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TEXAS TECH UNIVERSITY SYSTEM

DAVID R. SMITH, M.D.
Chancellor

Box 42013

Lubbock, Texas 79409-2013
(806) 742-0012

FAX (806) 742-8050

November 17, 2003

Honorable Rick Perry
Governor of Texas

Honorable Carole Keeton Strayhorn
Comptroller of Public Accounts

Mr. John Keel
Director, Legislative Budget Board

Mr. Lawrence F. Alwin, CPA
State Auditor

To Agency Heads Addressed:

The Financial Report of Texas Tech University System, with which this letter is bound, is transmitted for
inclusion in the State of Texas Annual Financial Report for the fiscal year ended August 31, 2003. The
State Auditor has not audited the accompanying annual financial report and, therefore, has not expressed
an opinion on the financial statements and related information contained in this report. This report is
intended to present a complete picture of the fiscal affairs of the System for the year ended August 31,
2003.

As indicated by the following letter of transmittal, this report has been prepared by the fiscal office of the
System to provide a summary of the System's financial records.

Sincerely,

David R. Smith, M.D.

DRS:nh

An EEO | Affirmative Action Institution






UNAUDITED

TEXAS TECH UNIVERSITY SYSTEM

Notes to the Financial Statements

Note 1: Summary of Significant Accounting Policies
Reporting Entity

Texas Tech University System is an agency of the State of Texas and its financial records comply with state
statutes and regulations. This includes compliance with the Texas Comptroller of Public Accounts’ Annual
Financial Reporting Requirements for State Agencies.

Components of the Texas Tech University System include Texas Tech University, Texas Tech University
Health Sciences Center and Texas Tech University System Administration. The Texas Tech University
System includes within this report all components as determined by an analysis of their relationship to the
Texas Tech University System as desribed below for blended component units.

Blended Component Units

The Texas Tech University Foundation and the Texas Tech University Research Foundation are not-for-
profit 501(c)(3) organizations, exempt from income taxes. The Texas Tech University Foundation was
founded to financially support the Texas Tech University System. The Texas Tech University Research
Foundation was founded to support the research activities of the University. Based on the application of the
GASB Standard No. 14 criteria, The Texas Tech Foundation and the Texas Tech Research Foundation
have been blended into these financial statements because of the significance of their financial relationship
with the System.

Texas Tech Physician Associates is a certified non-profit health corporation authorized under the Medical
Practice Act Section 5.01(a), article 4495b of the State of Texas (the State). TTPA was created by
TTUHSC for the purpose of entering into prepaid capitation agreements for physician and other medical
services. TTPA is exempt from tax under Internal Revenue Service code section 501(c)(3). The board
consists of eight directors appointed by TTUHSC.

Due to the significant changes related to Governmental Accounting Standards Board Statement No. 34,
Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments, the Comptroller of Public Accounts does not require the accompanying annual financial
statements to be in compliance with generally accepted accounting principles (GAAP). The financial report
will be considered for audit by the State Auditor as part of the audit of the State of Texas Comprehensive
Annual Financial Report; therefore, an opinion has not been expressed on the financial statements and
related information contained in this report.

Basis of Accounting

The accounting records of the Texas Tech University System are maintained using a modified accrual basis
of accounting. Accounting data for most external reports, including this Annual Financial Report, are
converted to full accrual basis of accounting in compliance with GASB Statements 34 and 35. For financial
reporting purposes, the Texas Tech University System is considered a special-purpose government
engaged only in business-type activities. Accordingly, the System’s financial statements are presented
using the economic resources measurement focus and the accrual basis of accounting. Under the accrual
basis, revenues are recognized when earned, and expenses are recorded when an obligation has been
incurred.

Cash and Cash Equivalents

For the purpose of financial statement reporting, cash equivalents are short-term highly liquid investments
with an original maturity of three months or less. Included in this category are demand deposits in banks,
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UNAUDITED
Texas Tech University System— Notes to the Financial Statements (continued)
local funds held by the state, state reimbursements in transit, repurchase agreements and Texpool
investments.

The System records and reports its deposits in the general deposit account at cost. It records and reports
its special deposit accounts at fair value. Investment pool cash equivalents are recorded at fair value.

