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John M. Rudley 
Interim President,  

University of Houston

Letter from  

               the President 

We are pleased to present the Annual 
Financial Report of the University 
of Houston for Fiscal Year 2007. The 
report provides an overview of the 
university’s financial operations and 
financial position as of August 31,2007. 
The University of Houston, as a public institu-
tion, must account fully for the dollars we receive 
as investments in the educational future of Houston 
and ofTexas. This Annual Financial Report is one means of 
providing assurance of such accountability. 

The University of Houston administration continually 
evaluates the utilization of our resources to keep us the state’s 
premier metropolitan teaching and research institution. Our 
university is home to 12 degree-granting colleges and an 

interdisciplinary honors college. We 
comprise more than 40 research cen-
ters and institutes, and we sponsor 
more than 300 partnerships with cor-

porate, civic, and governmental enti-
ties. More than 4,600 benefits-eligible 

faculty and staff members educate and 
support more than 34,000 students in our 

109 bachelor’s degree programs; 131 master’s 
degree programs; 51 doctoral degree programs; 

and three first professional degree programs. 

The University of Houston has a remarkable past filled with 
great achievements. Men and women from around the world 
and across the nation continue to receive rigorous educations 
thanks to the outstanding support of our university family, 
community partners, and governmental leaders. 
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Jim McShan 
Interim Vice President for Administration and Finance

Message from the  

                  Vice President
The following annual financial report is 
a presentation of the University’s finan-
cial position as of August 31, 2007.

At the University of Houston, we 
pride ourselves on our ability to meet 
the educational needs of traditional and 
non traditional students and to respond 
to the diverse needs of a multicultural stu-
dent population. We offer academic programs 
from the baccalaureate through the doctorate. In 
addition, no single ethnic group constitutes a majority 
of students at UH, and we continue to be the most ethnically 
diverse urban research university in the nation.

In 2007, UH saw an increase in research funding from $77.3 million 
to $86.1 million, or 11.4%. Significant increases in federal research 
funding were from the National Science Foundation and the U.S. 
Department of Education. In fact, funding from the Department of 
Education increased by 82.4% exemplifying UH’s continuing com-
mitment to improving the education of our nation. It was also a 
year for change within the Division of Research, adding a growing 
research development function to facilitate cluster research groups 
and response to interdisciplinary center proposal opportunities.

State support received from the 80th Texas Legislature in 2007 for 
the FY08 09 biennium will enable the University of Houston to invest 
$38 million in new resources in FY08. The emergency appropriations 
bill allocated $2.55 million for Hurricane Katrina related expenses. 
Statewide, formula funding increased over 7% and funding for the 
Research Development Fund (Tier One) was doubled and now totals 
$40.4 million per year resulting in an increase of 46% for UH. In this 
legislative session, UH received debt service funding for the newly 
authorized $57 million science laboratory renovation. For FY07, the 
university limited tuition and fee increases for resident undergradu-
ate students to less than 10%. About 20% of the tuition increases was 
set¬aside for student financial aid. Despite budget pressures from 

increasing utility and property insur-
ance costs, significant resources were 
directed toward academic excellence 
and toward the goal of achieving 
Tier One status.

New faculty positions were created 
along with additional staffing for aca-

demic support operations. Resources 
were applied to faculty and staff reten-

tion efforts in the form of a mid¬year 2% 
average salary increase for faculty and staff, 

which started in January 2007.

The University of Houston continued making major 
strides in 2007 toward updating and expanding its facili-

ties to meet the needs of faculty, staff and students as the university 
works toward Tier One status. In FY07, UH received approval for 
the $9 million Michael J. Cemo Hall, a 33,000 square foot lecture 
hall and academic center that will be located adjacent to the exist-
ing C.T. Bauer College of Business. Construction of this facility will 
begin in 2008 and the anticipated opening is January 2009. This 
complex will house a 450 seat auditorium, three 70¬seat classrooms, 
faculty offices, a testing facility, and the Elizabeth D. Rockwell Career 
Services Center. Also, construction of UH’s graduate and professional 
lofts began in 2007. This is the first major project to be launched as 
part of the new Framework Plan for UH. The 552,000¬square foot 
facility will house more than 700 loft apartments and 10,000 square 
feet of ground¬level retail space. The facility will open in fall 2009. 
In addition, deferred maintenance continued with over $6.9 million 
spent in FY07 on life safety, disabled accessibility, energy conserva-
tion, classroom updating, and building system modernization.

As you can see, the University of Houston continues to lead the way 
among public, urban institutions of higher education by serving our 
major constituencies, our students and faculty, and also the city in 
which we live.
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University of  HoUston

assets
August 31, 2007

Cash & 
Investments

11%

Equipment , 
Books & Art

7%

Buildings, 
Infrastructure, & 
Improvements

22%

Appropriations
4%

Receivables
45%

Inventories &  
Other Assets

4%

Land
4%

Construction in  
Progress

3%

 2007  %  (Millions) 

Cash & Investments  $117,476,165  11% $117.5 
Appropriations 44,668,282 4% 44.7 
Receivables 467,104,281 45% 467.1
Inventories & Other Assets 37,434,141  4%  37.4 
Land  36,576,591  4%  36.6 
Construction in Progress 18,602,066  3%  18.6  
Buildings, Infrastructure, & Improvements  240,559,687  22%  240.5 
Equipment , Books & Art  73,358,482  7%  73.4 

Total Assets  $1,035,779,695  100%  $1,035.8
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University of  HoUston

liabilities
August 31, 2007

Payables & Accrued Liabilities
14%

Deferred Revenue
25%

Accrued 
Compensable 

Absences Payable
4%

Bonds Payable
56%

Funds Held For 
Others
1%

 2007  %  (Millions) 

Payables & Accrued Liabilities $47,652,255  14% $47.6 
Deferred Revenue 85,999,573  25% 86.0 
Accrued Compensable Absences Payable  14,760,041  4% 14.8  
Bonds Payable 196,495,887  56% 196.5 
Funds Held For Others   2,905,960  1%  2.9 

Total Liabilities $347,813,716  100% $347.8 
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University of  HoUston

Operating revenues
For The Year Ended August 31, 2007

Tuition & Fees,  
Net of Discounts

54%

Sales of Auxiliary Services
11%

Sales of Other Goods & 
Services

6%

Federal Grant Revenues
20%

State Grant  
Revenue

5%

Local &  
Private  
Awards

3%

Other  
Operating  
Revenues

1%

 2007  %  (Millions) 

Tuition & Fees, Net of Discounts  $208,752,004  54%  $208.8  
Sales of Auxiliary Services 39,515,536  11%  39.5  
Sales of Other Goods & Services 17,679,211  6%  17.7  
Federal Grant Revenues 75,350,861  20%  75.3 
State Grant Revenue  19,126,459  5%  19.1 
Local & Private Awards  12,351,162  3%  12.4  
Other Operating Revenues  835,527  1%  0.8 

Total Operating Revenues  $373,610,760  100%  $373.6 
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University of  HoUston

Operating expenses - natural ClassifiCatiOn
For The Year Ended August 31, 2007

Salaries & Benefits
64%

Pass Through Expenses
1%

Supplies, Office 
Operations, Travel

13%

Repairs & Maintenance
1%

Financing  
& Legal

2%

Communication  
& Utilities

6%

Scholarships
5%

Depreciation
5%

Other Operating 
Expenses

3%

 2007  %  (Millions) 

Salaries & Benefits $371,461,043 64% $371.4
Pass Through Expenses  2,864,024  1% 2.9 
Supplies, Office Operations, Travel 78,186,321  13%  78.2 
Communication & Utilities 34,604,291  6%  34.6 
Repairs & Maintenance  6,394,922  1%  6.4 
Financing & Legal  14,081,307  2%  14.1 
Scholarships 31,658,463  5%  31.7 
Depreciation 26,195,250  5% 26.2 
Other Operating  Expenses 19,840,138 3%  19.8 

