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INDEPENDENT AUDITOR'S REPORT

To the Board of Trustees of

The Texas Hill Country Higher Education Development Foundation

Fredericksburg, TX

We have audited the accompanying financial statements of The Texas Hill Country Higher Education Development
Foundation (a nonprofit organization), which comprise the statement of financial position as of December 31, 2019,
and the related statements of activities & functional expenses end cash flows for the year then ended, and the related
notes to the financial statements,

Management's Responsibility for the Finanelal Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit
In accordance with euditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain ressonable assurance about whether the financial statements are free
from material misstaternent.

An audit involves performing procedures to obtain audit evidence about the amounis and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the riska of
material misstaternent 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 end 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 contro). 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 appropsiate to provide a basis for our audit
opinion.



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of The Texas Hill Country Higher Education Development Foundation as of December 31, 2019, and the changes in

its net assets and its cash flows for the year then ended in accordance with accounting principles generally accepted
in the United States of America.

Hffondinf  Kngao, P
NEFFENDORF & KNOPP, PC

November 12, 2020



THE TEXAS HILL COUNTRY HIGHER EDUCATION DEVELOPMENT FOUNDATION
STATEMENT OF PINANCIAL POSITION
DECEMBER 31,2019

ASSETS

Cument Assels
Cash on Hand and in Bank
With Donor Resirictions
Withowt Donor Restrictions
Cash in Savings
With Donar Restrictions
Withouwt Donor Restrictions
Investments
With Danor Restrictions
Without Donor Restrictions
Total Current Assets

Prcperty and Equipment
Buildings
Fomiture and Equipment
Total Praperty and Equipment
Less: Accumulated Deprecintion
Property and Equipment, Net

Other Atsets
Student Loans Receivable with Danor Restrictions
Less: Allowance for Loan Loss
Student Loany, Net
Propaid Exponses
Total Other Asscts

TOTAL ASSETS
LIABILITIES AND NET ASSETS

Linbilitics
Accounts Paynble

Credit Cards Peyable

Payroll Taxcs Payable

Unearmed Revenus
Tota! Lisbilltics

et Assefa

Net Assets with No Donor Restrictions

Net Assets with Donor Restrictions
Total Net Assets

TOTAL LIABILITIES AND NET ASSETS

The accompanying notes arc an integral pant of these financial stotements.

s

L

18,995
25373

57,594

TI6,013

1,047,367

1,865,842

6,515,170
544,271
7059,441

(2,308,381)

4,754,060

26,148

(6331

19,611

6335
1,933
1,918
6,700
16,883

5,809,012
816,651

5,623,661

5,642,546




THE TEXAS HILL COUNTRY HIGHER EDUCATION DEVELOPMENT FOUNDATION

Revenyoes, Geins and Orher Suppon
Contributlons

Dividend and Interest income
Galin(Lass) on Investments
Rent [ncome

Total Revenues, Gains and Other Support

Net Aseers Redeased from Restrictions

Tola!

Expenses

Progeam Sexvices
Advertising
Contracted Services Pacilitics
Depreciation
Executive Director Costs
Pocilities Maintenance
Insurpnee
Other Contract Frees
Schelarships
Telephone and Intemet
Utilitles

Totel Program Services Expenss

Management apd Genemt
Accounting Fees
PBenk ond Credit Card Fees
Executive Director Costy
Inaurance
Menlg
Office
Bad Debt
Invesimani Expenases
Onher Expenses
Towal Management and Oeneral Expense

Eumdraising Expense
Contract Fundraising
Totel Fundmising Expense
Tota) Expenses
Changs In Net Assets

