically noted in the letter.”  
Our question is what is the THECB Vendor Addendum and what is section A.3.2 please? 
Response: The THECB has posted an Addendum to the RFQ to address Question 12

Question 13:
Could you provide some information as the extent and nature of any debt financing/refinancing transactions that have occurred in fiscal year 2020 and also those anticipated going forward into the next fiscal year?
Response: In fiscal year 2020, we issued bonds for new money to issue student loans and for refunding the 2010 bond series.  Both issues were tax exempt PABs.  The THECB intends to issue up to $170M of new money bonds in July 2021 to fund new student loan relating to the 2021/2022 academic year and approximately $92M of refunding bonds to refund the 2011 bonds series that will become callable on 8/1/21.

Question 14:
Section 2.2 Statement of Work: In order to perform the audits of the general-purpose financial statements, the auditor shall be required to understand the THECB's internal control policies and procedures and evaluate the effectiveness of the entity's internal control.  The financial audit shall include auditing of the stand-alone financial statements which include the THECB-administered college student loan programs and the remainder of the organization.  
Are the ‘general-purpose financial statements’ and ‘stand-alone financial statements’ the same in this context or separate deliverables?  
Response: They are the same.

[bookmark: _Hlk48820223]Question 15:
Are there specific requirements, other than GAGAS,  that the entity has to meet in regards to certain controls testing and/or certifications that the audited financial statements are being used for ( such as Texas Administrative Code requirements or FISMA requirements) that would require testing of IT system controls?  
Response: There are no other requirements beyond what is specified in the RFQ.
Question 16:
What is the current level of IT work in the financial statement audit, specifically number and name of applications typically tested under the scope of the financial statement audit for IT General Controls  (i.e. general ledger system, loan system, etc.), and  how many key application level controls are being tested within these systems?
Response: IT controls both general and application are tested to the extent necessary for the auditor to opine on the statements.  Auditors presently test the general ledger system, loan system, and payroll system as well as general information technology controls.

[bookmark: _Hlk48820088]Question 17:
Section 2.2.3 Management Component – item 6 “Provide the status of any disciplinary action taken against the respondent by the Texas State Board of Public Accountancy and/or licensing boards of other states;”  As a national firm, it is acceptable to the Board to provide actions for only the State of Texas? 
Response: Please provide the status of disciplinary action taken against the respondent by the TSBPA and/or licensing boards of other states.  The response may differentiate whether the disciplinary action is by the TSBPA or other licensing entities.

Question 18:
Section 2.2.3 Management Component – item 9 – Does the Board have a requirement or a set goal for the use a subcontractor?  What percentage was subcontracted in the previous year(s)?
Response: No minimum.  Report the extent of HUB used and identify.

Question 19:
Section 2.2.3 Management Component – item 12 – What is the Board expectation with regards to the use of Internal Audit?  Does internal audit currently provide support to the outside audit team?  If yes, what is the total effort in hours?  
Response: The THECB has historically provided 50 hours of Internal Audit staff support to benefit both the external auditor and the Internal Audit function.

Question 20:
Section 2.3 Deliverables - Respondents must be available to begin the engagement preparatory activities on October 1, 2020.  What has been the timing for interim and final fieldwork testing in past audits?  Does management have a preference on the timing? 
Response: Interim testing has been performed on significant IT controls, on or proximate to fiscal year end.  Other fieldwork has been performed in the March-May timeframe.  The THECB is willing to consider timeframes proposed by the respondent, given the constraints of financial reporting deadlines, holidays, etc.

Question 21:
Can you clarify if THECB wants fees to be include in the response for request for qualifications, if so, do you want fees for all years and is there a preferred format?  
Response: Proposed fees are a required element of the RFQ response and should address the contract term as well as the renewal periods identified in the RFQ.
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KPMG LLP
Suite 1900
111 Congress Avenue
Austin, TX 78701-4091

Independent Auditors’ Report

Committee on Agency Operations of the Board of Trustees
Texas Higher Education Coordinating Board:

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of the Texas Higher Education Coordinating Board (THECB), an
Agency of the State of Texas, as of and for the year ended August 31, 2019, and the related notes to the
financial statements, which collectively comprise THECB’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund information
of the Texas Higher Education Coordinating Board, as of August 31, 2019, and the respective changes in
financial position for the year then ended in accordance with U.S. generally accepted accounting principles.
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Emphasis of Matter

As discussed in Note 1, the financial statements of THECB are intended to present the financial position and
the changes in the financial position of only that portion of the governmental activities, each major fund, and the
aggregate remaining fund information of the State of Texas that is attributable to the transactions of THECB.
They do not purport to, and do not, present fairly the financial position of the State of Texas as of August 31,
2019, and the changes in its financial position for the year ended in accordance with U.S. generally accepted
accounting principles. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

U.S. generally accepted accounting principles require that the Management’s Discussion and Analysis (MD&A),
the Schedule of Budgeted and Actual Revenues and Expenditures — General Fund, Schedule of Changes in
THECB'’s Proportionate Share of the Net Pension Liability and Related Ratios, Schedule of THECB
Contributions, Schedule of THECB’s Proportionate Share of the Net OPEB Liability, and Schedule of THECB
Contributions as listed in the Table of Contents be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 29, 2020 on our
consideration of THECB'’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report
is solely to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of THECB'’s internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering THECB’s internal control over financial reporting and
compliance.

KPMe LLP

Austin, Texas
May 29, 2020
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(An Agency of the State of Texas)

Management’s Discussion and Analysis

For the Year Ended August 31, 2019
(Unaudited)

The following is a discussion and analysis of Texas Higher Education Coordinating Board’s (hereinafter
referred to as THECB) financial performance for the year ended August 31, 2019. Use this section in
conjunction with THECB’s basic financial statements, which follow this section.

Financial Highlights — 2019

The assets and deferred outflows of THECB exceeded its liabilities and deferred inflows of resources at
the end of the fiscal year 2019, resulting in a net position of $604.9 million for the governmental
activities.

Unrestricted net position, which may be used to meet THECB’s future obligations, was negative $96.0
million at the end of fiscal year 2019.

Net position included $110.5 million restricted for Debt Service and $397.3 million restricted for loan
and grant programs. Net position restricted for unappropriated was $193.0 million.

THECB'’s total liabilities of $1.4 billion included $1.3 billion for bonds payable.
As of August 31, 2019, THECB’s governmental funds reported combined fund balances of $2.0 billion,
of which 70.0% is designated as nonspendable fund balance and 30.0% is designated as restricted fund

balance.

THECB'’s primary revenue source is funding from the State of Texas through legislative appropriations
of $1.6 billion and THECB’s primary expenditures are grants to institutions of $1.6 billion.

Financial Highlights — 2018

=  The assets and deferred outflows of THECB exceeded its liabilities and deferred inflows of resources
at the end of the fiscal year 2018, resulting in a net position of $667.4 million for the governmental
activities.

= Unrestricted net position, which may be used to meet THECB’s future obligations, was negative
$91.8 million at the end of fiscal year 2018.

* Net position included $117.5 million restricted for Debt Service and $441.4 million restricted for
loan and grant programs. Net position restricted for unappropriated was $200.2 million.

» THECB’s total liabilities of $1.3 billion included $1.2 billion for bonds payable.
= As of August 31, 2018, THECB’s governmental funds reported combined fund balances of $2.0

billion, of which 69.2% is designated as nonspendable fund balance and 30.8% is designated as
restricted fund balance.





TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency of the State of Texas)

Management’s Discussion and Analysis
For the Year Ended August 31, 2019
(Unaudited)

= THECB’s primary revenue source is funding from the State of Texas through legislative
appropriations of $1.6 billion and THECB’s primary expenditures are grants to institutions of $1.6
billion.

Overview of the Financial Statements

The reporting focus of this report is on THECB as a whole and on the major individual funds. The report
presents a more comprehensive view of THECB’s financial activities and makes it easier to compare the
performance of THECB to that of other state agencies.

This financial report presents THECB’s financial position and activities in the following three components:
(1) MD&A, (2) the basic financial statements and the (3) required supplementary information. The basic
financial statements include government-wide financial statements, fund financial statements, and notes to
financial statements that provide more detailed information to supplement the basic financial statements.

Government-wide financial statements

The government-wide financial statements are designed to present an overall picture of the financial position
of THECB. These statements consist of the Statement of Net Position and the Statement of Activities, which
are prepared using the economic resources measurement focus and the accrual basis of accounting. This
means that all the current year’s revenues and expenses are included, regardless of when cash is received or
paid, producing a view of financial position similar to that presented by most private-sector companies.

The Statement of Net Position combines the government’s current financial resources with capital assets and
long-term obligations. This statement includes all of the government’s assets, liabilities, deferred inflows
and outflows of resources. Net position, which is the difference between assets and deferred outflows of
resources and liabilities and deferred inflows of resources, represents one measure of THECB’s financial
health.

The Statement of Activities presents information showing how THECB’s net position changed during the
most recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported
in this statement for some items that will only result in cash flows in future fiscal periods, such as expenses
for future compensable leave balances. This statement also presents a government wide format of expenses,
charges for services, operating grants and contributions and net expenses for Governmental activities. The
activities are further broken down by function and program. The second section of the Statement of Activities
shows general revenues not associated with a particular program but provides resources for THECB’s
programs and operations.

Fund financial statements

Fund Financial Statements present financial information in a form more familiar to experienced users of
governmental financial statements. However, these statements focus on the major funds. A fund is a separate
accounting entity with a self-balancing set of accounts. THECB uses funds to keep track of sources of
funding and spending related to specific activities. Use these statements to find more detailed information
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Management’s Discussion and Analysis

For the Year Ended August 31, 2019
(Unaudited)

about THECB’s most significant activities. All of THECB’s funds can be divided into the following two
categories: governmental funds and fiduciary funds.

Governmental Funds - A majority of THECB’s activities is reported in governmental funds. Reporting of
these funds focuses on how money flows in and out of the funds and any amounts remaining at year-end for
future spending.

Governmental funds are accounted for using the modified accrual basis of accounting, which measures cash
and other assets that can be readily converted to cash. The governmental fund statements provide a detailed
short-term view of THECB’s general governmental operations and the basic services it provides. This
information should help determine the level of resources available for THECB’s programs. The
reconciliation following the Fund Financial Statements explains the differences between the governmental
activities, reported in the Government-wide Statement of Net Position and the Government-wide Statement
of Activities and the governmental funds.

THECB maintains the following three governmental fund types: General fund, Special Revenue funds and
Debt Service fund. Information is presented separately in the governmental fund balance sheet and in the
governmental fund Statement of Revenues, Expenditures, and Changes in Fund Balances for the General
Fund, Texas Opportunity Plan Fund and the Student Loan Auxiliary Fund, and the Debt Service Fund, all of
which are considered to be major funds. Data from other nonmajor governmental funds are combined into a
single aggregated presentation entitled Nonmajor Governmental Funds.

Fiduciary Funds - Fiduciary Funds are used to account for resources held for the benefit of parties outside
THECB. THECB s the trustee for these funds, and is responsible for ensuring that the assets reported in
these funds are used for their intended purposes. All THECB fiduciary activities are reported in separate
Statements of Fiduciary Net Position. Since the resources of the fiduciary funds are not available to support
THECB’s own programs they are not reflected in the government-wide financial statements.

Notes to the financial statements — The notes provide additional information that is essential to a complete
understanding of the data provided in the government-wide and fund financial statements.

Other information — In addition to the basic financial statements and accompanying notes, this report also
presents certain Required Supplementary Information (RSI) that further explains and supports the
information presented in the financial statements. The RSI provides a comparison to budget and demonstrates
budgetary compliance and changes in net pension and net OPEB liability and related ratios and schedule of
THECB contributions.
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Financial Analysis of the Government-Wide Financial Statement — Net Position

The following table reflects a summary of Net Position for the fiscal years ended August 31, 2019 and 2018:

2019 2018
ASSETS
Current assets 566,839,600 554,887,036
Capital assets 96,270 58,156
Other non-current assets 1,463,647,312 1,441,708,492
Total assets 2,030,583,182 1,996,653,684
DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows of resources 7,340,152 10,865,947
Total deferred outflows of resources 7,340,152 10,865,947
LIABILITIES
Current liabilities 107,424,586 107,749,611
Noncurrent liabilities 1,298,348,146 1,220,922,036
Total liabilities 1,405,772,732 1,328,671,647
DEFERRED INFLOWS OF RESOURCES
Deferred inflows of resources 27,296,244 11,465,329
Total deferred inflows of resources 27,296,244 11,465,329
NET POSITION
Net investment in capital assets 96,270 58,156
Restricted 700,753,783 759,080,955
Unrestricted (95,995,695) (91,756,456)
Total net position $ 604,854,358 667,382,655
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Current Assets
Restricted due Restricted student Federal receivable
loans, net of Other current
Restricted from othe.r Y 1.36%
interest State agencies allowancefor assets
recleivableon 0.64% doubtful accounts 0.14%
11.56%

loans, net of
allowancefor
doubtful
accounts 1.82%

Unrestricted
student
loans, net of
allowance
for doubtful
accounts,
9.04%

Net position may serve as a useful indicator of a government’s financial position. For THECB, assets and
deferred outflows exceeded liabilities and deferred inflows of resources by $604.9 million at the end of the
2019 fiscal year, a decrease of $62.5 million from prior year or 9.4%. The largest portion of THECB’s net
position is restricted for debt service, loans and grants, and unappropriated which represent $700.8 million.