Total Operating Expenses (Natural)  $585,285,759  100% $585.3
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University of  HoUston

tOtal revenues
For The Year Ended August 31, 2007

Tuition & Fees,  
Net of Discounts

31%

Grants & Contracts
16%

Legislative  
Sources
26%

Gifts
7%

Investment  
Income

6%

HEAF 
Appropriation

4%

Other 
Sources

1%

Non-Operating 
Revenue
44%

Sales of Goods  
& Services

9%

 2007  %  (Millions) 
Operating Revenue
Tuition & Fees, Net of Discounts $208,752,004  31%  $208.8  
Sales of Goods & Services 58,030,274  9%  58.0 
Grants and Contracts 106,828,482  16%  106.8 
Non-Operating Revenue
Legislative Sources 171,431,617  26%  171.5 
HEAF Appropriation 23,517,427  4% 23.5 
Gifts 48,307,155  7% 48.3 
Investment Income 37,783,842  6%  37.8 
Other Sources 7,303,673  1% 7.3 

Total Revenues $661,954,474  100%  $662.0 
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University of  HoUston

tOtal expenses
For The Year Ended August 31, 2007

Salaries & Benefits
63%

Pass Through Expenses
1%

Office Operations & 
Supplies
20%

Financing  
& Legal

2%

Other  
Operating 
Expenses

3%

Scholarships
4%

Depreciation
4%

Interest  
Expense

1% Non-Operating 
Expense

2%

  2007  %  (Millions) 

Non-Operating Expenses
Interest Expense  $8,706,185  1%  $8.7
Non-Operating Expense  13,930,925  2%  13.9
Operating Expenses
Salaries and Benefits  371,461,043  63%  371.4
Pass Through Expenses  2,864,024  1%  2.9
Office Operations & Supplies  119,185,534  20% 119.2
Financing and Legal  14,081,307  2%  14.1
Scholarships  31,658,463  4%   31.7
Depreciation 26,195,250  4%  26.2
Other Operating Expenses  19,840,138  3%  19.8 

Total Expenses (Natural)  $607,922,869  100%  $607.9
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University of  HoUston

statement Of net assets
August 31, 2007

 2007 2006
Assets
Current Assets 

Cash and Cash Equivalents   $ 55,121,569 $ 56,812,297 
Short-term Investments 694,719 2,602,264 
Restricted Cash and Cash Equivalents 20,886,047  21,110,666 
Loans and Contracts 6,007,303  6,322,818 
Legislative Appropriations 44,668,282  45,544,229 
Receivables 190,443,244  172,860,947 
Inventories 2,980,408  2,292,025 
Deferred Charges 18,976,131  14,889,895 

Total Current Assets 339,777,703  322,435,141 

Non-Current Assets 
Restricted Cash and Cash Equivalents 40,544,469  19,229,792 
Loans and Other Receivables 286,131,337  274,846,964 
Investments 229,361  530,368 
Capital Assets, Non-Depreciable 55,178,656  40,746,288 
Capital Assets, Depreciable 869,715,268  860,725,471 
Accumulated Depreciation (555,797,099) (529,601,849)

Total Noncurrent Assets 696,001,992  666,477,034 

ToTal asseTs 1,035,779,695  988,912,175 

liabilities
Current Liabilities 

Payables 47,611,686  48,474,529 
Deferred Revenues 85,999,573  78,474,509 
Employees’ Compensable Leave 6,841,279  6,426,248 
Notes Payable 26,775  65,145 
Revenue Bonds Payable 13,530,288  13,073,295 
Funds Held for Others 2,905,960  3,759,753 

Total Current Liabilities 156,915,561  150,273,479 

Noncurrent Liabilities 
Payables 13,794  14,578 
Employees’ Compensable Leave 7,918,762  7,543,857 
Revenue Bonds Payable 182,965,599  197,145,887 

Total Noncurrent Liabilities 190,898,155  204,704,322 

ToTal liabiliTies 347,813,716  354,977,801 

Net Assets 
Invested in Capital Assets, Net of Related Debt 176,514,722  173,204,663 
Restricted, Debt Retirement 23,512  22,211 
Restricted, Capital Projects 586,629  617,403 
Restricted, Other 66,680,653  58,047,663 
Nonexpendable, Endowment Funds 263,219,753  244,556,818 
Unrestricted 180,940,710  157,485,616 

ToTal NeT asseTs $ 687,965,979 $ 633,934,374 
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University of  HoUston

statement Of revenues, expenses anD Changes in net assets
For The Year Ended August 31, 2007

 2007 2006
Operating Revenues

Tuition and Fees, Net of Discounts $ 208,752,004  $ 188,759,941 
Sales of Goods and Services 58,030,274  52,670,622 
Federal Revenue 75,350,861  75,333,190 
State Grant Revenue 19,126,459  18,906,043 
Other Grants and Contracts 12,351,162  14,151,019 

Total Operating Revenues 373,610,760  349,820,815 

Operating Expenses
Instruction 169,867,475  171,518,996 
Research 72,566,801  73,163,159 
Public Service 31,297,741  30,396,554 
Academic Support 88,892,432  77,918,229 
Student Services 23,479,032  21,814,562 
Institutional Support 44,947,976  42,461,723 
Operation and Maintenance of Plant 34,909,437  40,149,675 
Scholarships and Fellowships 30,190,626  26,528,033 
Auxiliary Enterprises 62,938,989  54,321,652 
Depreciation and Amortization 26,195,250  18,200,188 

Total Operating Expenses 585,285,759  556,472,771 

Operating Income (Loss) (211,674,999) (206,651,956)

Nonoperating Revenues (Expenses)
Legislative Revenue 173,081,014  170,343,186 
Gifts 39,467,494  29,431,274 
Investment Income 38,273,149  56,620,777 
Interest Expense and Fiscal Charges (8,706,185) (9,319,201)
Other Nonoperating Revenues (Expenses) (13,930,925) (22,242,898)

Total Nonoperating Revenues (Expenses) 228,184,547  224,833,138 

Income (Loss) Before Other Revenues, Expenses,  
Gains, Losses and Transfers 16,509,548  18,181,182 

Other Revenues, Expenses, Gains, Losses and Transfers
Capital Appropriation (Higher Education Assistance Funds) 23,517,427  23,517,427 
Additions to Permanent and Term Endowments 8,350,354  6,839,181 
Intercomponent Transfers 7,303,673  9,963,334 
Transfers (1,765,099) (1,444,713)
Legislative Transfers 130,816  130,816 
Legislative Appropriations Lapsed (15,114) (1,206,798)

Total Other Revenues, Expenses,  
Gains, Losses and Transfers 37,522,057  37,799,247 

Change In Net Assets 54,031,605  55,980,429 

Net Assets Beginning 633,934,374  577,953,945 
Restatements 0 0  
Net Assets Beginning, as Restated 633,934,374  577,953,945 

Net Assets, Ending $ 687,965,979  $ 633,934,374
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University of  HoUston

statement Of Cash flOws 
For The Year Ended August 31, 2007

 2007 2006 
Cash Flows from Operating Activities

Proceeds Received from Students and Customers $ 233,200,903  $ 211,055,285 
Proceeds from Loan Programs 4,030,433  3,362,522 
Proceeds from Other Revenues 133,385,035  140,692,446 
Payments to Suppliers for Goods and Services (128,160,635) (116,081,853)
Payments to Employees (369,795,553) (359,078,091)
Payments for Loans Provided (3,301,533) (3,882,286)
Payments for Other Expenses (66,758,017) (60,319,429)

Net Cash Provided (Used) by Operating Activities (197,399,367) (184,251,406)