Cash and Cash Equivalents as reported on the Statement of Net Assets

Current Current Non-Current
Unrestricted Restricted Restricted Total
Cash on Hand $ 81,361 $ 4,745 $ 86,106
Cash in Bank 3,152,233 (2,609,764) (11,855,054) (11,312,585)
Reimbursement Due from State Treasury 445,992 294,507 740,499
Cash in State Treasury 7,714,453 7,714,453
Repurchase Agreements 32,448,245 12,121,367 5,061,273 49,630,885
Texpool Investments 53,210,953 20,174,201 41,124,794 114,509,948
Total Cash and Cash Equivalents $ 97,053,237  $ 29,985,056 $ 34,331,013 $ 161,369,306

Investments

Texas Tech University System accounts for its investments at fair market value, as determined by quoted
market prices, in accordance with GASB Statement No. 31 — Accounting and Financial Reporting for
Certain Investments and for External Investment Pools. Changes in unrealized gain (loss) on the carrying
value of the investments are reported as a component of investment income in the Statement of Revenues,
Expenses, and Changes in Net Assets.

Restricted Assets

Restricted assets include monies or other resources restricted by legal or contractual requirements. These
assets include proceeds of revenue bonds and revenues set aside for statutory or contractual requirements.

Inventories

Inventories include both merchandise inventories on hand for sale and consumable inventories such as
maintenance supplies, housing supplies, janitorial supplies, office supplies, and telecommunications
supplies. Inventories are valued at cost, generally utilizing the last-in, first-out method.

Receivables

Accounts receivable consist of tuition and fees charges to students and auxiliary enterprise services
provided to students, faculty, and staff. Accounts receivable are recorded net of estimated uncollectible
amounts.

Federal receivable includes amounts due from the federal, state, and local governments or private sources,
in connection with reimbursement of allowable expenditures disbursed by the System’s grants and
contracts department.

Gift receivables are accounted for at their estimated net realizable value. The estimated net realizable value
consists of the present value of long-term pledges and a reduction for any allowance for uncollectible
pledges. Pledges vary from one to ten years and are used to support specifically identified System
programs and initiatives.

Interest and income receivable consists of amounts due from investment holdings, cash management
pools, and cash invested in various short-term investment items.

Other receivables include year-end revenue accruals not included in any other receivable category.
11



UNAUDITED

Texas Tech University System — Notes to the Financial Statements (continued)

Prepaid Expenses

Disbursements for insurances, subscriptions, prepaid postage, prepaid travel costs and similar services
paid in the current or prior fiscal years and benefiting more than one accounting period are allocated among
accounting periods.

Loans and Notes Receivable

These receivables are student loans receivable that consist of amounts due from the Federal Perkins Loan
Program, and from other loans administered by the System.

Capital Assets

Furniture, equipment, and vehicles with a cost of more than $5,000 and an estimated useful life in excess of
one year are capitalized. Capitalization thresholds for buildings, building improvements, facilities and other
improvements are $100,000. The capitalization threshold for infrastructure is $500,000. These assets are
capitalized at cost. Donated assets are reported at fair market value as of the acquisition date. Routine
repairs and maintenance and capital assets acquired for less than the threshold amounts are charges to
operating expenses in the year in which the expense was incurred. Depreciation is based on allocation
methods and estimated lives prescribed by the Statewide Property Accounting System (SPA). Assets are
depreciated over the estimated useful life of the asset using the straight-line method.

Accounts Payable and Accrued Liabilities

Accounts Payable represents the liability for the value of assets or services received at the balance sheet
date for which payment is pending.

Deferred Revenues

Deferred Revenues include amounts received for tuition and fees and certain auxiliary activities prior to the
end of the fiscal year but related to the subsequent accounting period. Deferred revenues also include
amounts received from grant and contract sponsors that have not yet been earned.

Employees’ Compensable Leave Balances

Employees’ Compensable Leave payable balances represent the liability that becomes “due” upon the
occurrence of relevant events such as resignations, retirements, and uses of leave balances by covered
employees. Liabilities are reported separately as either current or noncurrent in the statement of net
assets.

Notes and Loans Payable

Notes payable represents amounts owed for commercial paper that was issued during the current
accounting period. Notes and loans payable are further explained in Note 4.

Bonds Payable

Texas Tech University System has a number of bond issues outstanding, most of which are supported
either directly or indirectly by tuition revenue. Bonds payable are addressed in more detail in Note 12.

Funds Held for Others

Current balances in funds held for others result from the System acting as an agent or fiduciary for students
and student organizations.