Other Chonna In N&t Asscls
Dectease in Unrealized Gains

Net Assets - Beginning of Year
Net Assets - End of Year

STATEMENT OF ACTIVITIES & FUNCTIONAL EXPENSES
FOR THE YEAR ENDED DECEMBER 31, 2019

Without Donor Wilh Donor

Resirictions Restrictions Tolal
H 266,378 § s 266,378
24 436 17,112 41,548
16,190 3,443 15,633
96,140 95,140
5 403,144 $ 20,555 § 42169
3 403,144 § 20,555 3 421,699
$ 7940 § 3 7940
89,915 89915
20774 207,724
36,551 12,756 48903
15537 15,5837
$1,109 11,109
14,235 14,235
30,443 30,443
408| 4081
53,494 52494
$ 439,189 § 43,199 § 482,388
s 11,405 5 2,286 § 13,691
k) ] n
35,183 36,153
1,000 1,000
6,630 6,630
13363 13,368
42,127 42,127
14,162 3,164 17326
2,000 1,000
s B475) § 47577 § 132,328
$ 142,459 § s 142,459
s 142,459 § < 3 142,459
b 566398 $ 90,776 § 757,174
s (263,254) § (0221} § 313,475)
$ 113237 § 144 302 § 257,539
5.939,029 742,570 6,701,599
s 5,809,012 $ 816651 § 6,625,663

The accompanying notes are an integral pan of these financial statemants.



THE TEXAS HILL COUNTRY HIGHER EDUCATION DEVELOPMENT FOUNDATION
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED AUGUST 31, 2019

Cash Elow from O lng Activit
Change in Net Assets $ {333.475)
Adjustments 10 Reconcile
Net Income to Net Cash;
Depreclation 3 207,724
Appreciation on Investments (61,181)
Decrease (Incrense) in Assets:
Pledges Recelvable 12,875
Prepaid Expenses (357
Increase{Decrease) in Lisbilitics:
Accounts Payable (1,518}
Credit Cards Payable 1,371
Payroll Tex Payable ?)
Uncarned Revenue (35,927)
Total Adjustments $ 122,784
Net Cash Flow Provided by Operating Activities s {210,691)
Activiti
Purchase of Investmenis Net Earnings b 41,548
Proceeds from sales of investments 19,633
Transfer of Invesiment Agsets to Cash 65,115
Net Cash Flow from Investing Activities 3 126,296
Cash Flow from Financine Activities
Callections of Loans Recelvable $ 31492
Write ofl of Non-Performing Loans 42,127
Net Cash Fiow from Financing Activities s 45,619
Net Increase (Decrease) in Cash $ (38,776)
Cash & Temporary [nvestments, Beginning of Year 83,644
Cash & Temporary Investments, End of Year 5 44,868

The accompanying notes are an Integra! part of these financial statements.



THE TEXAS HILL COUNTRY HIGHER EDUCATION DEVELOPMENT FOUNDATION
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2019

NOTE 1 ~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Activities

The Texas Hill Country Higher Education Development Foundation {the Organization) was incorporated in
2005. The Organization was formed to support the development and sustainability of public higher
education opportunities in the Hill Country Region of Texas.

Bagsis of Accounting
The Organization prepares its financial statements on the accrual basis of accounting in accordance with
accounting principles generally accepted in the United States of America.

Financial Statement Presentation
Net assets are classified based on the existence or absence of donor-impased restrictions. Accordingly, net
assets and changes therein are classified and reported as follows:

Net Assets Without Donor Restrictions
Net assets available for use in general operations and not subject to donor restrictions. The governing board
has designated, from net assets without donor restrictions, net assets for an operating reserve.

Net A With Donor Restricti
Net assets subject to donor-imposed restrictions. Some donor restrictions are temporary in nature, such as
those that will be met by the passage of time or other events specified by the donor. Other donor-imposed
restrictions are perpetual in nature, where the donor stipulates that resources be maintained in perpetuity.
Donor-imposed restrictions are released when a restriction expires, that is when the stipulated time has
elapsed, when the stipulated purpose for which the resource was restricted has been fulfilled, or both.