Cash Flows from Noncapital Financing Activities
Proceeds from State Appropriations 174,072,663  174,961,128 
Proceeds from Gifts 25,806,490  22,310,336 
Proceeds from Endowments 22,002,716  19,356,927 
Proceeds from Transfers from Other Funds 12,626,658  14,916,303 
Payments for Other Uses (21,734,682) (42,973,005)

Net Cash Provided by Noncapital Financing Activities 212,773,845  188,571,689 

Cash Flows from Capital and Related Financing Activities
Proceeds from Capital Financing Activities 30,765,523  33,196,504 
Payments for Additions to Capital Assets (26,015,084) (27,505,479)
Payments of Principal and Interest on Debt Issuance (22,417,560) (22,855,201)

Net Cash Used by Capital and Related Financing Activities (17,667,121) (17,164,176)

Cash Flows from Investing Activities
Proceeds from Interest and Investment Income 37,790,084  52,859,002 
Payments to Acquire Investments (16,098,111) (13,643,662)

Net Cash Provided by Investing Activities 21,691,973  39,215,340 

Increase (Decrease) in Cash and Cash Equivalents 19,399,330  26,371,447 
Cash and Cash Equivalents, September 1 97,152,755  70,781,308 
Restatements to Beginning Cash and Cash Equivalents 0 0

Cash and Cash Equivalents, August 31 116,552,085  97,152,755 

Reconciliation of Operating Income (Loss) to Net Cash Provided (Used) by Operating Activities

Operating Income (Loss) (211,674,999) (206,651,956)

Adjustments to Reconcile Operating Income to Net Cash Provided (Used) by Operating Activities
Amortization and Depreciation 26,195,250  18,200,188 

Changes in Assets and Liabilities
(Increase) Decrease in Receivables (14,441,135) (1,549,254)
(Increase) Decrease in Inventories (688,383) 762,266 
(Increase) Decrease in Loans and Contracts 728,900  (519,763)
(Increase) Decrease in Prepaid Expenses (4,086,236) 3,914,344 
Increase (Decrease) in Payables (576,309) (4,764,063)
Increase (Decrease) in Deferred Income 7,525,063  3,617,432 
Increase (Decrease) in Other Liabilities (381,518) 2,739,400 

Total Adjustments 14,275,632  22,400,550 

Net Cash Provided by Operating Activities $ (197,399,367) $ (184,251,406)



2 0 0 6 - 0 7  a n n u a l  F i n a n c i a l  r e p o r t1 3

University of  HoUston

sCheDule Of Operating expenses
For The Year Ended August 31, 2007

Expenses by Functional Classification
Instruction $ 169,867,475  $ 171,518,996 
Research 72,566,801  73,163,159 
Public Service 31,297,741  30,396,554 
Academic Support 88,892,432  77,918,229 
Student Services 23,479,032  21,814,562 
Institutional Support 44,947,976  42,461,723 
Operation & Maintenance of Plant 34,909,437  40,149,675 
Scholarships & Fellowships 30,190,626  26,528,033 
Auxiliary Enterprises 62,938,989  54,321,652 
Depreciation & Amortization 26,195,250  18,200,188 

Total Expenses by Expenditure Function $ 585,285,759  $ 556,472,771 

 2007 2006
Expenses by Natural Classification

Cost of Goods Sold $ 2,878,115  $ 1,890,506 
Salaries and Wages 305,579,336  296,400,424 
Benefits 65,881,707  63,136,457 
Professional Fees and Services 36,126,543  32,197,582 
Federal Pass-Through Expenses 2,864,024  6,481,535 
State Pass-Through Expenses 0  204,407 
Travel 10,663,670  10,027,630 
Materials and Supplies 24,766,571  25,392,022 
Communication and Utilities 34,604,291  36,698,424 
Repairs and Maintenance 6,394,922  5,609,944 
Rentals and Leases 11,844,968  10,532,689 
Printing and Reproduction 3,751,422  3,607,009 
Depreciation and Amortization 26,195,250  18,200,188 
Interest 1,619,063  1,590,513 
Scholarships 31,658,463  27,821,398 
Claims and Losses 617,276  676,859 
Other Operating Expenses 19,840,138  16,005,184 

Total Operating Expenses $ 585,285,759  $ 556,472,771 
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University of  HoUston

management’s DisCussiOn anD analysis

iNTRoDUCTioN
The following section of the University of Houston’s Financial 
Report provides an overview of the activities and the finan-
cial position of the University of Houston for the fiscal year 
ended August 31, 2007. This Management’s Discussion and 
Analysis is intended to offer a summary of significant cur-
rent year activities, resulting changes, and currently known 
economic conditions and facts. This analysis should be read 
in conjunction with the university’s basic financial state-
ments and the notes to the statements.

baCKGRoUND
The University of Houston (UH), located in the nation’s 
fourth largest metropolitan area, is part of the state-sup-
ported system of higher education in Texas, serving over 
34,000 students and generating in excess of $85 million in 
externally funded research awards annually. The university is 
the flagship institution of the University of Houston System, 
and is its principal doctoral degree-granting institution. As 
such, it has the traditional functions of a comprehensive 
research university including a full range of undergradu-
ate through post-doctoral academic programs, nationally 
recognized quality in its programs and faculty, extensive 
externally funded basic and applied research, and diverse 
cultural and public service programs of benefit to the com-
munity and the state. The university is the largest provider 
of baccalaureate services for Houston and the Upper Texas 
Gulf Coast region.

The university offers exceptional programs and outstanding 
opportunities for its students, who learn from some of the 
world’s premier scholars and researchers. UH students come 
from across the United States and from more than 130 coun-
tries, which accounts for diversities in ethnicities, cultures, 
and interests unique among the nation’s urban research 
universities. Undergraduates choose from 109 majors and 
minors. At the graduate level, 131 master’s, 51 doctoral, and 
three professional degree programs are offered. Additional 
academic opportunities are offered online through the 
Distance Education program, and individuals may take 
non-credit courses through Continuing Education.

oVeRVieW oF THe FiNaNCial 
sTaTeMeNTs
The financial statements for fiscal year 2007 have been 
prepared in accordance with accounting pronouncements 
promulgated by the Governmental Accounting Standards 
Board (GASB). These include Statement No. 34, Basic 
Financial Statements – and Management’s Discussion 
and Analysis – for State and Local Governments, and 
GASB Statement No. 35, Basic Financial Statements – and 
Management’s Discussion and Analysis – for Public Colleges 
and Universities. The requirements focus on the preparation 
of financial statements that present financial operations in 
the aggregate, rather than accountability by individual fund 
group. These standards were adopted by the State of Texas 
and the university during the 2002 fiscal year. All financial 
statements for fiscal years 2002 through 2007 have been pre-
pared in accordance with these rules.

Governmental Accounting Standards Board Statement No. 35 
requires the university to include three financial statements 
in the annual financial report. They are (1) the Statement 
of Net Assets, (2) the Statement of Revenues, Expenses, and 
Changes in Net Assets, and (3) the Statement of Cash Flows. 
The information contained in the financial statements of the 
University of Houston is part of and included in the State of 
Texas Comprehensive Annual Financial Report. The finan-
cial statements of the university are presented for the fiscal 
year ended August 31, 2007, with financial data for the fiscal 
year ended August 31, 2006, provided for comparative pur-
poses. Prior year totals have been reclassified, when neces-
sary, to reflect current year changes in reporting procedures 
and to enhance comparability of reported totals.
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The format of the statewide financial statements presents 
a more comprehensive perspective of the state’s financial 
activities. The state’s activities are divided into three types 
for presentation in the primary financial statements. They 
are Governmental Activities, Business-type Activities, and 
Component Units. The financial operations of the University 
of Houston are considered a business-type activity because 
the university charges a fee, in the form of tuition, to custom-
ers in order to pay for a majority of the cost of the services 
provided. Under this classification, the university’s financial 

statements conform to the guidelines and presentation for-
mats prescribed for Proprietary Funds.