12



UNAUDITED

Texas Tech University System — Notes to the Financial Statements (continued)

Interfund Payable

Interfund payables are resources payable to other state agencies for Lone Star that assisted the System
with utility costs. This payable is further explained in Note 7.

Net Assets

Net Assets are the difference between fund assets and liabilities. They are presented in three separate
classes: Invested in Capital Assets - Net of Related Debt, Restricted and Unrestricted.

Invested in Capital Assets, Net of Related Debt
Capital assets, net of accumulated depreciation and outstanding principal balances of debt attributable to
the acquisition, construction or improvement of those assets.

Restricted Net Assets

Restricted net assets result when constraints placed on net asset use are either externally imposed by a
party external to the System such as creditors, grantors, contributors, and the like, or imposed by law
through constitutional provisions or enabling legislation.

Unrestricted Net Assets

Unrestricted net assets consist of net assets, which do not meet the definition of restricted net assets.
Unrestricted net assets often have constraints on resources, which are imposed by management, but can
be moved or modified.

Unrestricted Net Assets as reported on the Statement of Net Assets

Reserved for:

Encumbrances $ 7,754,815
Accounts Receivable 18,728,708
Inventory 3,679,791
Prepaid Expenses 3,668,142
Imprest Funds 456,098
Working Capital 235,363
Self-Insured Plans 18,381,367
External Investment Pool 298,263
Fair Market Value Adjustment 2,842,800
Balances Subject to Reappropriation 784,683
Future Operating Budgets 101,946,273
Student Service Fees 1,294,546
Funds Functioning as Endowments 47,662,957
Unreserved 76,737,391
Total Unrestricted Net Assets $ 284,471,197

Interfund Activity and Transactions

Texas Tech University System is regularly involved in both interfund activity and interfund transactions.
Interfund activity is defined as financial interaction between internal funds, including blended component
units. Interfund transactions are defined as financial transactions between legally separate entities.
Interfund activity and interfund transactions are both clearly identifiable and are eliminated where
appropriate.
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UNAUDITED

Texas Tech University System - Notes to the Financial Statements (continued)

Note 2: Capital Assets

Depreciation of capital assets is recorded as a periodic expense and accumulated as an offset to the asset
book values. Depreciation of capital assets is based on allocation methods and estimated lives prescribed
by the Statewide Property Accounting (SPA) system.

Accumulated depreciation is classified by capital asset category, providing for an estimation of the net book

value of each asset category.

Capital assets are categorized as either (1) Land and Land Improvements, (2) Buildings and Building
Improvements, (3) Infrastructure, (4) Furniture and Equipment, (5) Vehicles, Boats and Aircraft, (6)
Construction in Progress, (7) Other Capital Assets, or (8) Facilities and Other Improvements. The changes

to fixed asset balances are summarized below.

Business-type Activities:
Non-depreciable Assets:

Land and Land Improvements
Construction In Progress

Other Capital Assets
Total Non-depreciable Assets
Depreciable Assets:

Buildings and Building Improvements
Infrastructure

Facilities and Other Improvements
Furniture and Equipment

Vehicles, Boats and Aircraft

Other Capital Assets

Total depreciable assets at
historical costs

Less Accumulated Depreciation for:
Buildings and Improvements
Infrastructure
Facilities and Other Improvements
Furniture and Equipment
Vebhicles, Boats and Aircraft
Other Capital Assets

Total Accumulated Depreciation

Depreciable Assets, Net
Business-type Activities
Capital Assets, net:

Texas Tech University System

Balance . . . Balance

09/01/02 Adjustments Reclasses Additions Deletions 08/31/03
$ 8,223,739 $8,223,739
80,949,661 (24,112) 1,136,878 50,025,446 (100,421) 131,987,452
88,889,636 6,480,165 95,369,801
178,063,036 (24,112) 1,136,878 56,505,611 (100,421) 235,580,992
644,637,606 (6,982,308) 200,758 28,367,336 (2,696,528) 663,526,864
25,113,590 (1,468,776) 2,290,364 25,935,178
110,577,921 (172,034) 15,072,823 (350,000) 125,128,710
128,477,154 (388,712) (85,044) 15,946,277 (5,115,784) 138,833,891
9,071,944 (17,478) 971,002 (432,755) 9,592,713
33,417,002 (80,599) 1,480,668 (5,215) 34,811,856
951,295,217 (9,109,907) 115,714 64,128,470 (8,600,282) 997,829,212
(438,810,451) 2,184,593 (8,366,662) 285,775  (444,706,745)
(878,286) 4,491 (954,834) (1,828,629)
(4,536,573) 9,494 (4,944,054) 30,434 (9,440,699)
(76,742,946) 127,923 41,987 (12,926,308) 4,333,467 (85,165,877)
(6,226,754) 14,005 (750,020) 390,530 (6,572,239)
(4,011,491) 56,391 (3,392,350) 5,215 (7,342,235)
(531,206,501) 2,396,897 41,987 (31,334,228) 5,045,421  (555,056,424)
420,088,716 (6,713,010) 157,701 32,794,242 (3,554,861) 442,772,788
$598,151,752 $(6,737,122)  $1,294,579 $89,299,853 $(3,655,282)  $678,353,780
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UNAUDITED