Contnhuuons are reongnmd as revenue when received or unconditionally promised. Contributions are
measured at the fair value of the assets or services received or promised. The fair value of contributions
arising from unconditional promises to give cash or other assets in one or more future years is measured
(discounted) using a risk-adjusted rate of return appropriate for the expected term of the promise to give.
The Organization had no unconditional promises during the year. Revenues from programs and special
events are recognized when received. Revenues are classified as restricted support if they are received with
donor stipulations that limit the use of the contributions. The Organization records contributions received as
contributions with donor restrictions or contributions without donor restrictions, depending on the existence
of and/or nature of any donor restrictions. Net assets with donor restrictions are reclassified to net assets
without donor restrictions upon satisfaction of the time or purpose restrictions.

Donated Propertv and Labor

Donated property, marketable securities and other non-cash donations are recorded as contributions at their
estimated market value at the date of donation. Volunteers contribute time to the activities of the
Organization without compensation. Unless the criteria for recognition of such volunteer effort under ASC
058-605-25-16 has been satisfied, the financial statements do not reflect the value of those contributed
services because, although clearly beneficial, no reliable basis exists for determining an appropriate amount
to be associated with certain volunteer services rendered. Contributed services are recognized according to
when the services received create or enhance nonfinancial assets or require speciafized skills that would
need to be purchased if not provided by donation.



The Orgamntlon onally mvests funds through an investment pool established by the Community
Foundation of the Texas Hill Country and through Security State Bank and Trust, Trust Financial Services.
These investments are carried at fair market value as determined by each entity.

E L] | g‘
Promises to give are recorded as they are pledged.

Advertisine
Advertising costs, except for costs associated with direct-response advertising, are charged to operations
when incurred. Advertising expense for the year ended December 31, 2019 was $7,941.

Property and Equipment

Property and Equipment is capitalized for all acquisitions with a useful life estimated more than a year.
Property and equipment are stated at cost, Depreciation is recorded using the straight-line method over a
period of five to thirty-nine years. Depreciation expense for the year ended December 31, 2019 was
$207,724.

Maintenance and repairs are charged to expense as incurred, and significant renewals and betterments are
capitalized. The Organization follows the practice of capitalizing at cost all expenditures for property and
equipment in excess of $500. Depreciation of property and equipment is computed using the straight-line
method over the following estimated useful lives:

Building and Improvements 39 years
Infrastructure 20 years
Fumiture and Equipment 5-10 years

Impairment of Long-Lived Assets

The Organization evaluates long-lived assets for impairment whenever events or changes in circumstances
indicate that the camrying value of an asset may not be recoverable. If the estimated future cash flows
(undiscounted and without interest charges) from the use of an asset are less than the carrying value, a write-
down will be recorded to reduce the related asset to its estimated fair value. To date, no such write-downs
have occurred.

‘The preparation of financial statements in conformity with genenally accepted accounting principles in the
United States of America requires management to make estimates and assumptions that affect certain
reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Accordingly, actual results could differ from those
estimates.

Income Taxes

The Organization is exempt from federal income tax under the Internal Revenue Code (IRC) Section
501(c)(3). The Organization is also exempt from state income taxes in the state of Texas under Sections
151310, 156.102, and 171.062 of the Texas Tax Code. Therefore, no provision for income taxes is
included in the financial statements. Provisions for income taxes on unrelated business income are made
when required for income from non-exempt activities and paid during the year. The Organization believes
that it has appropriate support for any income tax position taken. Therefore, management has not identified
any uncertain income tax positions. As of December 31, 2019, the Organization hes not recognized
liabilities for uncertain tax position or associated interest and penalties. The Organization's federal exempt
organization returns for the years ended December 31, 2019, and after, are subject to examination by the
Internal Revenue Service, gencrally for three years after they are filed.