As required by GASB reporting standards, the university 
reports accumulated depreciation on its capital assets. 
Additionally, the university recognizes a current year charge 
for depreciation expense. Revenues and expenses are clas-
sified as either operating or non-operating in the financial 
statements. The statements provide a measurement of entity-
wide operations. Significant portions of the university’s 
recurring resources are classified as non-operating by GASB 
Statement No. 35. Substantially all state appropriations are 
treated as non-operating revenues.

Tuition and fee revenues are reported net of any scholarship 
discounts and allowances. A scholarship allowance is the 
difference between the stated charge for services provided 
by the university and the amount that is paid by the student 
or third parties making payments on behalf of the student. 
Funds received to satisfy student tuition and fee charges are 
reported as revenue only once. Institutional resources pro-
vided to students as financial aid are reported as scholarship 
allowances in amounts up to and equal to amounts owed by 
the students to the university. This accounting procedure is 
known as tuition discounting.
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Total Liabilities
$347,813,716   

Net Assets
$687,965,979   

Total Assets
$1,035,779,695 

Total Liabilities
$354,977,801   

Net Assets
$633,934,374   

Total Assets
$988,912,175 
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Statement of Net Assets
sTaTeMeNT oF 
NeT asseTs
The first schedule pre-
sented is the Statement of 
Net Assets. The statement 
reflects the university’s 
assets and liabilities using 
the full accrual basis of 
accounting, and represents 
financial position as of the 
conclusion of the fiscal year. 
This is a point in time finan-
cial presentation and pres-
ents a snapshot view of the 
financial status as of August 
31, 2007. Comparative data 
for the previous fiscal year 
has also been presented as 
of August 31, 2006. Assets 
and liabilities are presented 
as either current or non-
current to provide an indi-
cation of their anticipated 
liquidation. Net Assets 
is equal to Assets minus 
Liabilities. Unrestricted Net 
Assets are available to the 
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not subject to the stipulations of external requirements, a 
significant portion of the university’s unrestricted net assets 
are committed to various future operating budgets related to 
academic, research, and capital programs and projects. These 
commitments are summarized in the accompanying table.

UNResTRiCTeD NeT asseTs
as of August 31, 2007 
(to millions)    

Reserved For   
Accounts Receivable $ 19
Encumbrances 10
Higher Education Fund 28
Future Operating Budgets 29
Other Funds 11

Unreserved   
Allocated   

Capital Projects (3)  
Endowment & Loan Funds 39  
Retirement of Indebtedness (4)  
Student Fees 19

Unallocated 33
Total Unrestricted Net Assets $ 181
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Non-Operating 
Revenues, net
$35,503,124

Gifts and Endowments
$36,270,455

Increase in Net Assets
$56,461,54

Operating Expenses
$556,472,771

Legislative Revenues
$191,339,918

Operating Revenues
$349,820,815

Non-Operating 
Revenues, net
$21,174,613

Gifts and Endowments
$47,817,848

Increase in Net Assets
$54,031,605

Operating Expenses
$585,285,759

Legislative Revenues
$196,714,143

Operating Revenues
$373,610,760

Millions

2006 2007

Statement of Revenues, Expenses 
and Changes in Net Assets

university for any lawful purpose. Unrestricted Net Assets 
often have constraints on resources, which are imposed by 
management, but can be removed or modified. On August 
31, 2007, the University of Houston’s Assets totaled $1.04 
billion, and Liabilities totaled $348 million, resulting in a Net 
Asset valuation of $688 million. This represents an increase 
in net assets of $54 million.

The Statement of Net Assets allows the reader of the finan-
cial statements to determine the assets available for use in 
the continuing operations of the university. Also, the reader 
will be able to determine the amounts owed to vendors, 
investors and lending institutions. Net Assets are presented 
in three major categories: invested in capital assets, net of 
debt; restricted net assets; and unrestricted net assets. The 
invested in capital assets category identifies the equity in 
property, plant, and equipment owned by the university. 
Restricted net assets are presented in two sub categories: non-
expendable and expendable. Non-expendable restricted net 
assets are available only for endowed investment purposes. 
Expendable net assets are available for expenditure but 
must be expended for the purposes specified by the exter-
nal donor/provider of the assets. Unrestricted net assets are 
available for any lawful purpose of the university. Although 

sTaTeMeNT oF ReVeNUes, eXPeNses aND CHaNGes iN NeT asseTs
The next statement comprising the primary financial state-
ments is the Statement of Revenues, Expenses, and Changes 
in Net Assets. This schedule identifies operating and non-
operating revenues received by the university. Additionally, 

both the operating and non-operating expenses incurred by 
the university during the fiscal year are displayed. Finally, 
any other gains and losses or other forms of revenue and 
expense are reported.

During the 2007 fiscal year, the university rec-
ognized operating revenues of $374 million and 
operating expenses of $585 million. After recog-
nizing non-operating activities and other gains 
and losses, the university realized a current year 
net increase in net assets of $54 million. During 
the prior fiscal year, the university experienced 
an increase in net assets of $56 million.
Operating revenues are received and recognized 
as a result of providing services to the university’s 
customers. Operating expenses are the costs nec-
essary to provide those services and to fulfill the 
mission of the university. Operating expenses 
are displayed in the Statement using the func-
tional method of classification. The functional, 
or programmatic, classification method presents 
operating expenses in a manner that reflects the 
university’s commitments in fulfilling its mis-
sion of instruction, research, and public service, 
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as well as the requirements of supporting and maintaining 
its administrative and physical structure. A supplemental 
Schedule of Operating Expenses displays operating expenses 
comparing the functional classification and the natural 
classification methods. The natural method of presentation 
displays the operating expenses in a manner that categorizes 
the objects of expenditure within various cost centers. Non-
operating revenues are those received for which no services 

are directly provided. State appropriations are classified as 
non-operating revenue because they are provided by the 
Legislature to the university without the Legislature directly 
receiving goods or services for those revenues. As previously 
mentioned, significant portions of the university’s recurring 
resources are classified as non-operating. Net resources from 
other than operating revenues totaled $288 million for fiscal 
year 2007.

0 $50 100 150 200 250 300 $350

Salaries

Benefits

Operations and Services

Utilities, Supplies and Maintenance

Depreciation and Amortization

Scholarships
$27,821,398

$31,658,463

18,200,188 

26,195,250

67,700,390 

65,765,784

83,213,914

90,205,219

63,136,457 

65,881,707

$296,400,424 

$305,579,336

Millions

2007 Total $585,285,759

2006 Total $556,472,771

Schedule of Expenses by Nature

sTaTeMeNT oF CasH FloWs
The third primary statement included in the financial state-
ments is the Statement of Cash Flows. This schedule explains 
the change during the fiscal year in cash and cash equivalents, 
regardless of whether there are restrictions on their use. The 
Statement of Cash Flows should be used in conjunction with 
related disclosures and information in the other financial 
statements. The statement can provide relevant information 
about an entity, such as the ability to generate future net cash 
flows, the ability to meet obligations when due, or reasons 
for differences between operating income and associated 
cash receipts and payments. The statement is comprised of 
five sections. The first section recognizes the cash flows from 

operating activities as well as the net cash used by operating 
activities. The second section identifies the cash flows from 
non-capital financing activities. The third section reflects 
the cash flows from capital and related financing activities. 
The next section details the cash flows from investing activi-
ties. The final section reconciles net cash used to the operat-
ing loss or income reflected on the Statement of Revenues, 
Expenses, and Changes in Net Assets.