Total assets were $2.0 billion in fiscal year 2019, representing a 1.7% increase from fiscal year 2018. The
change was primarily driven by an increase in student loan receivable in fiscal year 2019. Total liabilities
increased to $1.4 billion from $1.3 billion, representing a 5.8% change from the prior fiscal year. The change
in total liabilities was primarily due to the year-over-year increases in bonds payable.
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Statement of Activities

The following table reflects a summary of the changes in Net Position for the fiscal year ended August 31,

2019 and 2018:

(Unaudited)

Changes in Net Position

For the Years ended August 31,2019 and2018

Programrevenues:
Charges for services
Operating grants and contributions
General revenues
Total revenues

Program expenses:
General administration
Financial assistance — loans
Financial assistance — institutions
Financial assistance — students
Total expenses

Change in net position

Beginning net position
Ending net position

2019

1,192,394
147,380,298
1,579,009,092

1,006,512
129,624,473
1,602,344,839

1,727,581,784

1,732,975,824

37,112,009
95,268,592
1,639,369,176
18,360,304

1,790,110,081

38,875,339
100,537,283
1,607,811,318
17,754,036

(62,528,297)

667,382,655

1,764,977,976

$

604,854,358

(32,002,152)

699,384,807

667,382,655
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Billions ($) Changes in Revenues and Expenses (Y/Y)
1.90

1.85

1.80

1.75

1.70

1.65

1.60

1.55

1.50

Year 2019 Year 2018

B Total revenues M Total expenses

In the current fiscal year, total governmental net position of THECB decreased by $62.5 million. Revenue
decreased by $5.4 million or 0.3% while expenses increased by $25.1 million or 1.4%. The change in revenue
is primarily due to decrease in grant funding through legislative appropriations. The increase in expenses
was the result of more grant payments made to institutions during fiscal year 2019.

Approximately $1.6 billion of revenue was from legislative appropriations from the State of Texas, which
decreased from year 2018 by $23.3 million or 1.5%. For fiscal year 2019, legislative appropriations
amounted to approximately 91.4% of total revenues. Operating grants and contributions amounted to 8.5%
of total revenues. Financial assistance to institutions represented the majority of expenses at $1.6 billion, or
93.5% of total financial assistance expenses.
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Financial Analysis of THECB’s Funds

As noted earlier, THECB uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements, bond covenants, and segregation for particular purposes.

Governmental Funds

The focus of THECB’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing THECB’s financing requirements.

THECB’s governmental funds conform to GASB Statement No. 54, Fund Balance Reporting and
Governmental Fund Type Definitions. It establishes accounting and financial reporting standards for
governmental funds by classifying fund balances into specifically defined classifications that comprise a
hierarchy based primarily on the extent to which a government is bound to observe constraints imposed upon
the use of the resources reported in governmental funds. It also clarifies existing governmental fund type
definitions.

At the end of the current fiscal year, THECB’s governmental funds reported combined ending fund balances
of $2.0 billion, an increase of $28.2 million from fiscal year 2018 fund balance or 1.4%. $1.4 billion or 70.0%
of the fund balance constitutes nonspendable fund balance in fiscal year 2019. $600.1 million or 30.0% is
made up of restricted fund balance in fiscal year 2019.
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The following graph illustrates the composition of the $2.0 billion in total governmental fund balance by
major fund category for fiscal year 2019.

Fiscal Year 2019 Total Governmental Fund Balance by Major
Fund Classification

Debt Service Fund, Nonmajor Governmental
$113.8M, or 6% of total Fund, $10.3M, or 1% of
total

The General Fund is used to account for all financial resources of THECB except those required to be
accounted for in another fund. At the end of the current fiscal year, $258.9 million or 66.0% in fund balance
constituted restricted fund balance and $133.2 million or 34.0% represented nonspendable fund balance. The
total General Fund balance for fiscal year 2019 was $392.1 million, which is $57.4 million lower than fiscal
year 2018, a decrease of 12.8%. The decrease was primarily due to lower cash balances carried at year-end
for grant and unappropriated programs as well as lower student loan receivable balances.

The Texas Opportunity Plan Fund (TOP) and the Student Loan Auxiliary Fund (SLA) special revenue funds
are used to account for the proceeds of bond issues and repayment of student loans in excess of what is
required to be deposited in the Debt Service Fund to make loans to students attending Texas colleges and
universities. At the end of the current fiscal year, the fund balance for the TOP and the SLA fund was $1.5
billion.
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The Debt service Fund is used to account for the accumulation of resources for, and the payment of long-
term debt principal and interest. At the end of the current fiscal year, restricted fund balance for debt service
was $113.8 million as compared to $119.7 million for 2018. The year-over-year decrease was $5.9 million.

Nonmajor Governmental Funds are made up of special revenue funds including the Student Loan Revenue
Bond fund (1697) and funds related to the Permanent Health Fund for Higher Education (0179, 0810, 0824,
and 0825). The Student Loan Revenue Bond funds are used to account for repayments of student loans in
excess of what is required to be deposited in the Debt Service Fund. Distribution of a portion of the earnings
from the Permanent Health Fund for Higher Education are transferred to THECB into special revenue funds
0179, 0810, 0824, 0825 and used for health care related education. In fiscal year 2019, fund balance for
nonmajor governmental funds was $10.3 million as compared to $9.0 million for fiscal year 2018. The
increase was primarily due to higher cash balances carried at year-end for grant programs.

OTHER INFORMATION

General Fund budgetary highlights

During the current fiscal year, actual revenues were $68.1 million lower than the final budgeted amount of
$1.7 billion. The variance from budget was primarily the result of budgeted revenues from appropriation
year 2018 that were brought over to appropriation year 2019 that did not materialize as new funding in the
current appropriation year. Actual general fund expenditures were $10.7 million lower than the final
budgeted amount of $1.7 billion. The variance in actual expenditures when compared to budget can be
primarily attributed to grant expenditure budgets from appropriation year 2018 that were brought over to
appropriation year 2019 that were not disbursed.
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency of the State of Texas)

Management’s Discussion and Analysis

For the Year Ended August 31, 2019
(Unaudited)

Debt Administration

At the end of the current fiscal year, THECB reported $1.3 billion in outstanding debt. The table below
reflects the outstanding debt at August 31, 2019 and 2018. Additional information can be found in Note 7.

Outstanding Debt
General Obligation Bonds
(in thousands)

2019 2018
Bonds outstanding, beginning of year $1,194,487 $1,096,327
Bonds issued 300,845 155,720
Bonds retired/refunded (228,375) (60,460)
Deferred adjustments, net 11,574 2,900
Bonds outstanding, end of year $1,278,531 $1,194,487

In 2019, THECB issued one new money bond for $160.0 million and two current refunding bonds for $95.0
million and $46.0 million. Total bonded indebtedness for the fiscal year 2019 increased by $84.0 million or
7.0% primarily due to new bond issues exceeding principal payments on outstanding debt.

Ratings at August 31, 2019 of THECB’s obligations for various debt instruments are as follows:

Moody’s Investors  Standard

Debt Service, Inc. and Poor’s
General Obligation Bonds:

Col Stud Loan Bds Ser’07A Aaa AAA
Col Stud Loan Bds Ser’08A Aaa AAA
Col Stud Loan Bds Ser’09 Aaa AAA
Col Stud Loan Bds Ser’10 Aaa AAA
Col Stud Loan Bds Ser 2011A Aaa AAA
Col Stud Loan Rfd Bds Ser 2011C Aaa AAA
Col Stud Loan Bds Ser 2012 Aaa AAA
Col Stud Loan Rfd Bds Ser 2013A Aaa AAA
Col Stud Loan Bds Ser 2013B Aaa AAA
Col Stud Loan Bds Ser 2014 Aaa AAA
Col Stud Loan Bds Ser 2015 Aaa AAA
Col Stud Loan Bds Ser 2016 Aaa AAA
Col Stud Loan Bds Ser 2017 Aaa AAA
Col Stud Loan Rfd Bds Ser 2018 Aaa AAA
Col Stud Loan Bds Ser 2019 Aaa AAA
Col Stud Loan Rfd Bds Ser 2019 Aaa AAA
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency of the State of Texas)

Management’s Discussion and Analysis

For the Year Ended August 31, 2019
(Unaudited)

Economic Factors and Next Year’s Budget

Our 2020 fiscal year budget is guided by our state’s higher education plan called, 60x30TX, which aims to
promote access, affordability, quality, success, and cost efficiency in the state's institutions of higher
education with a goal of producing a globally competent workforce that positions Texas as an international
leader in an increasingly complex world economy.

REQUEST FOR INFORMATION

This financial report is designed to provide our citizens, taxpayers, customers, investors, and creditors with
a general overview of THECB’s finances, as well as demonstrate accountability for funds the agency
receives. If you have questions about any information provided by this report or need additional information,
please contact THECB Financial Services Division, 1200 East Anderson Lane, Austin, Texas 78752 or (512)
427-6100 or on the web at http://www.highered.texas.gov/.
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TEXAS HIGHER EDUCATION COORDINATING BOARD

(An Agency of the State of Texas)
Statement of Net Position
For the Year Ended August 31, 2019

ASSETS
Current assets:
Prepaid items
Federal receivable
Restricted cash in State treasury
Restricted accounts receivable
Restricted interest receivable
Restricted due from other State agencies
Restricted student loans, net of allowance for doubtful accounts
Restricted interest receivable on loans, net of allowance for doubtful accounts
Unrestricted student loans, net of allowance for doubtful accounts
Total current assets
Noncurrent assets:
Student loans, net of allowance for doubtful accounts
Interest receivable on loans, net of allowance for doubtful accounts
Restricted cash in State treasury - unappropriated
Depreciable capital assets:
Furniture and equipment
Accumulated depreciation
Net depreciable capital assets

Total noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESOURCES
Pensions

OPEB

Total Deferred Outflows of Resources

LIABILITIES

Current liabilities:
Accounts payable
Interest payable
Due to other State agencies
Bonds payable
Employees' compensable leave
Net OPEB liability

Total current liabilities

Noncurrent liabilities:
Bonds payable
Employees' compensable leave
Net pension liability
Net OPEB liability
Arbitrage rebate liability
Total noncurrent liabilities

Total liabilities

DEFERRED INFLOWS OF RESOURCES
Pensions

OPEB

Bond/Debt Refunding

Total Deferred Inflows of Resources

NET POSITION

Net investment in capital assets

Restricted for:
Debt service
Loan and grant programs
Unappropriated

Unrestricted

Total net position

See accompanying notes to the financial statements.
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Governmental
Activities

54,123
7,719,987
427,616,811
39,712
716,237
3,603,250
65,516,081
10,303,381
51,270,018
566,839,600

1,167,671,391
103,017,610
192,958,311

527,140
430,870)
96,270
1,463,743,582
2,030,583,182

5,933,591
1,406,561
7,340,152

20,727,799
4,616,687
11,864,275
68,554,984
1,144,592
516,249

107,424,586

1,209,976,009
693,757
43,644,621
34,579,294
9,454,465

1,298,348,146
1,405,772,732

3,727,533
20,426,806
3,141,905
27,296,244

96,270

110,535,247
397,260,225
192,958,311

(95,995,695)
$ 604,854,358





TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency of the State of Texas)

Statement of Activities
For the Year Ended August 31, 2019

Program Revenues Net (Expense)
Charges Operating Revenue and
for Grants and Change in Net Position -
Expenses Services Contributions Governmental Activities
Governmental activities:
General administration $ 37,112,009 161,470 1,022,200 (35,928,339)
Financial assistance - loans 95,268,592 — 86,612,511 (8,656,081)
Financial assistance - institutions 1,639,369,176 883,807 59,586,519 (1,578,898,850)
Financial assistance - students 18,360,304 147,117 159,068 (18,054,119)
Total governmental activities $ 1,790,110,081 1,192,394 147,380,298 (1,641,537,389)
General revenues:
Legislative appropriations 1,579,009,092
Total general revenues 1,579,009,092
Net change in position (62,528,297)
Net position at beginning of year 667,382,655
Net position at end of year $ 604,854,358

See accompanying notes to the financial statements.
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency of the State of Texas)

ASSETS

Cash in State treasury

Due from other State agencies

Prepaid Items

Accounts receivables

Federal receivables

Interest receivable

Student loans, net of allowance
for doubtful accounts

Interest receivable on loans net of allowance
for doubtful accounts

Cash in State treasury - unappropriated

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable
Due to other State agencies

Total liabilities

FUND BALANCES
Nonspendable
Restricted

TOTAL FUND BALANCES
TOTAL LIABILITIES AND FUND BALANCES

$

Balance Sheet — Governmental Funds
For the Year Ended August 31, 2019

Texas Student
Opportunity Loan Debt Nonmajor Total
General Plan Auxiliary Service Governmental Governmental
Fund Fund Fund Fund Funds Funds

85,978,003 63,218,742 154,753,489 113,079,434 10,587,143 427,616,811
3,502,284 — — — 100,966 3,603,250
54,123 — — — — 54,123
37,782 — — 1,930 — 39,712
7,719,987 — — — — 7,719,987
79 54 — 695,473 20,631 716,237
132,075,921 91,819,285 1,060,141,211 — 421,073 1,284,457,490
1,090,542 10,282,037 101,884,107 — 64,305 113,320,991
192,958,311 — — — — 192,958,311
423,417,032 165,320,118 1,316,778,807 113,776,837 11,194,118 2,030,486,912
19,628,701 351,374 — — 747,724 20,727,799
11,700,545 — — — 163,730 11,864,275
31,329,246 351,374 — — 911,454 32,592,074
133,220,586 102,101,322 1,162,025,318 — 485,378 1,397,832,604
258,867,200 62,867,422 154,753,489 113,776,837 9,797,286 600,062,234
392,087,786 164,968,744 1,316,778,807 113,776,837 10,282,664 1,997,894,838
423,417,032 165,320,118 1,316,778,807 113,776,837 11,194,118 2,030,486,912

See accompanying notes to the financial statements.
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TEXAS HIGHER EDUCATION COORDINATING BOARD

(An Agency of the State of Texas)
Governmental Funds

Reconciliation of the Governmental funds Balance Sheet to the Statement of Net Position

For the Year Ended August 31, 2019

Total fund balances - Govermental Funds

Amounts reported for governmental activities in the Statement of Net Position
are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds

Amounts reported as deferred outflows and inflows of
resources related to pensions are not reported in the funds

Long-term liabilities are not due and payable in the current period and are not
reported in the funds