Texas Tech University System — Notes to the Financial Statements (continued)

Blended Component Unit — Texas Tech University Foundation Inc.

Balance . . . Balance
Blended Component Unit 09/01/02 Adjustments Reclasses Additions Deletions 08/31/03
Depreciable Assets:
Buildings and Building Improvements $182,500 $182,500
Total depreciable assets at
historical costs: 182,500 182,500
Less Accumulated Depreciation for:
Buildings and Improvements (126,932) (9,125) (136,057)
Total Accumulated Depreciation (126,932) (9,125) (136,057)
Depreciable Assets, Net 55,568 (9,125) 46,443
Business-type Activities
Capital Assets, net: $55,568 (9,125) $46,443

Note 3: Deposits, Investments, and Repurchase Agreements

Texas Tech University System is authorized by statute to make investments following the “prudent person
rule.” There were no significant violations of legal provisions during the period.

Deposits of Cash in Bank

A. The carrying amount of $(11,312,585) for Cash in Bank (including restricted assets and blended
component units) is presented below.

B. The bank balance of Texas Tech University System has been classified according to the
following risk categories.

1. Category 1 — Insured or collateralized with securities held by the governmental entity or
by its agent in the name of the governmental entity

2. Category 2 — Collateralized with securities held by the pledging financial institution’s trust
department or agent in the governmental entity’'s name

3. Category 3 — Uncollateralized (which would include any deposits collateralized with
securities held by the pledging financial institutions, or by its trust department or agent
but not in the governmental entity’s name).

Carrying
Category 1 Category 2 Category 3 Bank Balance Amount
$685,114 $5,260,180 $0 $5,945,294 $(11,312,585)
Consisting of the following:
Demand Deposits $(11,923,285)
Imprest Funds 72,200.00
Imprest Funds — Travel 120,000.00
Cashier Accounts 418,500.00
Total Deposits Carrying Amounts $(11,312,585)
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UNAUDITED

Texas Tech University System — Notes to Financial Statements (continued)

Investments

The fair values of investments as of the balance sheet date (including both short-term and long-term) are
shown below. Investments are categorized to give an indication of the level of risk assumed by the agency
at year-end. The three categories are:

Category 1: Investments that are insured or registered, or for which the securities are held by the
agency, or its agent in the agency’s name.

Category 2: Uninsured and unregistered investments for which the securities are held by the
broker’s or dealer’s trust department or agent in the agency’s name.

Category 3: Uninsured and unregistered investments for which the securities are held by the
broker or dealer, or by its trust department or agent, but not in the agency’s name.

Category
Type of Security 1 2 3 Fair Value

U.S. Government and Agency Obligations $87,074,747 $87,074,747
U.S. Government and Agency

Mortgage Obligations 64,169,620 64,169,620

Collateralized Mortgage Obligations 128,534,300 128,534,300

Repurchase Agreements 49,630,885 49,630,885

Miscellaneous Investments 10,971,203 10,971,203

Corporate Stock 145,420,166 1,364,182 146,784,348

Totals $485,800,921 $1,364,182 $487,165,103

Uncategorized Investments:

Real Estate and Mortgages $754,636
TexPool 114,509,948
Other Uncategorized Investments 191,809,390

Total Investments

$794,239,077

Reverse Repurchase Agreements

Texas Tech University System, by statute, is authorized to enter into reverse repurchase agreements. A
reverse repurchase agreement is a transaction in which a broker-dealer or financial institution transfers
cash to the Agency and the Agency transfers securities to the broker-dealer and promises to repay the cash
plus interest in exchange for the same or similar securities. Credit risk exposure for the Agency arises
when a broker-dealer does not return the securities or their value at the conclusion of the reverse
repurchase agreement. There were no significant violations of legal or contractual provisions during the
year.