The cash and cash equivalents balance at the conclusion of 
the fiscal year totaled $117 million, which reflected a net 
increase in cash of $19 million.
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Millions

$26,195,250
$18,200,188

62,938,250
54,321,652

30,190,626
26,528,033

34,909,437
40,149,675

44,947,976
42,461,723

23,479,032
21,814,562

88,892,432
77,918,229

31,297,741
30,396,554

72,556,801
73,163,159

$169,867,475
$171,518,996

2006 Total Expenses-$556,472,771

2007 Total Expenses-$585,285,759

Schedule of Expenses by Function

CaPiTal asseTs
Critical to maintaining the quality of academic, research, and 
service programs, as well as residential life, is the development 
and renewal of the university’s capital assets. The university 
continues the implementation of its long-range capital plan, 
with a prudent combination of renovation and moderniza-
tion of older facilities, along with new construction.

As of the end of the 2007 fiscal year, the university had $369 
million of capital assets, net of accumulated depreciation. 
These assets included land, buildings, infrastructure and 
improvements, furniture and equipment, library books, and 
works of art. Several major capital construction projects are 
in various stages of completion, and the cumulative invest-
ment in these assets is reported as construction in progress. 
Capital assets, net of accumulated depreciation, at August 
31, 2006, totaled $372 million.

Design and construction have begun for the Michael J. Cemo 
Hall, with an anticipated completion during the spring of 
2009. Along with a state of the art auditorium, with a seating 
capacity of 450, two 70-seat classrooms, and faculty offices, 
the multi-story building will house two vital services for stu-
dents, a testing facility and the Elizabeth D. Rockwell Career 
Services Center. Secondly, construction is under way on 
the UH graduate and professional students loft apartments 
and retail complex. This facility will be the university’s first 

campus housing designed exclusively for graduate and pro-
fessional students, which is appropriate since UH’s enroll-
ment has the highest proportion of graduate students of any 
university in the state. Additionally, construction of subse-
quent phases of the Science and Engineering Research and 
Classroom Complex (SERCC) has begun, with the design 
and build out of interior laboratories and research equip-
ment. The facility will enhance collaborative research among 
scientists, engineers, and physicians. Much of the university’s 
joint research with the Texas Medical Center – including 
bionanotechnology, drug design, and synthetic medicinal 
chemistry – will be conducted at the SERCC.

The university’s recently developed campus Master Plan was 
unveiled during the summer of 2006, and approved by the 
UH System Board of Regents during the 2007 fiscal year. The 
plan lays a framework for growth and expansion of services. 
By the year 2020, the campus will have a greater number 
of housing facilities, improved academic buildings with 
an increased amount of square footage, and new lifestyle 
facilities, including stores, restaurants, social and gathering 
places, and enhanced transportation facilities. The university 
maintains a goal of improving the physical condition of the 
campus and its various facilities, while at the same time, pre-
serving their condition and maximizing their utilization.
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DebT aDMiNisTRaTioN
The university believes that the prudent use of debt to finance 
capital projects is an effective tool in the management of 
its financial resources. Detailed information concerning 
the university’s long-term debt is found in the Notes to the 
Financial Statements.

The University of Houston is authorized by statute to issue 
long-term debt in the form of revenue bonds. Each series of 
revenue bonds issued is backed by a pledged revenue source 
specified in the bond resolution. Additionally, each issue is 
designed to be self supporting from the primary revenue 
source.  A portion of debt service is funded by biennial 
State appropriations.  At August 31, 2007, the University of 
Houston had $196 million of long term bonded debt out-
standing, $14 million of which will be retired during the 
2008 fiscal year.

No additional bonded indebtedness was authorized or 
issued during the 2007 fiscal year. The State Legislature 
appropriated additional funds to pay debt service during 
the 2008-2009 biennium for planned Consolidated Revenue 
Bonds. Authorization and issuance of additional long-term 
debt is anticipated to occur during the fourth quarter of the 
2008 fiscal year.

eCoNoMiC oUTlooK
The University of Houston is strongly committed to 
undergraduate education and moving students from 
matriculation to graduation while maintaining rigorous 
academic standards. As the demands and requirements of 
our population and economic/industrial base increase, a 
citizenry educated through the baccalaureate has become 
imperative for the future success of our state. Houston and 
the Upper Gulf Coast region are critical to this success, and 
as the region’s largest provider of baccalaureate services, the 

University of Houston’s responsibility is significant. Part of 
this responsibility includes ensuring access to all qualified 
students regardless of cultural/ethnic background or eco-
nomic position – factors that have stood as roadblocks to 
participation in higher education in the past. If we do not 
create an environment hospitable to all people, we will not 
have done our job as educators, and the potential of Texas 
citizens will not be maximized. Part of this responsibility is 
also to ensure that students have the support they need to 
complete their degrees in a timely manner. The University 
of Houston is implementing a major student retention and 
graduation initiative, to increase the number of academic 
advisors on campus and the availability of financial aid. We 
have also created a four-year graduation pledge and scholar-
ship reward program for freshmen who complete at least 30 
credit hours per year.

In addition to its instructional goals, the University of 
Houston is committed to the discovery, dissemination, 
and application of knowledge. In this regard, UH is unique 
among state research institutions because of its location in 
Houston – one of the most ethnically diverse, economically 
dynamic, and culturally rich areas of the nation. In fact, the 
University of Houston is the most ethnically diverse research 
university in the United States. Of fundamental importance 
to the university is its ability to capitalize on the city’s 
resources to improve its academic programs, the research 
experience of its faculty and students, and the cultural and 
economic development of the city, state, nation, and world. 
Over the past several years, the University of Houston has 
built multi-disciplinary research programs in areas such as 
materials science, the biosciences, and the computational 
sciences, all of which align with major regional and state 
industries – energy, biotechnology, aerospace, and comput-
ers. In doing so, we have created programs of international 
reputation that contribute greatly to the regional and state 
economies.

The General Appropriations Act adopted by the 80th Texas 
Legislature in May, 2007, resulted in overall increased fund-
ing for the 2008-2009 biennium, ranging from resources for 
capital improvements to support for twenty-first century 
research. The university received almost $7.5 million each 
year of the biennium from the Research Development Fund 
in order to support research infrastructure. Additionally, the 
Texas Competitive Knowledge Fund was created to support 
research faculty at the University of Houston, the University 
of Texas at Austin, Texas A&M University, and Texas Tech 
University. UH will receive appropriations of $4.1 million 
each year of the biennium from this fund. As valuable as state 
support is to the university, an ever-increasing percentage 
of the UH budget, however, comes from sources other than 
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state funding. These sources include tuition and fees, federal 
research dollars, and gifts from individuals, foundations, and 
corporations. UH Board of Regents and UH management 
try to keep tuition as low as realistically possible, and that 
means that the university must rely on community partners 
and their philanthropy for the extra margin of excellence in 
everything that is done.

In November 2007, the Board of Regents unanimously 
appointed Dr. Renu Khator president of the University of 
Houston and chancellor of the UH System. Dr. Khator, who 
has been serving as provost and senior vice president at the 
University of South Florida, will take office in January 2008. 
She becomes the third person to hold the dual title of UH 
System chancellor and UH president. She follows Arthur 
Smith, who retired in 2003, and Jay Gogue, who became 
president of Auburn University, his alma mater, during the 
summer of 2007.

The university is not aware of any known facts, decisions, 
or conditions that are expected to have a significant effect 

on the financial position or results of operations dur-
ing the 2008 fiscal year. Although it is not pos-

sible to predict ultimate results, management 
believes the University of Houston’s financial 

condition and position are strong. The 
university’s administrative and manage-

ment teams realize that universities 
must be good stewards of the dollars 
with which they are entrusted. The 
University of Houston is commit-
ted to this principle. Accomplishing 
the university’s goals and mission 
is predicated on the effective man-
agement of resources, which the 
University of Houston strives to 

achieve.
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University of  HoUston

framewOrk plan fOr the university Of hOustOn

PRoGRess UPDaTe
The University of Houston’s recently developed Framework 
Plan lays the foundation for a bold and exciting vision. 
Controlled growth on the current 550 acres will assure 
retention of green spaces, trees, and outdoor sculpture to 
help retain the feeling of an urban oasis. Building square 
footage will increase by a factor of two to more than 15 mil-
lion. Enrollment will increase to as many as 45,000 students. 
This is an increase of more than 30 percent. It will be pos-
sible for as many as 11,000 to live on campus in apartment 
style housing.