Total net position - Governmental Activities

* current portion $74,832,512 and noncurrent portion $1,298,348,146

See accompanying notes to the financial statements.
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1,997,894,838

96,270

(19,956,092)

(1,373,180,658)

604,854,358





REVENUES

Legislative appropriation revenues
Federal revenues

Federal grant pass-through revenues
Intergovernmental revenues
Licenses, fees and permits

Interest and investment income
Other revenues (expenditures), net

Total revenues, net

EXPENDITURES

Ceneral administration
Financial assistance - loans
Financial assistance - institutions
Financial assistance - students
Debt service:

Principal

Interest

Other financing fees

Total expenditures

Excess (deficiency) of revenues
over expenditures

OTHER FINANCING SOURCES (USES)
Issuance of Tax Exempt Debt
Bond proceeds for refunding debt
Premiumon sale of bonds
Discount on sale of bonds

Payment to escrow for refunding debt
Transfers in
Transfers out

Total other financing sources (uses)

Net change in fund balances

Fund balances at beginning of the year

Fund balances at the end of the year

TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency of the State of Texas)

Statement of Revenues, Expenditures and Changes

in Fund Balances — Governmental Funds
For the Year Ended August 31, 2019

Texas Student
Opportunity Loan Debt Nonmajor Total
General Plan Auxiliary Service Gowvernmental Gowvernmental
Fund Fund Fund Fund Funds Funds

$ 1,579,009,092 — — — — 1,579,009,092
1,884,683 7,172 14,658 8,988 130 1,915,631
30,453,230 — — — — 30,453,230
13,315,796 — — — 2,551,778 15,867,574
1,484,622 421,908 2,040,304 — 10,278 3,957,112
2,056,078 9,380,842 62,681,526 8,654,731 12,168,374 94,941,551
1,437,594 — — — — 1,437,594
1,629,641,095 9,809,922 64,736,488 8,663,719 14,730,560 1,727,581,784
35,332,273 — — — — 35,332,273
20,406,629 4,523,704 24,407,828 — 119,332 49,457,493
1,626,193,439 15,000 — — 13,160,737 1,639,369,176
18,360,304 — — — — 18,360,304
— — 2,000 62,388,000 — 62,390,000
— — 16,576 52,534,737 — 52,551,313
— 682,299 905,122 — — 1,587,421
1,700,292,645 5,221,003 25,331,526 114,922,737 13,280,069 1,859,047,980
(70,651,550) 4,588,919 39,404,962 (106,259,018) 1,450,491 (131,466,196)
— — 159,965,000 — — 159,965,000
— — 140,880,000 — — 140,880,000
— — 28,829,005 — — 28,829,005
— — (694,053) — — (694,053)
— — (158,306,481) (10,977,762) — (169,284,243)
13,231,486 14,720,296 — 126,072,045 — 154,023,827
— (13,231,486) (125,866,639) (14,720,296) (205,406) (154,023,827)
13,231,486 1,488,810 44,806,832 100,373,987 (205,406) 159,695,709
(57,420,064) 6,077,729 84,211,794 (5,885,031) 1,245,085 28,229,513
449,507,850 158,891,015 1,232,567,013 119,661,868 9,037,579 1,969,665,325
$ 392,087,786 164,968,744 1,316,778,807 113,776,837 10,282,664 1,997,894,838

See accompanying notes to the financial statements.
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency of the State of Texas)

Reconciliation of the Governmental Funds Statement of Revenue, Expenditures and
Changes in Fund Balances to the Statement of Activities

For the Year Ended August 31, 2019

Net change in fund balances - Governmental Funds $ 28,229,513
Governmental funds report capital outlay as expenditures. In the
statement of activities, the cost of assets is allocated over the
estimated useful life of the asset and reported as depreciation
expense. 38,114
Repayment of debt principal is an expenditure in the governmental
funds, but the repayment reduces long-term liabilities in the
statement of net position. (97,305,709)

Some expenses reported in the statement of activities do not require the use
of current financial resources and therefore are not reported as expenditures
in governmental funds. 6,509,785

Change in net position - Governmental Activities $ (62,528,297)

See accompanying notes to the financial statements.
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency of the State of Texas)

Statement of Fiduciary Net Position
For the Year Ended August 31, 2019

Assets
Current assets:
Restricted:
Cash in State Treasury $ 389,074
Interest and Dividends Receivable 92
Total current assets 389,166
Total assets 389,166
Liabilities
Current liabilities:
Funds held for others 389,166
Total current liabilities 389,166
Total liabilitites $ 389,166

See accompanying notes to the financial statements.
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency for the State of Texas)

Notes to Financial Statements
For the Year Ended August 31, 2019

(1) Summary of Significant Accounting Policies

A.

Reporting Entity

The Texas Legislature (Legislature) created the Texas Higher Education Coordinating Board
(THECB) in 1965. THECB is presently governed by a board composed of 9 members. The board
members serve up to a six-year term and are appointed by the Governor with the advice and consent
of the Texas Senate. The Governor also appoints the chairman and vice-chairman and the Board
appoints the Commissioner.

THECB is an agency of the State of Texas (State) and is included in the State comprehensive annual
financial report. The financial statements of THECB are intended to present the financial position and
the changes in financial position of only that portion of the governmental activities, each major fund,
and the aggregate remaining fund information of the State of Texas that is attributable to the
transactions of THECB. THECB’s financials do not present fairly the financial position of the State of
Texas as of August 31, 2019 nor the changes in its financial position. THECB’s general fund is
included within the State of Texas General Fund, the Texas Opportunity Plan and Student Loan
Auxiliary major funds are included within the State of Texas nonmajor special revenue funds, and the
Debt Service Fund is included within the State of Texas nonmajor debt service funds.

Organizational Purpose

THECB adopted a new strategic plan for higher education in 2015 called 60x30TX. With the 60x30TX
strategic plan, Texas is focused on student success over the next 15 years. The new plan is firmly
founded on the critical need that Texas produces an educated workforce that is able to adapt to change
and compete at the highest levels, nationally and internationally. 60x30TX emphasizes all forms of
post high school education, from undergraduate certificates to associate and bachelor’s degrees, to
graduate and professional education.

The plan contains four student-centered goals:

e The Overarching Goal: 60x30
0 At least 60 percent of Texans ages 25-34 will have a certificate or degree.

e The Second Goal: Completion
0 At least 550,000 students in 2030 will complete a certificate, associate, bachelor’s, or
master’s from an institution of higher education in Texas.

e The Third Goal: Marketable Skills
o All graduates from Texas public institutions of higher education will have completed
programs with identified marketable skills.

e The Fourth Goal: Student Debt

0 Undergraduate student loan debt will not exceed 60 percent of first-year wages for graduates
of Texas public institutions.
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency for the State of Texas)

Notes to Financial Statements
For the Year Ended August 31, 2019

Government-Wide and Fund Financial Statements

The accompanying financial statements of THECB have been prepared to conform with Generally
Accepted Accounting Principles (GAAP) as prescribed by the Governmental Accounting Standards
Board (GASB).

The government-wide financial statements (i.e., the Statement of Net Position and the Statement of
Activities) report information on all of the nonfiduciary activities of THECB. The effect of interfund
activity has been removed from these statements.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function
are offset by program revenues. Governmental activities are supported by state appropriations, state
and federal grants, interest earnings, and other user service charges. Direct expenses are those that
are clearly identifiable with a specific function. All capital asset depreciation is reported as a direct
expense of the functional program that benefits from the use of the capital assets. Program revenues
include 1) grants and state contributions that are restricted to meeting the operational or capital
requirements of a particular function, and 2) charges to customers or applicants for services provided
by a given function. Appropriations are properly reported as general revenues rather than program
revenues. Interest earnings are included in operating grants and contributions on the Statement of
Activities as interest relates to student loans.

Separate financial statements are presented for governmental funds and fiduciary funds. In accordance
with Governmental Accounting Standards Board Statement No. 34, Basic Financial Statements — And
Management’s Discussion And Analysis — for State And Local Governments (GASB Statement No.
34), the fiduciary funds are excluded from the government-wide financial statements. Major individual
governmental funds are reported as separate columns in the fund financial statements.

GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings and
Direct Placements, was issued in March 2018 and is effective for reporting periods beginning after
June 15, 2018. This statement clarifies which liabilities governments should include when disclosing
information related to debt. THECB implemented this statement in fiscal year 2019.

GASB Statement No. 84, Fiduciary Activities, was issued in January 2017 and is effective for reporting
periods beginning after December 15, 2018. This statement establishes criteria for identifying fiduciary
activity of all state and local governments. Separate criteria is included in this statement to identify
fiduciary component units and postemployment benefit arrangements that are fiduciary activities.
THECB will implement this statement in fiscal year 2020.

GASB Statement No. 87, Leases, was issued in June 2017 and is effective for reporting periods
beginning after December 15, 2019. This statement defines a single model for lease accounting
(eliminates long-term operating leases). It also establishes recognition rules and additional disclosure
requirements for the lessee and lessor. THECB will implement this statement in fiscal year 2022.
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency for the State of Texas)

Notes to Financial Statements
For the Year Ended August 31, 2019

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

Government-wide financial statements

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, in accordance with U.S. generally accepted accounting
principles, as are the private purpose trust funds. Revenues are recorded when earned and expenses
are recorded when a liability is incurred, regardless of the timing of related cash flows. Grants and
similar items are recognized as revenue as soon as all eligibility requirements by the provider have
been met.

As a general rule, the effect of interfund activity has been eliminated from the government-wide
financial statements. Amounts reported as program revenues include charges for services and
operating grants and contributions.

Fund Financial Statements

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting in accordance with U.S. generally
accepted accounting principles. Operating statements of these funds present resources (i.e., revenues
and other financing sources) and decreases (i.e., expenditures and other financing uses) in fund
balances. Under the modified accrual basis, revenues are recognized in the period in which they
become both measurable and available.

THECB includes student loan notes receivable and related interest receivable in the governmental fund
financial statements even though they are noncurrent as these assets represent a significant operational
purpose of THECB. Nonspendable fund balance is reported in the governmental funds in an amount
equal to the student loan notes receivable and related interest receivable.

All revenue associated with the current fiscal period and collected within sixty days is considered to
be susceptible to accrual and has been recognized as revenue in the current fiscal period. Grant funds
are considered to be earned when all eligibility requirements have been met and to the extent of
expenditures made under the provisions of the grant, and, accordingly, when such funds are received
in advance, they are recorded as unearned revenue. Expenditures and other uses of financial resources
are recognized when the related liability is incurred. However, debt service expenditures, as well as
expenditures related to compensated absences and arbitrage are recorded only when payment has
matured.

The accounts of THECB are organized on the basis of funds, each of which is considered a separate
accounting entity. The operations of each fund are accounted for with a separate set of self-balancing
accounts that comprise its assets, liabilities, fund balance, revenues and expenditures, or expenses, as
appropriate. Government resources are allocated to and accounted for the purpose of carrying on
specific activities in accordance with laws, regulations, bond indentures, or other appropriate
requirements.
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency for the State of Texas)

Notes to Financial Statements
For the Year Ended August 31, 2019

Governmental Funds

Governmental Funds are those through which most governmental functions of THECB are financed.
The acquisition, use and balances of THECB’s expendable financial resources, and the related
liabilities are accounted for through the Governmental Fund Types. The following are THECB major
governmental funds:

The General Fund is THECB’s primary operating fund. It is used to account for all financial
resources of THECB except those required to be accounted for in another fund.

The Texas Opportunity Plan Fund (TOP) and the Student Loan Auxiliary Fund (SLA) special
revenue funds are used to account for the proceeds of bond issues and repayment of student loans
in excess of what is required to be deposited in the Debt Service Fund to make loans to students
attending Texas colleges and universities. The TOP fund reflects bonds issued prior to 1992 and
the funds are used to make Hinson-Hazlewood loans. The SLA fund is for bond activity subsequent
to 1992 and is used to make Hinson-Hazlewood loans and B-On-Time loans. The primary revenue
source is interest on student loans and the expenditures include items related to the student loans
such as change in allowance for doubtful accounts.

The Debt Service Fund functions as a sinking fund and is used to account for the accumulation of
resources for, and the payment of, long-term debt principal and interest for the next fiscal year, as
required by Chapter 52 of the Texas Education Code, as amended. Monies accumulated in the
Debt Service Fund in excess of the next fiscal year’s debt service requirement are transferred to
the TOP fund. The accounts used by THECB during fiscal year 2019 consisted of Texas College
Student Loan Bonds Interest and Sinking Account.

Nonmajor Governmental Funds are made up of special revenue funds including the Student Loan
Revenue Bond Fund (1697) and funds related to the Permanent Health Fund for Higher Education
(0179, 0810, 0824, and 0825). The Student Loan Revenue Bond Funds are used to account for
repayments of student loans in excess of what is required to be deposited in the Debt Service
Fund. The Permanent Health Fund for Higher Education is a permanent fund established by the
Legislature from a portion of the money received in the settlement of The State of Texas v. The
American Tobacco Co., et.al. The corpus of the account is held within the state treasury outside
of the General Fund. Distribution of a portion of the earnings on the account are transferred to
THECB into special revenue funds 0179, 0810, 0824, 0825 and used for health care related
education.

Fiduciary Funds

Fiduciary funds account for assets held by THECB as an agent for individuals, private organizations,
other governmental units, and/or other funds. They contain an agency fund and a private-purpose trust
fund.

Agency funds have no equity, assets equal liabilities, and do not include revenues or expenditures
for general operations of THECB. The agency fund used by THECB during fiscal year 2019 was
the Child Support Deductions Suspense Account.
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency for the State of Texas)

Notes to Financial Statements
For the Year Ended August 31, 2019

e Private-purpose trust funds are used to account for all other trust arrangements whose principal
and interest benefit individuals, private organizations, or other governments. The trust fund used
by THECB during fiscal year 2019 consisted of the Baylor College of Medicine Permanent
Endowment Fund.

E. Financial Statement Elements
Cash

All cash is held by the State Treasury and an agent of the State Treasury.