Derivative Investing
Included in the U.S. Government and Agency Securities category funds are investments in certain

conservative mortgage derivative securities. A derivative security is an investment product which may be a
security or contract which derives its value from another security, currency, commaodity or index.

16



UNAUDITED
Texas Tech University System— Notes to the Financial Statements (continued)

The schedule below provides certain information of the different types of mortgage derivatives included in
Texas Tech University System’s portfolio.

Mortgage Derivative Securities

Type Carrying Value

Planned Amortization Class Securities $128,534,300

Note 4: Summary of Long-Term Liabilities

Changes in Long-Term Liabilities

During the year ended August 31, 2003, the following changes occurred in liabilities.

Long-Term Liability Balance Balance Current

Category 09/01/02 Increases Decreases 08/31/03 Portion
Accrued Liabilities $1,052,263 $730,296 $321,967 $321,967

Unclaimed Property

Due to State Treasury 121,557 61,110 71,189 111,478 49,036
Claims Payable 47,571,249 266,365 5,912,930 41,924,684 4,192,468
Notes and Loans 10,575,000 13,691,000 662,000 23,604,000 23,604,000
Revenue Bonds 304,950,000 14,600,000 290,350,000 14,660,000
Compensable Leave 22,474,130 1,878,640 1,080,163 23,272,607 5,056,612
Other Liabilities 18,994 1,249 17,745 1,068
Total $386,763,193 $15,897,115 $23,057,827 $379,602,481 $47,885,151

Accrued Liabilities

Accrued liabilities represents rebatable arbitrage which is defined by the Internal Revenue Code Section
148 as earnings on investments purchased with gross proceeds of a bond issue in excess of the amount
that would have been earned if the investments were invested at a yield equal to the yield on the bond
issue. This rebatable arbitrage must be paid to the federal government. The System is generally entitled to
invest its bond proceeds at an unrestricted yield for a temporary period of three years beginning on the date
of delivery of the bond issue. After the temporary period, unexpended proceeds must be invested at a yield
not to exceed the yield on the bond issue. The rebatable arbitrage to the federal government is payable at
the end of each five-year period from the delivery date and upon final redemption of all outstanding bonds
of the issue.

Claims Payable

Claims payable includes estimates for both known medical malpractice claims and those that have not yet
been made against the participants insured. The liability is actuarially estimated to reflect the anticipated
future claims for past medical services. Some of these claims are in process, while others are expected to
be filed in the future. The liability estimate does not consider the probability of payment on a claim-by-claim
basis, and instead considers overall probability of payment for medical malpractice claims. Claims payable
reports a combined liability of the Health Sciences Center and Texas Tech Physician Associates, a blended
component unit.

17
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Texas Tech University System— Notes to the Financial Statements (continued)

Employees’ Compensable Leave

A state employee is entitled to be paid for all unused vacation time accrued, in the event of the employee’s
resignation, dismissal, or separation from State employment, provided the employee has had continuous
employment with the State for six months. Under state law, the hours accumulated are capped depending
on the employees’ length of service. Expenditures for accumulated annual leave balances are recognized
in the period paid or taken. The liability for unpaid benefits is recorded in the Statement of Net Assets. No
liability is recorded for non-vesting accumulating rights to receive sick pay benefits.

Bonds Payable
See Note 12 for detailed information on bond liability balances and transactions.

Notes and Loans Payable

Commercial paper was issued during the fiscal year to finance various construction projects. Debt service
for the obligation is provided in general appropriation for tuition revenue bonds and revenue from various
projects. All commercial paper outstanding at 8/31/03 will be retired in fiscal year 2004.

Commercial paper has short maturities up to 270 days with interest rates ranging from .85% to 1.75%.

Summary of Debt Service Requirements for Notes Payable

Fiscal Year Principal Interest Total

2004 $23,604,000 $46,872 $23,650,872
2005
2006
2007
2008
All Other Years

Total Requirements $23,604,000 $46,872 $23,650,872

Note 5: Capital Leases
As of August 31, 2003, Texas Tech University System had no outstanding capital leases.