Improved transportation options will enhance convenient 
parking that will be integrated with academic and housing 
facilities and incorporate an on-campus shuttle system. The 
campus will have more housing in all areas, improved aca-
demic buildings, and new lifestyle features, such as stores, 
restaurants, and gathering places.

As implementation of the plan moves forward, the campus 
will evolve into five distinct areas. The Arts District will be 
in the northern quadrant, while the Professional District 
will be to the east. The Undergraduate District will be to the 
south, and to the west will be the location of the Stadium 
District. The Core Academic District, encompassing liberal 
arts and sciences, occupies the heart of the university. UH 
will become a more pedestrian-focused campus. Primary 
transportation routes will surround the university with 
shuttle lines to provide cross-campus access.

Core Academic District
Liberal arts, sciences, and the library are literally and 
figuratively at the core of the institution. Students already 
benefit from the expanded M.D. Anderson Library, which 
is nearly twice as large and includes greatly enhanced 

computer facilities and new student gathering spaces. The 
Honors College moved into the new library wing, providing 
much-needed classroom, seminar, and student spaces. The 
Science and Engineering Research and Classroom Complex 
will house interdisciplinary health and nanotechnology 
research.

Undergraduate District
Enriching the undergraduate experience is a top priority for 
the University of Houston. The southern edge of campus 
will see an expansion of undergraduate housing designed to 
blend into the surrounding neighborhood while supporting 
our under-graduate students’ needs and interests outside the 
classroom. Academic and student support programs also are 
expanding to better accommodate full-time and part-time 
undergraduate students and to help them graduate on time. 
The Framework Plan’s integration of study, entertainment, 
and living space assists students in receiving the most from 
their university experience.

Professional District
Business, engineering, optometry, and law form the heart of 
the Professional District – an environment including town 
home living, student support services, and expanded aca-
demic complexes.

Graduate housing in the graduate and professional students 
loft apartments is well on the way to becoming a reality. 
Ground was broken in August of 2007 for this project. The 
facility will have 700 high-ceiling loft style apartments and 
10,000 square feet of ground level retail space. The lofts will 
be the university’s first housing designed exclusively for 
graduate and professional students. Along Calhoun Road, 
the plan calls for an urban residential street that caters to 
graduate and married students.
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Arts District
The Arts District will serve 

arts and architecture 
students and welcome 
thousands of visitors each 
year. The district also will 
create public venues and 

an artistic environment 
that incorporates loft-style 

housing, academic facilities, and 
social spaces. The proposed Rebecca and 

John J. Moores School of Music addition will provide new 
classrooms and rehearsal and recital spaces. An expansion of 
Blaffer Gallery, the Art Museum of the University of Houston, 
will add modern galleries, an auditorium, and a sculpture 
garden. The new Burdette Keeland Jr. Design Exploration 
Center in the Gerald D. Hines College of Architecture is 
open and ready to provide a creative area for digital fabri-
cation projects to create new architectural designs under a 
“green roof” of native plants and grasses.

The C. T. Bauer College of Business, cited by The Princeton 
Review as having the number two entrepreneurship pro-
gram in the country, is developing programs that will sup-
port undergraduate, graduate, and executive education. The 
Michael J. Cemo Hall will be a $9 million state of the art 
building to house two large classrooms, an auditorium, and 
several other career based services for students. Ground 
breaking is scheduled for early 2008.

The Cullen College of Engineering plans to create an aca-
demic and student life facility with space for petroleum and 
industrial engineering. The UH Law Center will increase and 
enhance its academic and library facilities, and the College 
of Optometry is planning a new graduate research facility.

Stadium District
Cougar athletics have a rich tradition at UH. The Stadium 
District will combine sports venues along the campus’ west 
corridor and create a well-defined pedestrian area with 
walkways and expanded facilities. The proposed terminal 
for the University Light Rail line that will connect UH to the 
Galleria, west Houston, the downtown business district, and 
UH-Downtown is located in this district. The Framework 
Plan calls for a transportation hub linked to an extended 
on-campus shuttle system.

The plan is more than a dream. 
Strategic implementation 
is already in progress. 
Construction projects 
are moving forward.  
The planned areas 
are taking shape 
as construction is 
completed. 
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GeNeRal iNTRoDUCTioN
The State Auditor of Texas has not audited the accompa-
nying Annual Financial Report and, therefore, an opinion 
has not been nor will be expressed on the financial state-
ments and related information contained in this report. The 
information contained in the financial statements of the 
University of Houston is part of and included in the State of 
Texas Comprehensive Annual Financial Report, upon which 
an opinion is expressed. The state’s financial statements are 
audited by the State Auditor.

eNTiTY
The University of Houston (the University) is an agency 
of the State of Texas. It’s financial records comply with 
state statutes and regulations. This includes compliance 
with the Texas Comptroller of Public Accounts’ Reporting 
Requirements for Annual Financial Reports of State Agencies 
and Universities.

The University serves the state as the primary provider of 
educational and cultural opportunities, skilled employers 
and leaders, technical knowledge, and innovative research 
to the Houston metropolitan area and the upper Texas Gulf 
Coast region. Houston and the upper Gulf Coast region 
represent approximately one fourth of the state’s population 
and economy.

The University is a component of the University of Houston 
System (the System), which was established by House Bill No. 
188, 65th Legislature, Regular Session, effective September 1, 
1977. The University of Houston, previously a private univer-
sity, became a state agency in 1963. The System is governed 
by an appointed nine member Board of Regents.

University of  HoUston

nOtes tO the finanCial statements
For The Year Ended August 31, 2007

During the 2002 fiscal year, the State of Texas adopted 
Governmental Accounting Standards Board (GASB) 
Statement No. 34, Basic Financial Statements - and 
Management’s Discussion and Analysis - for State and Local 
Governments, and GASB Statement No. 35, Basic Financial 
Statements - and Management’s Discussion and Analysis 
- for Public Colleges and Universities. These accounting 
pronouncements established new reporting requirements 
including the presentation of new financial information and 
a restructuring of the presentation of previous fiscal years. 
Since the University’s annual financial report is not subject 
to a separate financial audit, certain information, such as a 
complete set of Government-Wide Financial Statements, 
is not included in the accompanying report. The financial 
statements are presented in columnar form, including totals 
for prior year data. Prior year totals have been restated when 
necessary to reflect current year changes in reporting proce-
dures and to permit comparability of reported totals.

No component units have been identified which should have 
been discretely presented in the financial statements.

basis oF aCCoUNTiNG
A. Fund Structure
The accompanying financial statements are presented on 
the basis of funds, each of which is considered a separate 
accounting entity. The operations of the University are con-
sidered to be a Business-Type Activity. The University charges 
fees to external users for goods and services. Consequently 
the accompanying financial statements are presented using 
the Proprietary Fund type structure.

B. Basis of Accounting
The basis of accounting determines when revenues and 
expenses are recognized in the accounts reported in the 
financial statements. The accounting and financial reporting 
treatment applied to a fund is determined by its measure-
ment focus.

Proprietary funds are accounted for on the accrual basis of 
accounting. Under the accrual basis of accounting, revenues 
are recognized when earned and expenses are recognized 
at the time liabilities are incurred. Proprietary funds dis-
tinguish operating from non-operating items. Operating 
revenues and expenses result from providing services or 
producing and delivering goods in connection with the 



2 0 0 6 - 0 7  a n n u a l  F i n a n c i a l  r e p o r t2 4

proprietary funds’ principal ongoing operations. Operating 
expenses include the cost of sales and services, administra-
tive expenses, and depreciation on capital assets.