Interest Receivable

Interest receivable consists of interest earned or accrued that is not due to be received until after the
balance sheet date. Interest receivable is derived from interest due from the State Treasury for the
interest bearing cash and loans issued from the student loan program and is reported net of allowance
for doubtful accounts.

Prepaid Items

Prepaid items consist of postage paid in advance of the related services being received using the
consumption method of accounting. Prepaid items reported in the General Fund are offset by a
nonspendable fund balance which indicates that they are not in a spendable form.

Student Loan Notes Receivable

Federal and state student loans are reported at their outstanding principal balances net of the allowance
for doubtful accounts. Student loans are recorded at cost when disbursed and are serviced by THECB
throughout the life of the loan, which includes in-school, grace, and repayment.

Allowance for Doubtful Accounts

The allowance for doubtful accounts includes the estimated amount of student loans that will be
forgiven or will not be collected due to default. The allowance is calculated based on loan status, loan
type, and current collection trends. Guarantees of certain loans are provided by U.S. Department of
Education and U.S. Department of Health and Human Services.

Capital Assets

Capital assets, which include furniture and equipment, are reported in the governmental activities
column in the government-wide financial statements. THECB generally defines capital assets as assets
with an initial, individual cost of more than $5,000 and an estimated life greater than one year. Such
assets are recorded at historical cost. Donated capital assets are recorded at estimated fair value at the
date of the donation. The costs of normal maintenance and repairs that do not add to the value of the
asset or materially extend assets lives are not capitalized. Capital assets of THECB are depreciated
using the straight-line method over the following estimated useful lives:
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TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency for the State of Texas)

Notes to Financial Statements
For the Year Ended August 31, 2019

Classification Useful Life

Furniture and Equipment 1to 15

Transfers and Interfund Receivables and Payables

Transfers occur when resources of one fund are transferred to another. Legally required transfers are
reported when incurred as “Transfers In” by the recipient fund and as “Transfers Out” by the disbursing
fund.

Transactions occur between funds for goods provided and services rendered. These receivables and
payables are classified as “due from/to other funds” on the fund-level statements when they are
expected to be liquidated within one year.

Restricted Assets

Restricted assets are assets whose use is subject to constraints that are either (a) externally imposed by
creditors (such as through debt covenants), grantors, contributors, or laws or regulations of other
governments or (b) imposed by law through constitutional provisions or enabling legislation.

Deferred Outflows of Resources (Deferred Inflows of Resources)

Deferred Outflows of Resources (Deferred Inflows of Resources) are the consumption or acquisition
of net assets in one period that are applicable to future periods. Recognition of revenues and expenses
is deferred until the future period to which the inflows and outflows are related. THECB reports
deferred inflows of resources and deferred outflows of resources related to the recognition of THECB’s
share of the state’s Net Pension Liability, Net OPEB Liability and Bond/Debt Refunding as well as
the changes in THECB’s proportion and contribution difference. Deferred inflows/outflows related to
pensions, OPEB and Bond/Debt Refunding are reported on the statement of net position. For more
pension and OPEB information, refer to Note 13, 14 and 16. For more Bond/Debt refunding
information, refer to Note 7.

Accounts Payable

Accounts payable represents the liability for the value of assets or services received at year-end for
which payment is pending.

Employees’ Compensable Leave Balances

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. Expenditures for accumulated annual leave
balances are recognized in the period paid or taken in governmental fund types. For these fund types,
the liability for unpaid benefits is recorded in the Statement of Net Position.
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Bonds Payable

General obligation bonds payable are reported separately as either current or non-current in the
Statement of Net Position. Serial interest bonds payable are recorded net of discounts and premiums
in the Statement of Net Position.

In the fund financial statements, Governmental Funds recognize bond premiums, discounts, and
issuance costs during the current period. The face amount of debt issued is reported as other financing
sources in the fund received and expenditures for payment of principal and interest are recorded in the
Debt Service Funds when paid. Premiums received on debt issued are reported as other financing
sources while discounts on debt issued are reported as other financing uses. Issuance costs, whether or
not withheld from the debt proceeds received, are reported as Student Loan Auxiliary Fund or Texas
Opportunity Plan Fund expenditures.

Discounts and Premiums on Debt

Discounts and premiums on debt for bond series 2010 and prior are recognized using the straight-line
method which is not substantially different than the effective interest method over the life of the bonds
in the Statements of Net Position and Activities. Prepayments on the bonds using the straight line
method result in the proportionate amortization during the current year of the remaining balance of
discounts and premiums on debt. The effective interest method is used for discounts and premiums on
debt for bond series 2011 and thereafter in the Statement of Net Position and Activities.

Net Pension Liability

Net Pension Liability represents THECB’s proportionate share of the state’s liability to employees
for benefits provided through the Employees Retirement System of Texas defined benefit pension
plan.

Net OPEB Liability

Net OPEB Liability represents THECB’s proportionate share of the state’s liability to employees for
other postemployment benefits, other than pensions, provided through the Employees Retirement
System of Texas defined postemployment benefit plan.

Arbitrage Rebate Liability

Arbitrage rebate liability is earned interest revenue on unspent bond proceeds in excess amounts
allowed by Federal regulations. The amount represents the estimated payable at year end in the
Statements of Net Position.

Appropriations

Appropriations are revenues approved by the Legislature for designated programs. Appropriations are
recognized as revenue when they become available from the State to fund current expenditures.
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State and Intergovernmental Revenues and Receivables

State and intergovernmental revenues and related receivables arise primarily through funding received
from State grants. Revenues and receivables are earned through expenditures of money for grant
purposes.

Use of Estimates

Management of THECB has made some estimates and assumptions relating to the reporting of the
allowance of doubtful accounts, the agency’s proportionate share of the State’s pension obligations,
and the useful life of assets to prepare these financial statements in conformity with the U.S. generally
accepted accounting principles. Actual results could differ from those estimates.

Taxes

As a state government agency, THECB is exempt from federal income taxes and state sales tax.

Fund Balance

The Fund Balance is the difference between funds’ assets and liabilities on the governmental fund
statements. Fund balances for governmental funds are classified into 5 categories noted below.

e Nonspendable
This represents prepaid expenses and long term contracts and receivables that are either (1) not

in spendable form or (2) legally or contractually required to be maintained intact. For fund level
financial presentation, all nonspendable sources are combined into one category.

e Restricted
This represents amounts related to those resources that have constraints placed on their use
through external parties or by law through constitutional provisions.

e Committed
This represents amounts that can be used only for specific purposes pursuant to constraints
imposed by a formal action of the Board, THECB’s highest level of decision making authority.

e Assigned
This represents amounts that are constrained by THECB’s intent to be used for specific
purposes, but are neither restricted nor committed. Intent is expressed by (1) the Board or (2) a
body (for example, a budget or finance committee) or official to which the governing body has
delegated the authority to assign amounts to be used for specific purposes.

e Unassigned
This represents amounts that are the residual classification for the general funds. This
classification represents fund balance that was not assigned to other funds and was not restricted,
committed or assigned to specific purposes within the general fund.
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GASB 54 Note Disclosures

>

THECB spending policy is to spend restricted fund balance first, followed by committed,
assigned and unassigned fund balances.

See GASB 54 Fund Balance classification by purpose table at the end of Note 1.
Significant encumbrances are reported in Note 11 of this financial report.

There are no stabilization arrangements with THECB.

The State of Texas does not have a minimum fund balance policy.

mooOw

Net Position

Net investment in capital assets consists of capital assets, net of accumulated depreciation. No capital
assets were financed with long term debt. THECB reports net position as restricted when constraints
placed on net position are externally imposed. Restrictions are imposed by bond covenants and grant
requirements for state and federal programs. Unappropriated net position consists of legislative
appropriation reductions for appropriated funds received through statutory requirement where the cash
reductions were retained by THECB at fiscal year-end. The unappropriated net position balance will
remain on THECB’s books until the legislature can either re-purpose or re-appropriate these
funds. Unrestricted net position consists of a net position that does not meet the definition of net
investment in capital assets or restricted net position.

-31-





TEXAS HIGHER EDUCATION COORDINATING BOARD

(An Agency for the State of Texas)

Notes to Financial Statements

For the Year Ended August 31, 2019

GASB 54 Fund Balance Classification by Purpose (as of August 31, 2019)

Texas Total
Opportunity Student Loan Debt Service Governmenta Governmental
General Fund Plan Fund Auxiliary Fund Funds
Nonspendable - Prepaids
Hinson-Hazlewood Loan Program 54,123 - - 54,123
Nonspendable - Long Term Contracts and Receivables
Armed Services Scholarships 7,543,382 - - 7,543,382
Student Financial Aid Programs 124,714,646 - - 124,714,646
Student Loans - 102,101,322 1,162,025,318 1,264,612,018
Teach for Texas Programs 908,435 - - 908,435
Nonspendable - Long Term Contracts and Receivables Subtotal 133,166,463 102,101,322 1,162,025,318 1,397,778,481
Restricted:
Academic Quality & Workforce 141,943 - - 141,943
Autism Program 3,275,128 - - 3,275,128
Baylor College of Medicine 7,706,637 - - 7,706,637
Central Administration 255,751 - - 255,751
Certified Ed Aide Program 415,566 - - 415,566
Close The Gaps 296,620 - - 296,620
College Readiness and Success 100,816 - - 100,816
College Readiness Initiatives 542,696 - - 542,696
Debt Service - - - 113,776,837
Developmental Ed Program 1,928,283 - - 1,928,283
Family Practice Residency 141,743 - - 141,743
Federal Programs 283,500 - - 283,500
Fields of Study 238,274 - - 238,274
GME Expansion 503,804 - - 503,804
GR Nursing Faculty LRP 1,161,690 - - 1,161,690
Hinson-Hazlewood Loan Program 1,814,621 - - 1,814,621
Info Research Tech-Indirect 117,975 - - 117,975
Information Resources 106,630 - - 106,630
Mental Heath Loan Repayment Prog 1,807,200 - - 1,807,200
Minority Health Research/Ed - - - 4,206,688
Nursing & Allied Health - - - 5,590,598
Operating & Support 250,164 - - 250,164
Other Programs 290,774 - - 290,774
Oversight for Profit 170,257 - - 170,257
Physician - LRP 23,501,416 - - 23,501,416
Prof Nursing Shortage Reduction 1,451,334 - - 1,451,334
Student Financial Aid Programs 16,192,106 - - 16,192,106
Student Loans - 62,867,422 154,753,489 217,620,911
Teach for Texas Programs 2,936,111 - - 2,936,111
Top 10% Scholarships 274,581 - - 274,581
Unappropriated 192,961,580 - - 192,961,580
Restricted Subtotal 258,867,200 62,867,422 154,753,489 600,062,234
Total Governmental Funds 392,087,786 164,968,744 1,316,778,807 1,997,894,838
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(2) Reconciliation of Government-Wide and Fund Financial Statements

(a) Explanation of Certain Differences between the Governmental Fund Balance Sheet and
Government-Wide Statement of Net Position.

Total fund balance reported in THECB’s fund-level governmental funds balance sheet differs from
the net position reported in governmental activities within the government-wide financial
statements. The differences result from the long-term economic resources measurement focus in the
government-wide financial Statement of Net Position versus the current financial resources
measurement focus of the governmental fund balance sheets. The differences are shown below:

Total fund balances - Governmental funds $ 1,997,894,838
Amounts reported for governmental activities in
the Statement of Net Position are different because:

Capital assets used in governmental activities
are not financial resources and therefore are not
reported in the funds

Capital assets, depreciable 527,140
Less accumulated depreciation (430,870)
Total capital assets 96,270

Amounts reported as deferred outflows and inflows of
resources related to pensions are not reported in the funds

Deferred outflows of resources 7,340,152
Deferred inflows of resources (27,296,244)
Total deferred pension amounts (19,956,092)

Long-term liabilities are not due and payable in the
current period and are not reported in the funds

Bonds payable, net (1,278,530,993)
Net pension liability (43,644,621)
Net OPEB liability (35,095,543)
Interest payable (4,616,687)
Employees' compensable leave (1,838,349)
Arbitrage rebate liability (9,454,465)
Total long-term liabilities (1,373,180,658) *
Total net position - governmental activities $ 604,854,358

* current portion $74,832,512 and noncurrent portion $1,298,348,146

(b) Explanation of Certain Differences between the Governmental Fund Statement of Revenues,
Expenditures, and Changes in Fund Balances, and the Government-Wide Statement of Activities.

The net change in fund balances of governmental funds differs from the change in net position for
governmental activities as reported in the Statement of Activities. The differences result from the
long-term economic resources measurement focus in the government-wide Statement of Net
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Position versus the current financial resources measurement focus of the governmental fund balance
sheets. The differences are shown below:

Net change in fund balances - Governmental funds $ 28,229,513

Governmental funds report capital outlay as expenditures.
In the Statement of Activities, the cost of assets is
allocated over the estimated useful life of the asset
and reported as depreciation expense.

Capital outlay 59,647
Depreciation expense (21,533)
38,114
Costs associated with the issuance of long-term debt
are reported as expenditures in the governmental
funds, but are deferred and amortized throughout the
period during which the related debt is outstanding
in the Statement of Activities. Repayment of debt
principal is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the
Statement of Net Position.
Repayment of bond principal 62,390,000
Bonds issued (159,965,000)
Bond and Note Proceeds for Refunding Debt (140,880,000)
Premiumon bonds issued (28,829,005)
Discount on bonds issued 694,053
Payment to Escrow for Refunding Debt 169,284,243
(97,305,709)
Some expenses reported in the Statement of Activities
do not require the use of current financial resources
and therefore are not reported as expenditures
in the governmental funds.
Pension-related expenses (4,884,003)
OPEB-related expenses 3,087,768
Employees' compensable leave (21,615)
Interest and other 9,982,616
Arbitrage rebate (1,654,981)
6,509,785
Change in net position - Governmental activities $ (62,528,297)
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(3) Deposits and Investments

Deposits of Cash held in the State Treasury:

On August 31, 2019, THECB’s restricted cash balance amounted to $620.6 million and is comprised as

follows:

Restricted

General Fund
Cash in State Treasury $ 278,936,314

Special Revenue Funds
Texas Opportunity Plan 63,218,742
Student Loan Auxiliary 154,753,489
Debt Service Fund 113,079,434
Nonmajor Governmental Funds 10,587,143

$ 620,575,122

As of August 31, 2019, the carrying amount of deposits for governmental activities was $620.6 million.
These amounts consist of cash in the State Treasury for which the State makes the related investment
decisions. As of August 31, 2019, the total bank balance for governmental activities was $618.7 million.