Note 6: Operating Leases
Future minimum lease rental payments under non-cancelable operating leases having an initial term in
excess of one year are as follows:

Fiscal Year
2004 $844,920
2005 101,322
2006 35,842
Total Minimum Future Lease Rental Payments $982,084

Note 7: Interfund Balances/Activities
As explained in Note 1 on interfund activities and transactions, there are numerous transactions between
funds and agencies. At year-end amounts to be received or paid are reported as:

Interfund Receivables or Interfund Payables

Due from Other Agencies or Due to Other Agencies
Transfers In or Transfers Out

Legislative Transfers In or Legislative Transfers Out

The agency experienced routine transfers with other state agencies, which were consistent with the
activities of the fund making the transfer. Repayment of interfund balances will occur within one year from
the date of the financial statement.
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Texas Tech University System — Notes to the Financial Statements (continued)

Individual balances and activity at August 31, 2003, follows:

Non-Current

Interfund Payable Interfund Payable Purpose
Agency 907, D23 Fund 0515 $1,610,627 Lone Star
Total Interfund Receivable/Payable $1,610,627

Current Due from

Due from Other Agencies Other Agencies
Texas Education Agency (Agency 701) $ 76,067.56
Texas School for the Blind (Agency 771) 25,582.79
Telecommunications Infra Fund Board (Agency 367) 580,954.60
Office of the Attorney General (Agency 302) 90,914.73
Texas Department of Transportation (Agency 601) 100,191.00
Texas Excellence Funds (Agency 902) 1,327,446.81
Texas Technology Workforce Development Grant (Agency 781) 130,004.20
University of Texas System (Agency 720) 3,188,880

Total Due from Other Agencies

$ 5,520,041.69

Transfers In From Other Agencies Amount

Texas Excellence Funds $5,733,723
Legislative Transfer In Amount

State Office of Risk Management (SORM) $1,223,218

The detailed State Grant Pass-Through information is listed on Schedule 1B — Schedule of State Grant
Pass-Throughs from/to State Agencies.

Note 8: Contingent Liabilities

The United States Department of Justice’s Office of the Inspector General has issued Audit Report Number
GR-80-01-017, ORI Number TX 15206U, dated August 31, 2001. This audit report questions $356,106 of
costs on Texas Tech University’s Community Oriented Policing Services grant. The University believes that
the questioned costs are valid and will pursue the matter until it is equitably resolved. No accrual has been
made in this financial statement.

At August 31, 2003, other lawsuits and claims involving Texas Tech University System were pending.
While the ultimate liability with respect to litigation and other claims asserted against the System cannot be
precisely estimated at this time, such liability, to the extent not provided for by insurance or otherwise, is in
legal counsel’s opinion, not likely to have a material effect on the System.

Note 9: Continuance Subject to Review

Texas Tech University System is not subject to the Texas Sunset Act.
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Texas Tech University System — Notes to the Financial Statements (continued)

Note 10: Risk Financing and Related Insurance

Texas Tech University System by state law is required to be a participant in the Workers Compensation
Program and Pool managed by the State Office of Risk Management (SORM). The University is assessed
fees by SORM based upon claims experience, claim incidences, payroll size and FTE. SORM also
determines the methodology for allocation to the major fund groups. The State Office of Risk Management
pays all WCI claims. The Worker's Compensation plan for the fiscal year was funded by a 1.0 percent
charge on gross payroll for non-educational and general funds.

The System has self-insured arrangements for Unemployment Compensation Fund coverage. The State of
Texas pays 50% of claims for employees paid from state funds. The System pays the remainder for
employees paid from non-educational and general funds. The Texas Tech University System
Unemployment Compensation Fund is currently funded by interest earnings on the fund.

Note 11: Segment Information
Texas Tech University System has no reportable segments.

Note 12: Bonded Indebtedness

Bonds Payable

Several bond issues were outstanding as of August 31, 2003 which are summarized in the paragraphs that
follow.

Revenue Financing System Refunding Bonds, Series 1993
Current and advance refunding of $28,675,000 in principal amount of all the
Purpose: Revenue Bonds (excluding Housing System Revenue Bonds), Series 1967, 1968,
1970, 1971, 1973, 1974, 1975, 1977, 1978, 1985

Original Issue Amount: $29,320,000

Issue Date: October 26, 1993

Interest Rates: 2.63% to 5.00%

Maturity Date Range: 1994 through 2007

Type of Bond: Revenue

Unissued Amounts: $0

Changes in Debt: $0 issued; $2,430,000 retired

Revenue Financing System Bonds, Series 1995
Financing of Southwest Collection Library for Texas Tech University,
the library/conference center project for Texas Tech Health Sciences