7



ash vivalents
For purpases of reporting cash flows, cash equivalents include time deposits, and all highly liquid debt
instruments with original maturities of three months or less which are not restricted for long-term purposes.
Cash and cash equivalents as of December 31, 2019 are as follows:

Cash in Bank §__44,868

Functionai Allocati ses

The costs of providing the client services, fund raising, and other activities have been summarized on a
functional basis in the statement of activities. Accordingly, certain costs have been allocated among the
program, fund raising and supporting services benefited,

Recent Accounting Pronouncements

On August 18, 2016, FASB issued Accounting Standards Update (ASU) 2016-14, Not-for-Profit Entities
(Topic 958) - Presentation of Financial Statements of Not-for-Profit Entities. This update makes several
improvements to current reporting requirements that address complexities in the use of the currently
required three classes of net assets and enhance required disclosures related to donor restrictions of net
assets. The updated guidance wilt be effective for annual periods beginning after December 15, 2017, and
interim periods within fiscal years beginning after December 15, 2018. The updated guidance will result in
a change in the classes of net assets reported on the face of the statement of financial position from three
classes (unrestricted, temporarily restricted and permanently restricted) to two classes (net assets without
donor restrictions and net assets with donor restrictions). We have implemented ASU 2016-14 and have
adjusted the presentation in these financial statements accordingly.

NOTE 2 - FAIR VALUE MEASUREMENTS

‘The organization reports fair value measures of its assets and liabilities using a three-level hierarchy that
prioritizes the inputs used to measure fair value, This hierarchy, established by GAAP, requires that entities
maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair
value, The asset or linbility’s measurement within the fair value hierarchy is based on the lowest level of
input that is significant to the measurement. The three levels of inputs used to measure fair value are as
follows:

» Level . Quoted prices for identical assets or liabilities in active markets to which the
organization has access at the measurement date,

» Level 2, Inputs other than quoted prices included in Level 1 that are observable for the asset or
liability, either directly or indirectly. Level 2 inputs include:

+ quoted prices for similar assets or liabilities in active markets;
*+ quoted prices for identical or similar assets in markets that are not active;

* obscrvable inputs other than quoted prices for the asset or liability (for example, interest rates
and yield curves); and

+ inputs derived principally from, or corroborated by, observable market data by correlation or
by other means.

» Level 3. Unobservable inputs for the asset or liability. Unobservable inputs should be used to
measure the fair value if observable inputs are not available.



When available, the organization measures fair valve using Level ! inputs because they generally provide
the most reliable evidence of fair value. However, Level 1 inputs are not available for many of the assets
and liabilities that the organization is required to measure at fair value (for example, unconditional promises
to give and collectability of loans receivable).

The primary uses of fair value measures in the Organization’s financial statements are:

+ initial measurement of noncash gifts, including gifts of investment assets and unconditional
promises to give

+ recurring measurement of short-term investments (Note 4)

+ recurring measurement of endowment and long-term investments (Note 4)
NOTE 3 -NET ASSETS WITH DONOR RESTRICTIONS

Net assets with donor restrictions as of December 31, 2019 consist of cash, savings and investments, which
consist of the following: Alice V. White Fund, to be used for pavers at the entrance of the university
building, $1,301, the Edwina Hall Scholarship Fund, to be used for scholarships paid to graduating seniors
from Junction High School, $75,289, and the Hill Country Student Help Fund to be used to help deserving
students by awarding loans or scholarships, $740,061.

NOTE 4 - INVESTMENTS

The funds of the Foundation, in excess of the amounts held in deposit accounts, consist of bank savings, an
investment poocl at the Community Foundation of the Texas Hill Country, and an account with Security
State Bank - Trust Financial Services. The investments held at the Community Foundation and Security
State Bank - Trust Financial Services are valued by those organizations. The activities in these accounts for
the year ended December 31, 2019 are as follows:

Sccurity Siate
Community Bank -
Foundation Trust

Chase Bank of the Texas Financial
Savings Hill Country Services

Value, January 1, 2019 $ 57566 § 771,518 § 766405
Deposits - .
Interest & Dividends 28 19,257 21,355
Realized Gain 15,552 6
Unrealized Gain 100,074 161,539
Withdrawals (25,000) (50,000)
Investment Fee - (13,149) (4,176)