Custodial Credit Risk — Custodial credit risk for deposits is the risk that, in the event of the failure of a
depository financial institution, THECB will not be able to recover deposits or will not be able to recover
collateral securities that are in the possession of an outside party. THECB nor the state have a deposit
policy for custodial credit risk, however, the state’s security lending program is subject to custodial credit
risk.
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(4) Student Loan Notes Receivable and Guarantee Agencies

Student loan notes receivable consists of the following as of August 31, 2019:

Texas Nonmajor
- Student Loan Governmental
General Fund Opportunity Plan Auxiliary Fund Student Loan Total
Fund
Fund
Student loan notes receivable 182,109,748 133,725,972 1,219,028,374 1,791,190 1,536,655,284
Less: Allowance for doubtful accounts (50,033,827) (41,906,687) (158,887,163) (1,370,117) (252,197,794)
Student loan notes receivable, net 132,075,921 91,819,285 1,060,141,211 421,073 1,284,457,490
Beginning allowance 51,362,176 41,318,497 140,717,945 1,366,331 234,764,949
Write offs - Loan Principal (89,166) (110,845) (586,737) (901) (787,649)
Write offs - Loan Forgiveness (19,538,891) - (4,750) - (19,543,641)
Provisions for uncollectible loan principal 4,452,535 699,035 18,755,955 4,687 23,912,212
Provisions for uncollectible loan forgiveness 13,847,173 - 4,750 13,851,923
Ending allowance for doubtful accounts 50,033,827 41,906,687 158,887,163 1,370,117 252,197,794
Interest receivable on student loans 6,672,798 32,962,557 144,634,987 1,290,667 185,561,009
Less: Allowance for doubtful accounts (5,582,256) (22,680,520) (42,750,880) (1,226,362) (72,240,018)
Interest receivable on student loans, net 1,090,542 10,282,037 101,884,107 64,305 113,320,991
Beginning allowance 4,039,562 21,144,687 37,759,531 1,168,540 64,112,320
Write offs - Loan Interest (17,949) (2,220,985) (639,265) (51,150) (2,929,349)
Provisions for uncollectible loan interest 1,560,643 3,756,818 5,630,614 108,972 11,057,047
Ending allowance for doubtful accounts 5,582,256 22,680,520 42,750,880 1,226,362 72,240,018

The student loan notes receivable represents loans to students who, when the loans were originated, were
enrolled in post-secondary institutions. In general, the notes bear interest and are payable by the student
following a specified grace period after graduation or termination from the institution.

THECB administers the Hinson-Hazlewood College Student Loan Program (HHCSLP), created
subsequent to the 1965 federal Higher Education Act, which established the federally guaranteed student
loan program. HHCSLP provides low-interest loans to undergraduate, graduate and professional resident
students attending post-secondary schools in Texas. Provisions of the Texas Education Code stipulate that

HHCSLP is intended for students with insufficient resources to finance their college education.

HHCSLP administers several state non-guaranteed loan programs: College Access Loans (CAL), Texas
B-On-Time Loan Program (BOT), Health Education Loan Program (HELP) and Texas Armed Services
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Scholarship Program (TASSP). The College Access Loan Program provides private educational loans
to Texas students up to the cost of attendance. The amount of federal aid that a student is eligible for
(regardless of whether actually accepted) must be deducted from the cost of attendance in determining
the CAL loan amount. The Texas B-On-Time Loan Program provided non-interest bearing forgivable
loans to eligible students to enable them to attend colleges and universities in Texas. House Bill 700 was
approved in the 84" legislature relating to the B-On-Time (BOT) loan program. This bill became effective
September 1, 2015 and will phase out this program by the end of fiscal year 2020. Any remaining loans
after this time will continue to be serviced until they are fully paid off. The Health Education Loan Program
provided educational loans to Texas students enrolled in the following programs of study: medicine,
osteopathy, dentistry, podiatry, veterinary medicine, pharmacy, public heath, nursing, and allied health.
Loan origination through this program ceased in fiscal year 2010, but THECB continues to service loans
that it made through this program. TASSP provides loans to eligible students who are attending colleges
and universities in Texas and entering the armed services after graduation. TASSP provides loan
forgiveness incentive to those qualifying students. These loan programs are reported in the Student Loan
Auxiliary Fund and the General Fund. The state non-guaranteed loans represent greater than 99% of
student loans receivable at August 31, 2019.

HHCSLP also provided federally guaranteed loans: Federal Family Education Loan Program (FFELP)
Subsidized Stafford, Federal Family Education Loan Program (FFELP) Unsubsidized Stafford Loan, and
the Federal Health Education Assistance Loan (HEAL) Program. Federally guaranteed loans are protected
by federal reinsurance from the U.S. Department of Education for all FFELP and HEAL loans. The loans
are guaranteed provided applicable program requirements have been met. Management of THECB
believes that the student loan notes have met these requirements and are valid obligations of the student
borrowers. Federal loans are reported in the Texas Opportunity Plan Fund, and the Student Loan Auxiliary
Fund. The federally guaranteed loans represent less than 1% of student loans receivable at August 31,
2019. Loan origination through HEAL program ceased in fiscal year 1993, and loan origination through
the FFELP programs ceased in fiscal year 2010. THECB continues to service loans that it made through
these programs.
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(5) Interfund Transfers

THECB experienced transfers between different funds within the agency, which are consistent with the
activities of the fund making the transfer. The Texas Opportunity Plan (TOP), the Student Loan Auxiliary
(SLA), and the Nonmajor Governmental Funds transfer funds to the Debt Service Fund to cover debt
service payments and/or reserve amounts required by bond indentures. Any excess funds in the Debt
Service Fund are transferred to the General Fund to cover loan related expenses and/or the TOP, SLA, and
Nonmajor Governmental Funds for additional loans and grants.

Individual balances at August 31, 2019, were as follows:

Transfers In:

Texas
Opportunity

Transfers Out: General Plan Debt Service Total
Texas Opportunity Plan $ 13,231,486 - - 13,231,486
Student Loan Auxiliary - - 125,866,639 125,866,639
Non-Major Governmental Funds - - 205,406 205,406
Debt Service - 14,720,296 - 14,720,296

$ 13,231,486 14,720,296 126,072,045 154,023,827

(6) Summary of Long-Term Liabilities

During the year ended August 31, 2019, the following changes occurred in liabilities (in thousands):

Amounts
Balance Balance Due Within
Gowernment Activities 9/1/2018 Additions Reductions 8/31/2019 One Year
General Obligations
Bonds Payable $ 1,115,475 300,845 (228,375) 1,187,945 55,135
Deferred Credits 79,012 11,574 - 90,586 13,420
Compensable Leave 1,817 1,685 (1,664) 1,838 1,145
Arbitrage Rebate Liability 7,799 1,655 - 9,454 -
Net Pension Liability 45,205 - (1,560) 43,645 -
OPEB Liability 47,954 - (12,858) 35,096 516
Total Governmental
Activities $ 1,297,262 315,759 (244,457) 1,368,564 70,216
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Long-Term Debt and Arbitrage Rebate

() Bonds Payable

THECB issues bonds for educational loans to eligible Texas college students. Payments received on the
student loans are applied to the debt service on the bonds. As of August 31, 2019, bonds payable
consisted of 13 general obligation issues for student loans totaling $1.19 billion. Bond issue dates for all
College Student Bonds range from 2010 to 2019. Interest on bonds are paid semi-annually.

Proceeds from the issuance of bonds will be used to fund an ongoing student loan program which
provides low interest loans to eligible students at institutions of higher education in the State and to pay
for costs of issuance related to the Bonds.

The State Constitution limits the amount of bonds that can be issued by THECB. As of August 31, 2019,
THECB has approximately $947.5 million remaining in authorized but unissued debt. Management
believes THECB is in compliance with the various bond covenants as of August 31, 2019.

Throughout its history, THECB has issued refunding bonds from time to time when there has been an
operational or economic gain for THECB. These refundings have been structured as legal defeasances
of the old debt as ruled by the Texas Attorney General, and such debt has been removed from THECB’s
general ledger. As of August 31, 2019, there is no defeased debt in escrow.

General Obligation Bonds

All bonds are on a parity basis and are secured by the following pledged collateral:

1. All monies received from loan and interest payments and the interest thereon.
2. Bond proceeds, if required, and to the extent permitted by the Act.

3. First monies coming into the Treasury of the State not otherwise appropriated by the State
Constitution, if necessary.

At this time, THECB’s does not have any direct borrowings or direct placements, as defined by GASB
Statement No. 88. The agency’s general obligation bonds are sold by competitive bid, which does not
meet the condition for treatment as a direct placement. Additionally, the agency has never used direct
borrowings, such as a revolving credit facility.

THECB’s Bonds Payables are general obligations of the State of Texas and are secured by the full faith
and credit of the State. Historically, THECB’s ongoing student load programs have provided funds
through the repayment of student loans and investment interest in amounts sufficient to meet debt service
and reserve requirements and to pay administrative costs of the student loan programs without drawing
on the State’s General Revenue Fund. THECB has never defaulted in the payment of its debt. If THECB
either fails to make debt service payments according to their scheduled due dates or default in the
performance or observance of any other debt covenant, agreement, or related obligation, bondholders
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may proceed against THECB in court for any relief permitted by law for the purpose of protecting and
enforcing their rights under the bond covenants.

(b) Arbitrage Rebate

Bonds issued after 1986 are subject to arbitrage rebate requirements imposed by section 148 (f) of the
Internal Revenue Code of 1986. That provision of the Code requires that any excess earnings from the
investment of proceeds of a tax-exempt bond, be rebated to the federal government no later than every
five years after the date of issue. In effect, any excess amounts, i.e., earnings that represent a yield higher
than the yield on the bonds, will be required to be repaid to the United States government. It is estimated
that $9.5 million in excess earnings may become due to the federal government at some point in the
future. This estimate, however, does not take into account predictions of future year’s activity. Arbitrage
can fluctuate from year-to-year as positive arbitrage is offset against negative arbitrage. Therefore, when
payment becomes due to the United States government at some future date, it is probable that the actual
rebate amount will have changed from the original estimate.
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(c) Changes in Bonded Indebtedness

A summary of changes in bond indebtedness relating to THECB’s governmental activities for the year
ended August 31, 2019 is as follows (amounts in thousands):

Bonds Bonds Bonds Bonds Amounts

Outsgtanding Bonds Matured Refunded or Outstanding Due Within
Description of Issue 9/1/2018 Issued or Retired Extinguished 8/31/2019 OneYear
General Obligation Bonds:
COL STUD LOAN BDS SER'0O7A $ 53,575 - - 53,575 - -
COL STUD LOAN BDS SER'08A 57,410 - - 57,410 - -
COL STUD LOAN BDS SER'09 57,700 - 2,700 55,000 - -
COL STUD LOAN BDS SER'10 95,585 - 4,080 - 91,505 4,240
COL STUD LOAN BDS SER'11A 105,370 - 3,745 - 101,625 3,935
COL STUD LOAN RFD BDS SER'11C 6,570 - 1,590 - 4,980 1,625
COL STUD LOAN BDS SER'12 69,695 - 18,805 - 50,890 13,185
COL STUD LOAN RFD BDS SER'13A 23,915 - 20,015 - 3,900 895
COL STUD LOAN BDS SER'13B 113,740 - 5,000 - 108,740 8,000
COL STUD LOAN BDS SER'14 68,130 - 1,905 - 66,225 2,320
COL STUD LOAN BDS SER'15 150,000 - - - 150,000 7,200
COL STUD LOAN BDS SER'16 158,065 - - - 158,065 -
COL STUD LOAN BDS SER'17 155,720 - - - 155,720 -
COL STUD LOAN RFD BDS SER'18 - 94,915 4,550 90,365 11,590
COL STUD LOAN BDS SER'19 - 159,965 - 159,965 -
COL STUD LOAN RFD BDS SER'19 - 45,965 - 45,965 2,145
Total General Obligation Bonds 1,115,475 300,845 62,390 165,985 1,187,945 55,135
Deferred Adjustments:
Unamortized Premium 79,670 92,430 13,556
Unamortized Discount (343) (1,591) (74)
Unamortized Gain from Refunding 16 12 4
Unamortized Loss from Refunding (332 (266) (66)
Total Bonded Indebtedness $ 1,194,487 1,278,531 68,555
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(d) Debt Service Requirements

As of August 31, 2019, the debt service requirements of bonded indebtedness to maturity are as follows
(amounts in thousands):

Year ended August 31: Principal Interest Requirements
2020 $ 55,135 55,400 110,535
2021 61,690 52,467 114,157
2022 63,175 49,332 112,507
2023 69,365 46,055 115,420
2024 72,965 42,532 115,497
2025 — 2029 334,640 159,759 494,399
2030 — 2034 298,095 87,267 385,362
2035 — 2039 166,745 33,238 199,983
2040 — 2042 66,135 4,357 70,492
Total $ 1,187,945 530,407 1,718,352
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(e) Miscellaneous Bond Information

A summary of miscellaneous bond information relating to THECB’s governmental activities for
the year ended August 31, 2019 is as follows (amounts in thousands):

Bonds Scheduled Maturities First

Issued Range of First Last Cdl
Description of Issue To Date Interest Rates Year Year Date
General Obligation Bonds:
COL STUD LOAN BDS SER'07A $ 72,805 5.00% 5.25% 2011 2031 08/01/2017 (A,B)
COL STUD LOAN BDS SER'08A 74,115 5.00% 5,50% 2012 2032 08/01/2018 (A,B)
COL STUD LOAN BDS SER'09 71,730 4.00% 5.00% 2013 2033 08/01/2019 (A,B)
COL STUD LOAN BDS SER'10 113,580 3.00% 5.00% 2014 2034 08/01/2020 (A,B)
COL STUD LOAN BDS SER'11A 118,650 5.00% 5.00% 2015 2036 08/01/2021 (A,B)
COL STUD LOAN RFD BDS SER'11C 6,570 5.00% 5.00% 2019 2022 N/A
COL STUD LOAN BDS SER'12 85,615 3.00% 5.50% 2016 2035 08/01/2022 (A)
COL STUD LOAN RFD BDS SER'13A 98,550 2.00% 5.00% 2014 2023 N/A
COL STUD LOAN BDS SER'13B 113,740 4.00% 5.50% 2019 2030 08/01/2023 (A)
COL STUD LOAN BDS SER'14 68,130 4.00% 6.00% 2019 2030 08/01/2024 (A)
COL STUD LOAN BDS SER'15 150,000 4.00% 5.00% 2020 2034 08/01/2025 (A)
COL STUD LOAN BDS SER'16 158,065 5.00% 6.00% 2021 2040 08/01/2026 (A)
COL STUD LOAN BDS SER'17 155,720 3.00% 5.00% 2022 2041 02/01/2028 (A)
COL STUD LOAN RFD BDS SER'18 94,915 3.00% 5.00% 2019 2026 N/A
COL STUD LOAN BDS SER'19 159,965 3.25% 5.00% 2023 2042 02/01/2029 (A)
COL STUD LOAN RFD BDS SER'19 45,965 4.00% 5.00% 2020 2033 N/A
Total General Obligation Bonds $ 1,588,115

NOTE A: Bonds having stated maturities after this date are subject to optional redemption on this date, or on any payment date thereafter.