Purpose: Center and other capital improvements, and the costs of issuing the
bonds

Original Issue Amount: $25,000,000

Issue Date: March 17, 1995

Interest Rates: 4.30% to 6.00%

Maturity Date Range: 1996 through 2015

Type of Bond: Revenue

Unissued Amounts: $0

Changes in Debt; $0 issued; $1,015,000 retired
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Texas Tech University System — Notes to the Financial Statements (continued)

Revenue Financing System Refunding and Improvement Bonds, Series 1996

Purpose:

Original Issue Amount:
Issue Date:

Interest Rates:
Maturity Date Range:
Type of Bond:
Unissued Amounts:
Changes in Debt:

Financing of arena complex, housing complex, and other capital
projects and the advance refunding of Housing Revenue Bonds,
Series 1962,1963, 1966

$71,285,000

December 5, 1996

4.00% to 6.00%

1998 through 2017

Revenue

$0

$0 issued; $3,945,000 retired

Revenue Financing System Bonds, Second Series 1996 (Taxable)

Purpose:

Original Issue Amount:
Issue Date:

Interest Rates:
Maturity Date Range:
Type of Bond:
Unissued Amounts:
Changes in Debt:

Financing of arena complex, other capital projects, and costs of
issuance

$7,380,000
December 5, 1996
5.75% to 6.75%
1998 through 2017
Revenue

$0
$0 issued; $725,000 retired

Revenue Financing System Refunding and Improvement Bonds, Series 1999

Purpose:

Original Issue Amount:
Issue Date:

Interest Rates:
Maturity Date Range:
Type of Bond:
Unissued Amounts:

Changes in Debt:

Current refunding of a portion of Series A Notes, advance refunding
of Revenue Bonds, Series 1995, 1996 and financing of a new English
building and other projects. Also, financing for projects in Amarillo,
Midland, and Lubbock.

$115,100,000

May 4, 1999

4.00% to 5.25%

1999 through 2029

Revenue

$0

$0 issued; $1,370,000 retired
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Revenue Financing System Bonds, Seventh Series 2001

Financing of renovation of Jones Stadium, Student Union and
Student Recreational Center, and other projects, current refunding of
a portion of Series A Notes, and costs of issuance. Also, financing for
projects in El Paso and Lubbock.

Original Issue Amount: $126,865,000

Purpose:

Issue Date: January 23, 2002

Interest Rates: 3.00% to 5.50%

Maturity Date Range: 2002 through 2031

Type of Bond: Revenue

Unissued Amounts: $0

Changes in Debt; $0 issued; $3,210,000 retired

Revenue Financing System Bonds, Eighth Series 2001 (Taxable)

Purpose: Financing of renovation of Jones Stadium and costs of issuance

Original Issue Amount: $42,810,000

Issue Date: January 23, 2002

Interest Rates: 3.00% to 5.50%

Maturity Date Range: 2003 through 2023

Type of Bond: Revenue

Unissued Amounts: $0

Changes in Debt: $0 issued; $745,000 retired

Sources of Debt-Service Revenue

On October 21, 1993, the governing board of the Texas Tech University System established a Revenue
Financing System for the purpose of providing a financing structure for all revenue supported indebtedness
of Texas Tech University System components. The source of revenues for debt service issued under the
Revenue Financing System includes pledged general tuition, pledged tuition fee, pledged general fee and
any other revenues, income, receipts, rentals, rates, charges, fees, including interest or other income, and
balances lawfully available to Texas Tech University components. Excluded from the revenues described
above are amounts received under Article 7, Section 17 of the Constitution of the State of Texas, general
revenue funds appropriated by the Legislature except to the extent so specifically appropriated,
encumbered housing revenues, and practice plan funds.

Bonds Authorized But Unissued at Year End

House Bill 658 of the 77th Legislature codified as Section 55.1739 of the Texas Education Code, authorized
the issuance of $90,529,525 in the systemwide revenue financing program. As of August 31, 2003, the
entire amount of this authorization remains unissued.