C. Budget and Budgetary Accounting
The budget is prepared biennially and represents appro-
priations authorized by the Legislature and approved by the 
Governor (the General Appropriations Act). Additionally 
the University prepares an annual budget which repre-
sents anticipated sources of revenues and authorized uses. 
This budget is approved by the System’s Board of Regents. 
Unencumbered appropriations are generally subject to lapse 
60 days after the end of the fiscal year for which they were 
appropriated.

D. Assets, Liabilities, and Net Assets

Assets
Significant asset categories are summarized below.

Cash and Cash Equivalents
Short-term highly liquid investments with an original matu-
rity of three months or less are considered cash equivalents.

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 statu-
tory or contractual requirements.

Inventories and Prepaid Items
Inventories include both merchandise inventories on hand 
for sale and consumable inventories. Inventories are val-
ued at cost, generally utilizing the last-in, first-out method. 
Prepaid items reflect payments for costs applicable to future 
accounting periods. The consumption method of accounting 
is used to account for inventories and prepaid items. The cost 
of these items is expensed when the items are consumed.

Capital Assets
Assets with an initial, individual cost of more than $5,000 
and an estimated useful life in excess of one year are 
capitalized. These assets are capitalized at cost or, if not 
purchased, at appraised fair value as of the date of acqui-
sition. Depreciation is reported on all exhaustible assets. 
Inexhaustible assets such as library books, works of art, 
and historical treasures are not depreciated. Depreciation is 
charged to operations over the estimated useful life of each 
asset, using the straight-line method.

Other Receivables
Other current receivables include year-end revenue accruals 
not included in any other receivable category. Non-current 
receivable balances are not expected to be collected within 
one year of fiscal year end.

Liabilities
Significant liability categories are summarized below.

Accounts Payable
Accounts payable represent the liability for the value of assets 
or services received at the balance sheet date for which pay-
ment is pending.

Other Payables
Other current payables are the accrual at year-end of expen-
diture transactions not included in any of the other payable 
descriptions. Non-current payable balances are not expected 
to be paid within one year of fiscal year end.

Employees’ Compensable Leave Balances
Employees’ compensable leave balances represent the liabil-
ity 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.

Bonds Payable - Revenue Bonds
The bonds payable are reported at par, less unamortized 
discount or plus unamortized premium. Interest expense is 
reported on the accrual basis, with amortization of discount 
or premium. Payables are reported separately as either cur-
rent or noncurrent in the Statement of Net Assets.
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NET ASSETS
The difference between fund assets and liabilities is Net 
Assets.

Invested In Capital Assets, Net Of Related Debt
Invested in capital assets, net of related debt consists of capi-
tal assets, net of accumulated depreciation and reduced by 
outstanding balances for bonds, notes, and other debt that 
are attributed to the acquisition, construction, or improve-
ment of those assets.

Restricted Net Assets
Restricted net assets result when constraints placed on net 
asset use are either externally imposed by creditors, grant-
ors, 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 the two preceding categories. 
Unrestricted net assets often have constraints on resources, 
which are imposed by management, but can be removed or 
modified.

CaPiTal asseTs
The University reports accumulated depreciation on its 
capital assets and recognizes depreciation expense as a cur-
rent year charge. 

At August 31, 2007, non-depreciable capital assets, consisting 
of land and construction in progress, totaled $55,178,656.  
Depreciable capital assets, net of accumulated depreciation, 
and consisting of buildings, infrastructure, facilities, equip-
ment, library books, and works of art, totaled $313,918,169.

DePosiTs aND iNVesTMeNTs
A. Deposits of Cash in Bank
At August 31, 2007, the carrying amount of the University’s 
cash deposits was ($2,800,424) and the bank balance was 
$1,735,868. There are no deposits to foreign bank accounts 
at this time.

B. Investments
The University of Houston is authorized by statute to make 
investments following the prudent person rule. There were 
no significant violations of legal provisions during the 
period.

The fair value of investments, including short-term, long-
term, and money market cash equivalents, as of the balance 
sheet date was $108,966,254. 

Credit risk is the risk that an issuer or other counterparty 
to an investment will not fulfill its obligations. The general 
investment policy of the University limits investments 
in debt securities that are not in the top three investment 
grade ratings issued by nationally recognized statistical rat-
ing organizations to 5% of total investments. As of August 
31, 2007, the University had no investment securities with 
credit risk exposure.

Concentration of credit risk is the risk of loss attributable to 
the magnitude of investment in a single issuer. As of August 
31, 2007, the University’s concentration of credit risk in any 
single issuer did not exceed five percent of total investment 
assets as reported on the Statement of Net Assets.

C. Investment Transactions
Reverse Repurchase Agreements
The University, by statute, is authorized to enter into reverse 
repurchase agreements. The University did not invest in any 
reverse repurchase agreements during the fiscal year.

Securities Lending
Securities lending is authorized by state statutes. The 
University does not participate in a security-lending 
program.

Derivative Investing
The University did not hold any collateralized mortgage 
obligations at fiscal year-end. The University does not enter 
into forward-exchange contracts to manage exposure of 
foreign portfolio holdings to changes in foreign currency 
exchange rates.
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sHoRT TeRM liabiliTies
The University holds a short term note payable, the proceeds 
of which were used to complete renovations of Hofheinz 
Pavilion. The remaining balance as of August 31,2007 is 
$26,775.

loNG TeRM liabiliTies
A. Notes and Loans Payable
The University reported no long term notes or loans payable 
as of August 31,2007.

B. Claims and Judgments
At August 31, 2007, various lawsuits and claims involving 
the University were pending. While the ultimate liability, 
if any, with respect to litigation and other claims asserted 
against the University cannot be reasonably estimated at this 
time, such liability, to the extent not provided for by insur-
ance or otherwise, is not expected to have a material effect 
on University accounts.

C. Employees’ Compensable Leave
A state employee is entitled to be paid for all unused vaca-
tion 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. An expense and liability are recorded as the 
benefits accrue to employees. The liability for unpaid ben-
efits is recorded in the Statement of Net Assets. No liability is 
recorded for non-vested accumulated rights to receive sick 
pay benefits.

Full-time state employees earn annual leave from eight to 
twenty-one hours per month depending on the respective 
employees’ years of state employment. The state’s policy is 
that an employee may carry his accrued leave forward from 
one fiscal year to another fiscal year with a maximum num-
ber of hours up to 532 for those employees with 35 or more 
years of state service. Accrued leave in excess of the normal 
maximum was converted to sick leave at the conclusion of 
fiscal year 2007. Employees with at least six months of state 
service who terminate their employment are entitled to pay-
ment for all accumulated annual leave up to the maximum 
allowed.

Lump sum payments made to employees, who separated 
from state service during the 2007 fiscal year, for accrued 
vacation and compensatory leave, totaled $1,190,141.

lease obliGaTioNs
The University may enter into long-term leases for financing 
the purchase of certain fixed assets. Such leases are classi-
fied as capital leases for accounting purposes. There were 
no reportable outstanding capital lease payments payable at 
August 31, 2007.

Included in expenditures reported in the financial statements 
for rent paid or due under operating leases is $4,021,170. 
Future minimum lease rental payments under non-cancel-
able operating leases having an initial term in excess of one 
year, as of August 31, 2007, totaled $8,784,978. 

iNTeRFUND balaNCes
There are numerous transactions between funds and state 
agencies. At year-end, amounts to be received or paid are 
reported as (1) Interfund Receivables or Payables, (2) Due 
From or Due To Other Agencies, (3) Due From or Due To 
Other Funds, (4) Transfers In or Transfers Out, and (5) 
Legislative Transfers In or Legislative Transfers Out.