NOTE B: Additionaly, the term bonds maturing on the following dates, are subject to mandatory redemption prior to maturity beginning on August 1 of
each of the years listed below and continuing each subsequent year until scheduled maturity:

Firgt
Redemption

Scheduled Maturity Date Date

Description of Issue August 1,

ligation Bon

COL STUD LOAN BDS SER'07A 2023 2022
COL STUD LOAN BDS SER'07A 2025 2024
COL STUD LOAN BDS SER'07A 2028 2026
COL STUD LOAN BDS SER'07A 2031 2029
COL STUD LOAN BDS SER'08A 2026 2025
COL STUD LOAN BDS SER'08A 2028 2027
COL STUD LOAN BDS SER'08A 2032 2029
COL STUD LOAN BDS SER'09 2033 2031
COL STUD LOAN BDS SER'10 2034 2031
COL STUD LOAN BDS SER11A 2031 2027
COL STUD LOAN BDS SER11A 2036 2032
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(f) Early Extinguishment

During fiscal year 2019, THECB sold general obligation refunding bonds totaling $94.9 million. They
were issued as College Student Loan Refunding Bonds Series 2018, and the bonds closed on November
29, 2018. The proceeds from the 2018 Refunding Bonds were used to refund all outstanding maturities of
the State of Texas College Student Loan Bonds, Series 2007A in the aggregate principal amount of $53.6
million, and State of Texas College Student Loan Bonds, Series 2008A in the aggregate principal amount
of $57.4 million. Net proceeds for the issue were $103.6 million. A payment of $468,140 was made for
issuance costs.

The debt service requirements on the Series 2018 refunding bonds are $115.9 million. THECB realized an
economic gain of $17.3 million on this transaction.

The change in net cash flows that resulted for the Series 2018 refunding bonds was an increase of
$2,046,400. An accounting gain of $1,390,023 which will be presented as a deferred inflow and recognized
as interest expense in accordance with GASB Statement N0.65, was recognized on this refunding.

During fiscal year 2019, THECB also sold general obligation refunding bonds totaling $46.0 million. They
were issued as College Student Loan Refunding Bonds Series 2019, and the bonds closed on June 26,
2019. The proceeds from the 2019 Refunding Bonds were used to refund all outstanding maturities of the
State of Texas College Student Loan Bonds, Series 2009 in the aggregate principal amount of $55.0
million. Net proceeds for the issue were $54.7 million. A payment of $333,142 was made for issuance
costs.

The debt service requirements on the Series 2019 refunding bonds are $64.0 million. THECB realized an
economic gain of $11.2 million on this transaction.

The change in net cash flows that resulted for the Series 2019 refunding bonds was an increase of
$1,252,844. An accounting gain of $1,917,823 which will be presented as a deferred inflow and recognized
as interest expense in accordance with GASB Statement No.65, was recognized on this refunding.
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Operating Lease Obligations

Included in expenditures are assets leased on a long-term basis that have been classified as operating leases.
Amounts of rent paid or due under operating leases of $1.5 million were expended during the year ending
August 31, 2019 in the General Fund.

The terms of the facility lease contract allow for the total monthly rent to be annually adjusted for changes
in the Consumer Price Index (CPI). The future minimum lease rental payments presented below follow the
straight line method in accordance with GASB. The current facility lease ends on June 30, 2020.
Information related to extending the existing lease is discussed as a subsequent event disclosure on Note
12.

Estimated future minimum lease rental payments under non-cancelable operating leases having an initial
term in excess of one year are as follows:

Year Ended August 31: Amount
2020 1,276,141
Total minimum future lease rental payments $ 1,276,141

Optional Retirement Plan

THECB administers and contributes to an Optional Retirement Plan (ORP), which is a defined
contribution retirement plan. The governing board of each participating institutions of higher education
administers its own ORP, with THECB acting as the plan sponsor. The ORP plan participants contribute
6.65% of their salary to ORP, and THECB contributes 8.50% for non-grandfathered participants and
grandfathered (participants whose first date of participation in ORP is prior to September 1, 1995 are
grandfathered). The Optional Retirement Program provides for the purchase of 403(b)(1) annuity
contracts and 403(b)(7) mutual funds.

The total employee ORP contributions for year ending August 31, 2019 was $111,593 and THECB’s
matching contribution was $142,638.
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(10) Contingent Liabilities

(@)

(b)

(©)

Litigation

A number of claims against THECB are pending with respect to various matters arising in the normal
course of THECB’s operations. Legal counsel and THECB’s management are of the opinion that
settlement of these claims and pending litigation will not have a material effect on THECB’s financial
statements.

Federal and State Financial Assistance Programs

THECB has received several financial assistance grants for specific purposes that are subject to review
and audit by the grantor agencies. Such audits could lead to 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

Texas Education Code, Sec. 61.0211. SUNSET PROVISION. THECB is subject to Chapter 325,
Government Code (Texas Sunset Act). Unless continued in existence as provided by that chapter, the
board is abolished and this chapter expires September 1, 2025.

(d) Significant Encumbrances

As of August 31, 2019, THECB had significant encumbered expenditures in governmental funds for
signed contracts and purchase orders as presented in the table below™:

Nonmajor Texas Opportunity Plan
General Fund Governmental Funds Fund
Encumbrances $13,017,560 $607,810 $123,505

*Significant encumbrances are individual contracts greater than $100K.

(11) Risk Financing and Related Insurance

THECB is exposed to a variety of potential civil claims and assumes certain risks associated with tort and
liability claims resulting from the performance of its duties. It is agency policy to periodically assess the
proper combination of commercial insurance and assumption of risk to address potential liability claims.
In fiscal year 2019, THECB purchased commercial insurance for properties automobiles.

Workers’ compensation claims are paid in accordance with the provisions of the State Office of Risk
Management, through an assessment payment in a closed and non-voluntary pool of risks with other
agencies. THECB’s assessment for fiscal year 2019 was $17,466. For unemployment compensation
claims, the State, and THECB by extension, is generally self-insured, and funds such liabilities on a pay-
as-you-go basis. THECB’s unemployment compensation total payments for fiscal year 2019 were $9,246.
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THECB'’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 will be reevaluated periodically taking into account current
settlements, frequency of claims, past experience, and economic factors.

(12) Subsequent Events

(@)

(b)

The agency’s lease ends on 6/30/20 and the agency is being relocated around May of 2022 to a state-
owned building at the Capital Complex. THECB extended its lease at the January 2020 quarterly
meeting. The anticipated cost for the full five years is $8.5 million, which includes an early termination
clause with 365 days advanced notice.

In March 2020, the World Health Organization declared the outbreak of the coronavirus disease 2019
("COVID-19"), a novel strain of Coronavirus, a global pandemic. This outbreak is causing major
disruptions to businesses and markets worldwide as the virus spreads. The extent of the effect on
THECB’s operational and financial performance will depend on future developments, including the
duration, spread and intensity of the pandemic, and governmental, regulatory and private sector
responses, all of which are uncertain and difficult to predict. Measures taken to prevent or reduce the
spread of COVID-19 are anticipated to limit the growth of or reduce economic activity in the State,
which in turn could increase the default rate of the College Access Student Loan program and reduce
payment collections. Due to the recent and unprecedented nature of the spread of COVID-19, the
duration and full extent of the impact of COVID-19 on the student loan program revenues, expenses,
and cash flow are uncertain and cannot be quantified at this time. THECB had implemented a series of
measures to bring relief to certain borrowers without fundamentally disrupting its ability to pay debt
service on its College Student Loan Bonds, including the Bonds. THECB is allowing a 60-day
forbearance for any borrower who shows financial hardship due to COVID-19. THECB has additionally
implemented a temporary suspension of collection activities for borrowers who are delinquent due to
financial hardship from COVID-19, including suspension of filing new lawsuits, collection phone calls,
new citations, credit reporting for delinquent loans and late fees. THECB is not authorized by the State
Constitution or State statutes to forgive the repayment of such student loans. THECB has evaluated its
subsequent events through May 29, 2020, the date on which the financial statements were available to
be issued.
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Deferred Inflows and Outflows of Resources

As of August 31, 2019, THECB reported deferred outflows of resources and deferred inflows of resources
in the Statement of Net Position as presented in the table below:

Deferred Outflows and Deferred Inflows of Resources
Statement of Net Position
As of August 31, 2019

Deferred Outflows of Deferred Inflows of

Description Resources Resources
Pension (Note 14) S 5,933,591 S 3,727,533
OPEB (Note 16) 1,406,561 20,426,806
Bond/Debt Refunding (Note 7) - 3,141,905
Total 7,340,152 27,296,244

THECB reporting $3.7 million in deferred inflows of resources and $5.9 million in deferred outflows of
resources related to the recognition of THECB’s share of the state’s Net Pension Liability. In addition,
THECB reported $20.4 million in deferred inflows of resources and $1.4 million in deferred outflows of
resources related to the recognition of THECB’s share of the state’s Other Post-Employment Benefits
(OPEB) Liability. As of August 31, 2019, THECB reported $3.1 million in deferred inflows of resources
related to the Bond/Debt Refunding.

Refer to Note 14 for additional information on pensions, Note 16 on OPEB and Note 7 on Bond/Debt
Refunding.

Pensions — Employees Retirement Plan

Employees of THECB are under the coverage of the Employees Retirement System of Texas Plan (ERS
Plan).

Employees Retirement System’s (ERS) Plan

The Board of Trustees of ERS is the administrator of four pension plans that provide a standard monthly
benefit in a life annuity at retirement and death and disability benefits for members. In addition to the state
of Texas, the employers of the ERS Plan include various component units of the state. ERS and the Texas
Treasury Safekeeping Trust Company, which are blended component units, and the State Bar of Texas,
which is a discrete component unit, are also employers of the ERS Plan. The ERS Plan is considered a single
employer defined benefit plan under GASB Statement No. 68 Accounting and Financial Reporting for
Pensions. For THECB, a department of the State, the plan acts as a cost-sharing multiple-employer defined-
benefit pension plan.
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The amounts shown throughout represent THECB’s 0.216 percent proportionate share of the collective
amounts for the state of Texas in fiscal year 2019, as compared to 0.207 in the prior measurement period.
The contribution percentage is based on ERS figures of actual contributions from each of the state agencies
as a percentage of the total state contributions.

The ERS Plan covers members in employee and elected classes. Employee class includes employees and
appointed officers of the agencies of the state of Texas except those who are included in the coverage of
TRS, JRS1, and JRS2 Plans. Elected class includes elected state officials not included in the coverage of
JRS1 and JRS2 Plans, and members of the Legislature and district and criminal district attorneys.

The benefit and contribution provisions of the ERS Plan are authorized by state law and may be amended by
the Legislature. The monthly benefit may vary by membership class.

The monthly standard annuity of the employee class is determined by a statutory percentage of 2.3 percent
of a member’s average monthly compensation multiplied by number of years of service credit. The average
monthly compensation of the employee class may vary depending on the hire date. For members hired on or
before Aug. 31, 2009, the average monthly compensation is the average of the highest 36 months of
compensation. For members hired on or after Sept. 1, 2009 and before Sept. 1, 2013, the average monthly
compensation is the average of the highest 48 months of compensation. For members hired on or after Sept.
1, 2013, the average monthly compensation is the average of highest 60 months of compensation.

The ERS plan provides disability annuities and death and survivor benefits for employees of the State of
Texas. For occupational disability, members must have at least one month of service and make retirement
contributions in the month they become permanently disabled; the benefits are the same as those under the
standard service retirement, except the standard annuity is equal to not less than 35% of the monthly
compensation regardless of the years of service credit or age. For non-occupational disability, members must
have at least 10 years of Employee Class service credit and be a contributing member at the time of
permanent disability; the retirement benefits are actuarially reduced from normal retirement eligibility based
on age and length of service. State employees with at least 10 years of ERS service credit are eligible for
death benefits based on salary and service with death benefits paid to beneficiaries according to a life annuity,
lump sum payment, or 10-year guaranteed annuity option.