Value, December 31, 2019 $ 57,594 8 868,252 §__ 895129




NOTE S - PROPERTY AND EQUIPMENT

Property and equipment activity for the Foundation for the year ended December 31, 2019 was as follows:

Balance Balance
January 1, December 31,
2019 Additions Deletions 2019

Buildings $ 6515170 § - 8 - § 6515170
Fumiture and Equipment 544,271 - - 544,271
Total Propesty & Equipment § 7059441 % - 3 - § 7,059,441
Less Accumulated Depreciation (2,097,657 {207,724) - (2,305,381)
Property and Equipment, Net $ 4961784 $ (207,724) $ - $§ 4,754,060

NOTE 6 — RELATED PARTY TRANSACTIONS

During the year ended December 31, 2019, board members and staff contributed $30,800 in support and
revenue to the Organization. These contributions are 7% of the Organization’s support and revenue for the
year ended December 31, 2019,

NOTE 7 - CONCENTRATION OF RISK

The majority of the Organization’s contributions and grants are received from individuals located in the
Texas Hill Country. As such, the Organization’s ability to generate resources via contributions and grants is
dependent upon the economic health of the area and the State of Texas.

The Organization’s investments are subject to various risks, such as interest rate, credit, and overall market
volatility risks. Further, because of the significance of the investments to the Organizations financial
position and the level of risk inherent in most investments, it is reasonably possible that changes in the
values of these investments could occur in the near term and such changes could materially affect the
amounts reported in the financial statements. Management is of the opinion that the diversification of its
invested assets by the Community Foundation of the Texas Hill Country and Security State Bank - Trust
Financial Services, should mitigate the impact of changes in any one class,

The Organization maintains its cash balances in financial institutions. The balances on these accounts are
insured by the Federal Deposit Insurance Corporation up to the legal maximum of $250,000. The balance in
these accounts can be in excess of the insured limit from time to time but was below the limit as of
December 31, 2019.

NOTE 8 - LIQUIDITY AND AVAILABILITY

Financial assets available for general expenditure, that is, without donor or other restrictions limiting their
use, within one year of the statement of net position date, comprise the following:

Cash and Cash Equivalents $ 25873
Investments 10473687

$ 1,073,240
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As part of The Texas Hill Country Higher Education Development Foundation’s liquidity management, it
has a policy to structure its financial assets to be available as its general expenditures, liabilities and other
obligations come due. The policy is that monthly revenues are to cover monthly expenses, Monthly
revenues and expenditures are deposited in and deducted from the Organization’s operating accounts.

NOTE 9 - RENT INCOME

The Foundation has entered into two ongoing rental contracts. The two contracts are one year in duration
and both expire August 31, 2020, The first contract is with Texas Tech University which pays the
University Center $5,000 per month. The second contract is with Central Texas College where the
College’s rental fee is one-third of each month’s total utility fee paid to the City of Fredericksburg. The sent
paid by these entities is $60,000 and $20,720 respectively. All other rent income is for daily use of various
parts of the facility by multiple organizations. The Foundation has no long-term leases and all depreciable
assets are used in these lease arrangements.

NOTE 10 - LOANS RECEIVABLE

Loans receivable are recorded at the original amount less any payments mede, Loans that are currently
performing are accruing interest at the stated rate, Loans which are not performing have been put on non-
accrual. All loans are more than five years old. During 2018 and 2019, a collection effort was begun on
these receivables, The finance committee has decided to record an uncollectability allowance of 25% on al!
performing loans. Non-performing loan balances in the amount of $42,127 were written off to bad debt
during the 2019 year. Balances on performing loans are shown below:
Performing
Loans