Note 13: Subsequent Events

On September 24, 2003, the Texas Tech University System issued Revenue Financing System Bonds
Series Nine in the amount of $97,265,000. The purpose for issuing the bonds were to (i) acquire, purchase,
construct, improve, renovate, enlarge or equip property, structures, facilities, roads or related infrastructure
for the University and the Health Sciences Center (ii) retire $14,249,000 of the Board of Regents of Texas
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Tech University System Revenue Financing System Commercial Paper Notes, Series A, (iii) currently
refunding $4,895,000 of the Board of Regents of Texas Tech University System Revenue Financing

System Series 1 bonds and paying the costs of issuance of the bonds. The interest rates on the Series
Nine bonds range from 2.25 percent to 5.25 percent. As a result of these transactions, the Texas Tech
University System had Revenue Financing System Bonds outstanding of $382,720,000 on September 24,

2003.

Note 14: Related Parties — Relationship with Texas Tech University System

The Texas Tech Foundation Inc. (TTFI) and Texas Tech Physician Associates (TTPA) are reported as
blended component units. TTFI is governed by a 30-member board appointed by the Texas Tech University
System governing board.

TTPA is a certified non-profit health corporation authorized under the Medical Practice Act Section 5.01(a),
article 4495b of the State of Texas (the State). TTPA was created by the Health Sciences Center for the
purpose of entering into prepaid capitation agreements for physician and other medical services. TTPA is
exempt from tax under Internal Revenue Service code section 501(c)(3). The board consists of eight
directors appointed by the Health Sciences Center.

Although both entities are legally separate from the Texas Tech University System, TTPA and TTFI are
reported as if they were part of the System because their sole purpose is to financially support Texas Tech
University System.

The Texas Tech Alumni Association provided services on behalf of Texas Tech University for which the
University paid $102,529 during the 2003 fiscal year. These services include public relations and general
support of the University through various scholarships and awards.

Note 15: Stewardship, Compliance and Accountability

Effective September 1, 2001, the Texas Tech University System changed the basis of financial reporting
from modified accrual to full accrual. This change was in response to the implementation of Governmental
Accounting Standards Board statements 34 and 35. The Texas Tech University System has no other
material stewardship, compliance, and accountability issues.

Note 16: The Financial Reporting Entity and Joint Ventures

The Financial Reporting Entity

The Texas Tech University System is an agency of the State of Texas. As required by generally accepted
accounting principles, these financial statements present the Texas Tech University System. The
component units discussed below this note are included in the System’s reporting entity because of the
significance of their operational or financial relationships with the System.

Individual Component Unit Disclosures

The Texas Tech University Foundation, the Texas Tech University Research Foundation and the Texas
Tech Physician Associates are blended component units of the Texas Tech University System. Although
each is legally separate from the System, the Texas Tech Foundation, the Texas Tech Research
Foundation and the Texas Tech Physician Associates are reported as if they were part of the primary
government.

The Texas Tech University Foundation is governed by a 30-member board whose appointment is approved
by the Texas Tech Board of Regents.
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The Texas Tech University Research Foundation is governed by a six-member board whose appointment is
approved by the Texas Tech University Board of Regents. The Texas Tech University Research
Foundation is currently inactive. However, the entity has not been deactivated.

The Texas Tech Physician Associates is governed by an eight-member board appointed by Texas Tech
University Health Sciences Center.

Note 17: Restatement of Net Assets
The only material prior-period adjustments for the Texas Tech University System that required the

restatement of beginning net assets relate to capital assets and accumulated depreciation changes for
Texas Tech University System and the System’s blended component unit.

Net Assets as Reported at 8/31/02 $1,021,711,955
Restatements
TTU Capital Assets $ (7,417,979)
TTU Accumulated Depreciation 2,165,075
Component Unit Capital Asset 182,500
Component Unit Accumulated Depreciation (126,932)
Construction Period Interest Capitalization 539,648
SPA Adjustments to FY01 Accumulated Depreciation (2,439,801)
(7,097,489)
Restated Net Assets at 8/31/02 $1,014,614,466

Restatement of Beginning Cash and Cash Equivalents:

Cash and Cash Equivalents as Reported at 8/31/02 $2,193,884
Restatements
Repurchase Agreements $40,294,761
Texpool Investments 207,620,850
247,915,611
Restated Cash and Cash Equivalents at 8/31/02 $250,109,495

Note 18: Employee Retirement Plans (administering agencies only)

Not applicable
Note 19: Deferred Compensation (administering agencies only)
Not applicable

Note 20: Donor-Restricted Endowments

Expenditure of endowed funds is not allowed without the express consent of the donor. Most of Texas
Tech University System endowments are held in perpetuity. In many cases, endowment earnings are
expendable for student financial assistance or other purposes as designated by the donor. In other cases,
endowment earnings are reinvested.
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