=49 -





TEXAS HIGHER EDUCATION COORDINATING BOARD
(An Agency for the State of Texas)

Notes to Financial Statements
For the Year Ended August 31, 2019

The ERS plan’s membership as of the measurement date of August 31, 2018 is presented in the table below:

Employees Retirement System's Membership

ERS

Retirees and Beneficiaries Currently

Receiving Benefits 111,361
Terminated Employees Entitled to

Benefits But Not Yet Receiving Them 119,736
Current Employees

Vested and Non-Vested 141,535
Total Members 372,632

The contribution rates for the state and the members for the ERS plan for the measurement period of
fiscal year 2018 are presented in the table below:

Required Contribution Rates

Employer Members
Elected Elected Elected Elected
Fiscal Employee Class — Class — Employee Class — Class —
Year Plan  Class Legislators Other Class Legislators Other
2018 ERS 10.00% 10.00% 10.00% 9.50% 9.50% 9.50%

The amount of THECB’s contributions recognized by the ERS plan during the fiscal year 2018
measurement period was $1,507,038. This amount represents THECB’s 0.216 percent proportionate share
of the collective amounts for the state of Texas. The contribution percentage is based on ERS figures of
actual contributions from each of the state agencies as a percentage of the total state contributions.

The total pension liability, net pension liability, and certain sensitivity information shown in this report are
based on an actuarial valuation performed as of August 31, 2018. The table below presents the actuarial
methods and assumptions used to measure the total pension liability as of the August 31, 2018:
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Actuarial Methods and Assumptions

Actuarial Valuation Date
Actuarial Cost Method

Actuarial Assumptions:
Discount Rate
Investment Rate of Return
Inflation
Salary Increase
Mortality

Cost-of-living Adjustments

Last Experience Study

.51 -

ERS Plan

August 31, 2018

Entry Age Normal

5.69%
7.50%
2.50%
0% to 9.5%

Service Retirees, Beneficiaries, and
Inactive Members:

2017 State Retirees of Texas (SRT)
Mortality Tables. Generational
mortality improvements in accordance
with the ultimate rates from the scale
most recently published by Retirement
Plans Experience Committee of the
Society of Actuaries (“Scale U-MP™)
and projected from the year 2017.
Rates for male LECO members are
set forward one year.

Disability Retirees:
RP-2014 Disabled Retiree Mortality.

Generational mortality improvements
in accordance with Scale U-MP are
projected from the year 2014.

Active Members:

RP-2014 Active Member Mortality
table. Generational mortality
improvements in accordance with
Scale U-MP are projected from the
year 2014.accordance with Scale U-
MP are projected from the year 2014.

None
5-year period from September 1, 2011
to August 31, 2016
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A single blended discount rate of 5.69% was applied to measure the total pension liability. The 5.69%
discount rate incorporated a 7.5% long-term expected rate of return on pension plan investments and 3.69%
20-year municipal bond rate based on the rate for Fixed Income Market Data/Yield Curve/Data Municipal
bonds with 20 years to maturity that include only federally tax-exempt municipal bonds as reported in
Fidelity Index’s “20-Year Municipal GO AA Index”. The long-term expected investment rate of return
was applied to projected benefit payments through fiscal 2049 and the municipal bond rate was applied to
all benefit payments thereafter.

The projections of cash flows used to determine this single discount rate assumed that plan member and
employer contributions will be made at the current statutory levels and remain a level percentage of payroll.
The projected cash flows from the employers are based on contributions for the most recent five year
period as of the measurement date, adjusted on consideration of subsequent events. The Legislature passed
House Bill No. 9 in the 84th legislative session during fiscal 2015 to increase the state contributions for
fiscal 2016 and 2017 and maintained the changes made by the 83rd legislative session in Senate Bill 1459,
which established proportional decreases to the employee contribution if the state contribution was
decreased. The passage of this bill is an indicator that the Legislature is committed to increase the funding
levels for the pension funds. Projected employer contributions are based on fiscal year 2018 funding levels.

The long-term expected rate of return on plan investments was developed using a building-block method
with assumptions including asset class of investment portfolio, target allocation, real rate of return on
investments, and inflation factor. Under this method, best estimate ranges of expected future real rates of
return (net of investment expense and inflation) are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighing the expected future real rates of
return by the target asset allocation percentage and by adding expected inflation.

The target allocation and best estimates of arithmetic real rates of return for each major asset class for the
plan’s investment portfolio are presented below:

Asset Class Target Long-Term
Allocation Expected
Arithmetic
Real Rate of
Return
Global Equity 50.00% 3.91%
Global Credit 11.00% 0.57%
Opportunistic Credit 3.00% 0.20%
Intermediate Treasuries 11.00% 0.29%
Real Estate 12.00% 0.90%
Infrastructure 7.00% 0.49%
Hedge Funds 5.00% 0.31%
Cash 1.00% 0.02%

Total 100.00%
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Sensitivity analysis was performed on the impact of changes in the discount rate on the proportionate
share of THECB’s net pension liability. The result of the analysis is presented in the table below:

Sensitivity of THECB's Proportionate Share of the Net Pension Liability to Changes
in the Discount Rate

1% Decrease Current Discount Rate 1% Increase
(4.69%) (5.69%) (6.69%)
S 57,519,321 S 43,644,621 S 32,160,832

The pension plan’s fiduciary net position is determined using economic resources measurement focus and
the accrual basis of accounting, which is the same basis used by ERS. Benefits and refunds of contributions
are recognized when due and payable in accordance with the terms of the plan. Investments of the pension
trust fund are reported at fair value in accordance with GASB Statement No. 72. ERS issues a stand-alone
audited Comprehensive Annual Financial Report (CAFR). Information on vesting and tier requirements

may be obtained from ERS’ CAFR:
Employees Retirement System of Texas

200 E. 18th Street
Austin, Texas 78701
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THECB’s proportionate share of ERS Plan’s total pension liability is based on an actuarial valuation
performed as of August 31, 2018. For fiscal year 2019 reporting, the measurement date of THECB’s net
pension liability is August 31, 2018. The schedule of changes in THECB’s net pension liability for the
fiscal year ending August 31, 2019 is presented below:

Total Pension Plan Fiduciary Net Pension
Liability Net Position Liability

Balances as of measurement date of 8/31/17 S 102,046,462 S 56,841,797 S 45,204,665

Changes for the year: - - -
Service cost 3,124,703 - 3,124,703
Interest 5,533,072 - 5,533,072

Benefit changes - - -
Difference between expected and actual experience 198,609 - 198,609
Changes of assumptions (4,286,246) - (4,286,246)
Contributions - employer - 1,507,038 (1,507,038)
Contributions - member - 1,478,383 (1,478,383)
Net investment income - 5,253,306 (5,253,306)

Benefit payments, including refunds of employee contributions (5,201,568) (5,201,568) -
Administrative expense - (50,905) 50,905
Change in Proportional Percentage 2,057,640 - 2,057,640
Net changes 1,426,210 2,986,254 (1,560,044)
Balances as of measurement date of 8/31/18 S 103,472,672 $ 59,828,051 $ 43,644,621

The change of discount rate is the assumption change during the current measurement period. There have
been no changes to the benefit terms of the plan since the prior measurement date.

For the fiscal year ending August 31, 2019, THECB recognized pension expense of $7,245,339.

At August 31, 2019, THECB reported deferred outflows of resources and deferred inflows of resources
from the following sources:

Deferred Outflows Deferred Inflows of
of Resources Resources

Difference between expected and actual experience S 256,947 S -
Changes of assumptions 2,643,196 3,047,447
Net difference between projected and actual investment return - 680,086

Change in proportion & contribution difference 1,491,645 -

Contributions subsequent to the measurement date 1,541,803 -
Total S 5,933,591 S 3,727,533
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The $1,541,803 reported as deferred outflows of resources resulting from contributions subsequent to the
measurement date will be recognized as a reduction in the net pension liability for the year ending August
31, 2020.

Amounts reported as deferred outflows and inflows of resources related to pensions will be recognized in
pension expense in the following years:

Year ended August 31:
2020 S 2,420,674
2021 (622,681)
2022 (921,150)
2023 (212,588)
Total S 664,255

Related Organizations

Texas Higher Education Foundation (THEF) is a Texas non-profit organization that is organized to support
THECB program initiatives. THEF is a legally separate, fiscally independent entity for which THECB
appoints a voting majority of the board, but THECB is not financially accountable to the foundation nor
can it impose its will on THEF. There is no financial benefit or burden relationship between THECB and
the foundation, therefore, THEF has been classified as a related organization.
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(16) Post-Employment Health Care and Life Insurance Benefits

THECB retirees are provided with postemployment healthcare, life and dental insurance benefits through
the State Retiree Health Plan (SRHP) which is administered by the Employees Retirement System of Texas
(ERS). The SRHP is a cost-sharing, multiple-employer defined benefit healthcare plan with a special
funding situation. The benefit and contribution provisions of the SRHP are authorized by state law and
may be amended by the Legislature. Retirees must meet certain age and service requirements and have at
least 10 years of service at retirement to participate in the plan. Surviving spouses and dependents of
retirees are also covered by the plan. The plan does not provide automatic cost of living adjustments
(COLAs). THECB reports its allocated proportional share of the SRHP in THECB’s annual financial
report.

During the measurement period of 2018 for fiscal 2019 reporting, the amount of THECB’s contributions
recognized by the plan was $3,439,908. The employer does not contribute toward dental or optional life
insurance. Surviving spouses and their dependents do not receive any employer contribution. The
contribution requirements for the state and the members in the measurement period are presented in the
table below:

Employer Contribution Rates
Retiree Health and Basic Life Premium

Retiree Only $621.90
Retiree & Spouse 1,334.54
Retiree & Children 1,099.06
Retiree & Family 1,811.70
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The total Other Post Employment Benefit (OPEB) liability is determined by an annual actuarial valuation.
The table below presents the actuarial methods and assumptions used to measure the total OPEB liability
as of the August 31, 2018 measurement date.

Actuarial Methods and Assumptions

Actuarial Valuation Date August 31, 2018
Actuarial Cost Method Entry Age
Actuarial Assumptions:
Investment Rate of Return 2.40%
Discount Rate 3.96%*
Inflation 2.50%
Salary Increase 2.50% to 9.50%, including inflation
Healthcare Cost and Trend Rate 7.30% for FY 2020, 7.40% for FY 2021, 7.00%

for FY 2022, decreasing 0.50% per year to 4.50%
for FY 2027 and later years

Mortality - State Agency Members

Service Retirees, Survivors and Other 2017 State Retirees of Texas Mortality table with

Inactive Members: a 1 year set forward for male CPO/CO members
and Ultimate MP Projection Scale projected from
the year 2017

Disabled Retirees: RP-2014 Disabled Retiree Mortality with
Ultimate MP Proiection Scale proiected from the

Active Members: RP-2014 Active Member Mortality with Ultimate

MP Proiection Scale proiected from the vear
Ad Hoc Post-Employment Benefit Changes None

* The source of the municipal bond rate is the Bond Buyer Index of general obligations bonds with 20
years to maturity and mixed credit quality. The bonds’ average credit quality is roughly equivalent to
Moody’s Investors Service’s Aa2 rating and Standard & Poor’s Corp.’s AA.

The actuarial assumptions used in the valuation were primarily based on the result of actuarial experience
studies performed by the ERS retirement plan actuaries for the period September 1, 2011 to August 31,
2016.
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The following assumptions and other inputs have been adopted since the prior valuation to reflect plan
experience and trends as expected by ERS and the actuaries attesting to the results of the valuation:

a.

demographic assumptions (including rates of retirement, disability, termination, mortality, and
assumed salary increases) for higher education members have been updated to reflect assumptions
recently adopted by the Trustees from TRS;

assumed expenses, assumed Per Capita Health Benefit Costs and assumed Health Benefit Cost,
Retiree Contribution and expense trends have been updated to reflect recent experience and its
effects on our short-term expectations;

percentage of current retirees and their spouses not yet eligible to participate in the HealthSelect
Medicare Advantage plan and future retirees and their spouses who will elect to participate in the
plan at the earliest date at which coverage can commence;

percentage of future retirees assumed to be married and electing coverage for their spouse have
been updated to reflect recent plan experience and expected trends; and,

discount rate assumption was increased from 3.51% to 3.96% to utilize the yield or index rate for
20-year, tax-exempt general obligation municipal bonds rated AA/Aa (or equivalent) or higher in
effect on the measurement date.

The only benefit revisions that have been adopted since the prior valuation for retirees and dependents for
whom Medicare is not primary is an increase in the out-of-pocket maximum for both HealthSelect and
Consumer Directed HealthSelect plans.

The discount rate that was used to measure the total OPEB liability is the municipal bond rate of 3.96%.
Projected cash flows into the plan are equal to projected benefit payments out of the plan. As the plan
operates on a pay as you go basis and is not intended to accumulate assets, the investment policy requires
funds in the plan be invested in short-term income securities.

Sensitivity analysis was performed on the impact of changes in the discount rate on the proportionate share
of THECB’s net OPEB liability. The result of the analysis is presented in the table below:

Sensitivity of THECB's Proportionate Share of Net OPEB Liability to
Changes in Discount Rate

1% Decrease Current Discount Rate 1% Increase
(2.96%) (3.96%) (4.96%)
$ 41,666,573 $ 35,095,543 $ 30,122,009
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Sensitivity analysis was performed on the impact of changes in the healthcare cost trend rates on the
proportionate share of THECB’s net OPEB liability. The result of the analysis is presented in the table
below:

Sensitivity of THECB's Proportionate Share of Net OPEB Liability to
Changes in Healthcare Cost Trend Rates

Current Healthcare

1% Decrease Cost Trend Rates 1% Increase
(6.30% decreasing to (7.30% decreasing to (8.30% decreasing to
3.50%0) 4.50%) 5.50%0)
$ 29,721,385 $ 35,095,543 $ 42,028,214

Detailed information on the plan’s investment valuation, investment policy, assets, and fiduciary net
position may be obtained from ERS’ fiscal 2018 CAFR:

Employees Retirement System of Texas
P.O. Box 13207
Austin, TX 78711-3207

At August 31, 2019, THECB reported a liability of $35,095,543 for its proportionate share of the collective
net OPEB liability. The collective net OPEB liability was measured as of August 31, 2018, and the total
OPERB liability used to calculate the net OPEB liability was determined by an actuarial valuation as of that
date. The amounts shown throughout represent 0.11841503% proportionate share of the collective amounts
for the State of Texas in fiscal year 2018, as compared to 0.14073915% in the prior measurement period.
THECB?’s proportion of the collective net OPEB liability was based on its contributions to the OPEB plan
relative to the contributions of all the employers and non-employer contributing entity to the plan.