Loans Receivable at December 31,2019 § 26,148

Allowance for Uncollectability 6,53
Total Net Loans Receivable b} 19!61 1

NOTE 11 - SUBSEQUENT EVENTS

Subsequent events have been evaluated through November 12, 2020, which is the date the financial
statements were available to be issued. In March 2020, the World Health Organization declared the
outbreak of a novel coronavirus (COVID-19) as a pandemic, which continues to spread throughout the
United States. As a result of the deciared outbreak, an economic downturn has had a significant impact on
local and global economies. As a result of the pandemic, volatility in the market may negatively impact
operations in 2020. There was no financial impact on the Organization’s performance in 2019, The
Organization is not aware of any other subscquent events that would materially impact the financial
statements.
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November 12, 2020

To the Board of Trusteas of
The Texas Hill Country Higher Education Davelopment Foundation
Fredericksburg, TX

We have audited the financlal statements of The Texas Hill Country Higher Education Development Foundation for
the year ended December 31, 2019, and we will issue our report thereon dated November 12, 2020. Professional
standards require that we provide you with information about our responsibliities under generally accepted auditing
standards, as well as certain information related to the planned scope and tming of our audit. We have
communicated such Information in our letter to you dated October 13, 2020. Professional standards also require
that we communicate to you the following Information related to our audit.

Significant Audit Mafters
Qualitative Aspacis of Accounting Praclices

Management is responsible for the selection and use of appropriate accounting policies. The significant accounting
policies used by The Texas Hill Country Higher Education Development Foundation are described In Note 1 to the
financial statements. No new accounting policies were adopted and the application of existing policles was not
changed during 2018. We noted no transactions entered into by the Organization during tha year for which there
Is a lack of authoritative guidance or consensus. All significant transactions have been recognized in the financial
statemants in the proper period.

Accounting estimates are an integral part of the financlal statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events.
Certain accounting estimates are particularly sensitive because of their significance to the financial statements and
because of the possibllity that future events affecting them may differ significantly from those expected. The most
sensitive estimate affecting the financial statements was:

Management's estimate of the loan losses for student loans recelvable is based on the historical
collection rate and current collection activity. We evaluated the key factors and assumptions used to
develop the loan losses for student lpans recelvable in determining that it is reasonable In relation to the
financlal statements taken as a whole,

Certain financiat statament disclosures are particularly sensitive because of their significance to financial statement
usars.

The financlal statement disclosures are neutral, consistent, and clear.

Difficultias Encountered In Paerforming the Audit

Wae encountered no significant difficultles in dealing with management in performing and completing our audit.
Correctad and Uncomected Misstatements

Professional standards require us to accumulate alf misstatements identified during the audit, other than those that
are clearly trivial, and communicate them to the appropriate leve! of management. Management has corrected all
such misstatements. In addition, none of the misstatements detected as a result of audit pracedures and corrected
by management were material, elther individually or in the aggregate, to the financial siatements taken as a whole.

Disagreements with Management

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing matter,
whether or not resolved to our satisfaction, that could be significant to the financlal statements or the auditor's report.
We are pleased to report that no such disagreements arose during the course of our audit.



Management Representations

Wae have requested certain representations from management that are included in the management representation
letter dated November 12, 2020.

Management Consultations with Other independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters,
similar to obtaining a *second opinion® on certain sitvations. If a consultation involves application of an accounting
principle to the Organization's financlal statements or a determination of the type of auditor’s oplinion that may be
expressed on those statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowladge, there were no such consultations with
other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, inciuding the application of accounting principles and auditing standards,
with management each year prior to refention as the Organization's auditors. However, these discussions occumred
in the normal course of our professional relationship and our responses were not a condition to our retention.

Other Matters
There were no other matters to report on in this audit.

This information is Intended solely for the use of the Board of Trustees of The Texas Hill Country Higher Education
Development Foundation and is not intended to be, and should not be, used by anyone other than these specified
parties.

Very truly yours,

Hoffendsf v Rnspo, P

NEFFENDORF & KNOPP, PC