For the year ending August 31, 2019, THECB recognized a reduction of OPEB expense of $1,697,826. At
August 31, 2019, THECB reported deferred outflows of resources and deferred inflows of resources related
to OPEB from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Difference between expected and actual experience $ - $ 1,285,788
Changes of assumptions - 12,298,437
Net difference between projected and actual investment return 16,619 -
Effect of change in proportion and contribution difference - 6,842,581
Contributions subsequent to the measurement date 1,389,942 -
Total $ 1,406,561 $ 20,426,806
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The $1,389,942 reported as deferred outflows of resources resulting from contributions subsequent to the
measurement date will be recognized as a reduction in the net OPEB liability for the year ending August
31, 2020.

Amounts reported as deferred outflows and inflows of resources related to OPEB will be recognized in
OPEB expense in the following years:

Year ended August 31
2020 $ (4,942,388)
2021 (4,942,388)
2022 (4,942,388)
2023 (3,820,198)
2024 (1,762,825)
Total $ (20,410,187)
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(Unaudited)
Budgetary Amounts Final to Actual
State Final Board Variance
Approwed Approwed Actual Positive
Budget Budget Amount (Negatiwe)
Revenues
Legislative appropriations 1,583,520,825 1,610,877,374 1,579,009,092 (31,868,282)
Federal revenues 388,686 219,326 1,884,683 1,665,357
Federal pass-through revenues 27,543,518 35,071,081 30,453,230 (4,617,851)
Intergovernmental revenues 17,336,935 47,970,806 13,315,796 (34,655,010)
Licenses, fees and permits 250,400 260,386 1,484,622 1,224,236
Interest and investment income - - 2,056,078 2,056,078
Other revenues 5,000 3,321,431 1,437,594 (1,883,837)
Total revenues 1,629,045,364 1,697,720,404 1,629,641,095 (68,079,309)
Expenditures
General administration 28,751,876 37,487,805 35,332,273 2,155,532
Financial assistance - loans - - 20,406,629 (20,406,629)
Financial assistance - institutions 1,589,884,240 1,644,809,212 1,626,193,439 18,615,773
Financial assistance - students 21,669,340 28,730,177 18,360,304 10,369,873
Total expenditures 1,640,305,456 1,711,027,194 1,700,292,645 10,734,549
Excess (deficit) of revenues over
Expenditures (11,260,092) (13,306,790) (70,651,550) (57,344,760)
Other financing sources (uses)
Transfer in 11,260,092 13,306,790 13,231,486 (75,304)
Total other financing sources (uses) 11,260,092 13,306,790 13,231,486 (75,304)
Net change in fund balance - - (57,420,064) (57,420,064)
Fund balances at beginning of the year 449,507,850 449,507,850 449,507,850 -
Fund balance at the end of the year 449,507,850 449,507,850 392,087,786 (57,420,064)

See accompanying independent auditor's report
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1. General Budget Policies

The budget is prepared biennially following generally accepted accounting principles (GAAP) and represents
appropriations authorized by the Legislature and approved by the Governor. The budget authority to spend
state funds, as detailed in the General Appropriations Act, is then used as a basis for THECB’s annual
operating budget. The proposed annual operating budget is submitted to the Commissioner of Higher
Education who recommends an annual operating budget to the nine member Board at one of its regular
quarterly meetings. The Board approves the annual operating budget, including sources of funds and detailed
expenditures of all funds administered by the agency. Obligations may be incurred and disbursements made
only as authorized by the approved budget. Subsequent changes in the budget are approved by executive
level staff.

The State monitors its statewide budget by establishing the legal level of control at the agency to ensure that
expenditures are not made in excess of budgetary authority. Within THECB, procedures are used to ensure
that expenditures do not exceed their total budget at the division level, but the State Comptroller ultimately
ensures that each total authorized agency budget is not exceeded. Unencumbered appropriations are
generally subject to lapse sixty days after the end of the fiscal year for which they were appropriated.

THECB prepares its annual operating budget based on the modified accrual basis. The accompanying
schedule of Budgeted and Actual Revenues and Expenditures compares the agency’s legally adopted budget
with actual data in accordance with THECB’s basis of budgeting. The State Approved Budget column in the
accompanying schedule refers to the original approved budget as detailed in the General Appropriations Act.
The Final Board Approved Budget column relates to the approved annual operating budget by the Board,
adjusted for budget revisions made by the agency during the fiscal year.

2. Budget Amendments

The State Approved Budget and the Final Board Approved Budget is presented in the accompanying financial
statements. The Final Board Approved Budget for the General Fund was amended during Fiscal Year 2019
for required changes that were received for the appropriation year 2019.

3. Legally Adopted Budgets

Certain revenues and expenditures, including Debt Service, the Texas Opportunity Plan Fund, and the
Student Loan Auxiliary Fund, are not budgeted by the Legislature. The activity for these programs has been
excluded from the Schedule of Budgeted to Actual Revenues and Expenditures.

All funds that have excess of expenditures over appropriations variance is a result of direct funding from
either appropriated transfers-in and/or beginning cash balances. Other variances from comparing actuals to
the budgetary basis of accounting can be attributed to: a net increase in accruals which include prior year
amounts, student loan related activity in the General Fund which is not budgeted, and actual activity that can
contain up to three active appropriation years but budgetary basis is only tied to a single appropriation year.
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Schedule of Changes in Net Pension Liability and Related Ratios
Employees Retirement System of Texas Plan
For the last ten fiscial years

Measurement date ending August 31, 2018 2017 2016 2015 2014
Total Pension Liability
Service Cost $ 3,124,703 3,012,864 2,395,510 2,541,376 2,460,643
Interest on the Total Pension Liability 5,533,072 5,189,645 5,269,464 4,899,959 5,019,061
Benefit Changes - - - (181,303) -
Difference between Expected and Actual

Experience of the Total Pension Liability 198,609 239,068 278,985 (587,766) (546,281)
Assumption Changes (4,286,246) 4,589,132 11,075,175 (7,078,285) 2,589,383
Benefit Payments and Refunds (5,201,568) (4,732,104) (4,485,469) (4,230,025) (4,240,134)
Change in Proportional Percentage 2,057,640 (422,783) 328,216 (1,378,939)
Net Change in Total Pension Liability 1,426,210 7,875,822 14,861,881 (6,014,983) 5,282,672
Total Pension Liability - Beginning 102,046,462 94,170,640 79,308,759 85,323,742 80,041,070
Total Pension Liability - Ending $ 103,472,672 102,046,462 94,170,640 79,308,759 85,323,742
Plan Fiduciary Net Position
Contributions - Employer 1,507,038 1,447,399 1,434,567 1,032,886 1,041,394
Contributions - Member 1,478,383 1,417,179 1,409,322 953,962 929,869
Pension Plan Net Investment Income 5,253,306 5,856,406 2,660,009 117,534 7,023,588
Benefit Payments and Refunds (5,201,568) (4,732,104) (4,485,469) (4,230,025) (4,240,134)
Pension Plan Administrative Expense (50,905) (47,748) (42,715) (45,080) (43,612)
Net Change in Plan Fiduciary Net Positioi 2,986,254 3,941,132 975,714 (2,170,723) 4,711,105
Plan Fiduciary Net Position - Beginning 56,841,797 52,900,665 51,924,951 54,095,674 49,384,569
Plan Fiduciary Net Position - Ending $ 59,828,051 56,841,797 52,900,665 51,924,951 54,095,674
Net Pension Liability - Beginning 45,204,665 41,269,975 27,383,808 31,228,068 30,656,501
Net Pension Liability - Ending $ 43,644,621 45,204,665 41,269,975 27,383,808 31,228,068
Plan Fiduciary Net Position as a Percentage

of Total Pension Liability 57.82% 55.70% 56.18% 65.47% 63.40%
Covered Payroll $ 14,724,591 14,182,319 14,083,535 12,694,868 12,860,805
Net Pension Liability as a Percentage of

Covered Payroll 296.41% 318.74% 293.04% 215.71% 242.82%

See accompanying independent auditors’ report
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Notes to schedule:
1. No changes in assumptions.
2. This schedule is intended to present 10 years of information. Currently only four years of information is
available. Information for future years will be added when it becomes available.

Schedule of Employer Contributions
For the last ten fiscal years *

Fiscal year ending August 31, 2019 2018 2017 2016 2015

Actuarially determined contributions $ 2,045,440 1,930,852 1,490,475 1,403,215 1,591,790
Contributions in relation to the actuarially determined contributions 1,507,037 1,447,399 1,434,567 1,032,886 1,041,394
Contribution deficiency (excess) 538,403 483,453 55,908 370,329 550,396
Covered payroll $ 14,724,591 14,182,319 14,083,535 12,694,868 12,860,805
Contributions as a percentage of covered payroll 10.23% 10.21% 10.19% 8.14% 8.10%

* This schedule is intended to present 10 years of data. Currently only five years of information is available. Information for future years will be
added when it becomes available.
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Notes to Schedule of Contributions

Actuarially determined contribution rates are calculated as of August 31, 2018.
Members and employers contribute based on statutorily fixed rates.

A new set of assumptions were adopted for the August 31, 2017, actuarial
valuation and was first reflected for the ADEC determined for the fiscal
year ending 2018.

Methods and Assumptions Used to Determine Contribution Rates

Actuarial Cost Method
Amortization Method
Remaining Amortization Period

Asset Valuation Method

Inflation

Salary Increases
Investment Rate of Return
Retirement Age

Mortality

Entry Age Normal
Level Percentage of Payroll, Open
3lyears

Marked to market as of August 31, 2017. Future gains and losses each
recognized over closed five-year period, with allowance of direct offsetting of
deferrals by subsequent gains or losses.

2.5%

0.0% to 9.5%

7.5%

Bxperience-based table of rates that are specific to the class of employee.
Updated for the 2017 valuation pursuant to an experience study of

the 5-year period from September 1, 2011 through August 31, 2016.

2017 State Retirees of Texas (SRT) mortality table. Generational mortality
improvements in accordance with the ultimate rates fromthe scale most
recently published by Retirement Plans Experience Committee of the Society
of Actuaries ("Scale U-MP") and projected fromthe year 2017. Rates for male
LECO members are set forward one year.
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Schedule of THECB's Proportionate Share
of the Net OPEB Liability
For the last ten fiscal years

Measurement date ending August 31, 2018 2017

THECB's proportion of the net OPEB liability 0.12% 0.14%

THECB's proportionate share of the net OPEB
liability (asset) $ 35,095,543 47,954,069

Covered-employee payroll $ 14,265,656 16,530,250
THECB's proportionate share of the net OPEB
liability (asset) as a percentage of its covered-

employee payroll 246.01% 290.10%

Plan fiduciary net position as a percentage of the
total OPEB liability 1.27% 2.04%

See accompanying independent auditors' report

Notes to schedule:

This schedule is intended to present 10 years of information. Currently, only two years of information are
available. Information for future years will be added when it becomes available.
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Schedule of Employer Contributions
For the last ten fiscal years*

Fiscal year ending August 31, 2019 2018
Contractually required contributions $ 3,182,058 $ 3,282,943
Contributions in relation to the contractually required contribution 500,833 457,447
Contribution deficiency (excess) 2,681,225 2,825,496
Covered-employee payroll $ 14,588,765 $ 16,955,080
Contribution as a percentage of Covered-Employee Payroll 3.43% 2.70%

*This schedule is intended to present 10 years of data. Currently only two years of information are available.
Information for future years will be added when it becomes available.

See accompanying independent auditors' report

Notes to schedule:

The only benefit revisions that have been adopted since the prior valuation is an increase in the out-of-pocket
maximum for both HealthSelect and Consumer Directed HealthSelect plans.
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The following assumption changes since the previous OPEB valuation are described as follows:

a.

Additional demographic assumptions (rates of retirement, disability, termination, mortality,
and assumed salary increases) for higher education members have been updated to reflect
assumptions recently adopted by the Trustees from TRS.

Assumed expenses, assumed Per Capita Health Benefit Costs and assumed Health Benefit
Cost, Retiree Contribution and expense trends have been updated to reflect recent experience
and its effects on our short-term expectations.

The percentage of current retirees and their spouses not yet eligible to participate in the
HealthSelect Medicare Advantage plan and future retirees and their spouses who will elect to
participate in the plan at the earliest date at which coverage can commence.

The percentage of future retirees assumed to be married and electing coverage for their spouse
has been updated to reflect recent plan experience and expected trends.

The discount rate assumption was increased from 3.51% to 3.96% to utilize the yield or index
rate for 20-year, tax-exempt general obligation municipal bonds rated AA/Aa (or equivalent)
or higher in effect on the measurement date.
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Independent Auditors’ Report on Internal Control Over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements Performed
in Accordance With Government Auditing Standards

Committee on Agency Operations of the Board of Trustees
Texas Higher Education Coordinating Board

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, the financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the Texas Higher Education Coordinating Board
(THECB), as of and for the year ended August 31, 2019, and the related notes to the financial statements,
which collectively comprise THECB’s basic financial statements, and have issued our report thereon dated
May 29, 2020.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered THECB's internal control over
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances
for the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of THECB's internal control. Accordingly, we do not express an opinion on the
effectiveness of THECB's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses may exist that have not
been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether THECB's financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards.

-69 -





KPMG

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of THECB’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering THECB's internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

KPMe LIP

Austin, Texas
May 29, 2020
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