The University experienced routine transfers with other 
state agencies, which were consistent with the activities of 
the fund making the transfer. Repayment of interfund bal-
ances will occur within one year from the date of the finan-
cial statement.
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CoNTiNGeNT liabiliTies
Various lawsuits and claims involving the University were 
pending. While the ultimate liability, if any, remains uncer-
tain, management does not expect any possible adverse rul-
ing to have a material effect on University accounts.

The University has received several federal grants for specific 
purposes that are subject to review and audit by the grantor 
agencies. Such audits could lead to a request for reimburse-
ments to grantor agencies for expenditures disallowed under 
the terms of the grant.  Based on prior experience, manage-
ment believes such disallowances, if any, will be immaterial.

The System has several contractual agreements with various 
external housing management entities to construct, main-
tain and manage off campus student housing complexes.  
Under certain circumstances, the System may have contin-
gent liabilities to these entities.  Based on prior experience, 
previous years liabilities have been immaterial, and manage-
ment believes no such liabilities currently exist.  Additional 
information is provided in the Related Parties note.

CoNTiNUaNCe sUbJeCT To ReVieW
The University is not subject to the provisions of the 
Texas Sunset Act (Chapter 325, Texas Government Code 
Annotated). The Act provides for the regular assessment of 
the continuing need for state agencies to exist. Certain agen-
cies, such as institutions of higher education and courts, are 
not subject to the Sunset Act.

RisK FiNaNCiNG aND RelaTeD 
iNsURaNCe
The University of Houston is exposed to a variety of civil 
claims resulting from the performance of its duties. It is 
University policy to periodically assess the proper combina-
tion of commercial insurance and retention of risk to cover 
losses to which it may be exposed.

The University assumes substantially all risks associated 
with tort and liability claims due to the performance of its 
duties. Currently, some commercial insurance is purchased, 
and the University is not involved in any risk pools with 
other government entities.

The University’s liabilities are reported when it is both prob-
able that a loss has occurred and the amount of that loss can 
be reasonably estimated. Liabilities include an amount for 
claims that have been incurred but not reported. Liabilities 
are reevaluated periodically to consider current settlements, 
frequency of claims, past experience and economic factors.

seGMeNT iNFoRMaTioN
The University has no segment activity that requires separate 
disclosure in the notes to the financial statements. A segment 
is an identifiable activity, or group of activities, reported as 
or within an enterprise fund or any other stand-alone entity 
that has one or more bonds or other debt instruments out-
standing, with a revenue stream pledged in support of that 
debt. In addition, the activity’s revenues, expenses, gains and 
losses, assets, and liabilities are required to be accounted for 
separately.

boNDeD iNDebTeDNess
A. Outstanding Revenue Bonds
Consolidated Revenue Bonds, Series 1998

●	 To finance the acquisition, purchase, construction, 
improvement, renovation, enlargement, and equipping 
of any property, building, structure, activity, service, 
operation, or facility of the University of Houston, 
specifically energy conservation projects.

●	 Issued 1-1-98.

●	 $14,565,000; all bonds authorized have been issued.

●	 Source of revenue for debt service – Tuition, state 
appropriations, and various other revenues and 
balances that may be legally available for payment of 
debt obligations.
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Consolidated Revenue Bonds, Series 1999

●	 To finance the acquisition, purchase, construction, 
improvement, renovation, enlargement, and equipping 
of any property, building, structure, activity, service, 
operation, or facility of the University of Houston 
System, specifically projects at the University of Houston, 
University of Houston - Downtown, University of 
Houston - Victoria, and the University of Houston multi-
institutional teaching center in Fort Bend County.

●	 Issued 1-1-99.

●	 $33,350,000; all bonds authorized have been issued. 
$12,002,665; allocated to University of Houston.

●	 Source of revenue for debt service - Tuition and various 
other revenues and balances that may be legally available 
for payment of debt obligations (funding for fiscal year 
2007 from Legislative appropriation).

Consolidated Revenue Bonds, Series 2000

●	 To construct a recreation and wellness facility at the 
University of Houston.

●	 Issued 9-1-00.

●	 $52,070,000; all bonds authorized have been issued.

●	 Source of revenue for debt service – Tuition and various 
other fees, and revenues and balances that may be legally 
available for payment of debt obligations.

Consolidated Revenue Bonds, Series 2002-A

●	 To finance the acquisition, purchase, construction, 
improvement, renovation, enlargement, and equipping 
of any property, building, structure, activity, operation, 
or facility of the University of Houston System.

●	 Issued 9-1-02.

●	 $130,955,000; all bonds authorized have been issued. 
$74,000,000; allocated to University of Houston.

●	 Source of revenue for debt service – Tuition and various 
other revenues and balances that may be legally available 
for payment of debt obligations (partial funding for 
fiscal year 2007 from Legislative appropriation).

Consolidated Revenue Variable Rate Demand Bonds, 
Series 2004

●	 To finance the acquisition, purchase, construction, 
improvement, renovation, enlargement, and equipping 
of any property, building, structure, facilities, roads, or 
related infrastructure for the University of Houston 
System, including the individual campuses of the 
system.

●	 Issued 6-16-04.

●	 $25,000,000; all bonds authorized have been issued.

●	 Source of revenue for debt service – Tuition and various 
other fees, and revenues and balances that may be legally 
available for payment of debt obligations (funding for 
fiscal year 2007 from Legislative appropriation).

Consolidated Revenue Bonds, Series 2005

●	 To construct a parking garage facility at the University 
of Houston.

●	 Issued 4-1-05.

●	 $25,800,000; all bonds authorized have been issued.

●	 Source of revenue for debt service – Tuition and various 
other fees, and revenues and balances that may be legally 
available for payment of debt obligations.

Consolidated Revenue Refunding Bonds, Series 
2002-B

●	 To refund $27,415,000 of Consolidated Revenue 
Refunding Bonds, Series 1993 and $19,385,000 of 
Consolidated Revenue Bonds, Series 1993-A.

●	 Issued 11-1-02.

●	 $45,425,000; all bonds authorized have been issued.
●	 Source of revenue for debt service – Designated tuition 

and various other revenues and balances that may be 
legally available for payment of debt obligations.

●	 Average rate of bonds refunded - 5.4% (1993) and 5.5% 
(1993-A).

●	 Net proceeds from refunding series - $47,871,000, after 
receipt of bond premium of $2,888,998 and payment 
of $442,998 in underwriting fees, insurance, and other 
issuance costs.

●	 Funds were used to purchase state and local government 
securities which were deposited in an irrevocable trust 
with an escrow agent to provide for all future debt 
payments on the 1993 and 1993-A series bonds, when 
the bonds were called for early redemption on 2-15-03.



2 0 0 6 - 0 7  a n n u a l  F i n a n c i a l  r e p o r t2 9

●	 The 1993 and 1993-A series bonds are considered fully 
defeased and the liability for those bonds has been 
removed.

●	 Refunding of the 1993 and 1993-A series bonds reduced 
the System’s debt service payments over the life of the 
bond issues by approximately $3,228,503.

●	 Economic gain - $2,733,595; the difference between 
the net present value of the old and new debt service 
payment.

Consolidated Revenue Refunding Bonds, Series 2006

●	 To refund $3,295,000 of Consolidated Revenue 
Refunding Bonds, Series 1997 (University of Houston-
Victoria) and $44,430,000 of Consolidated Revenue 
Bonds, Series 2000 (University of Houston).

●	 Issued 02-01-06.

●	 $48,450,000; all bonds authorized have been issued.

●	 Source of revenue for debt service – Designated tuition 
and various other fees, revenues and balances that may 
be legally available for payment of debt obligations.
(Funding for fiscal year 2007 partially from Legislative 
appropriation).

●	 Average rate of bonds refunded - 5.45% (1997) and 
5.45% (2000).

●	 Net proceeds from refunding series - $49,799,345, after 
receipt of bond premium of $1,823,210 and payment 
of $473,865 in underwriting fees, insurance, and other 
issuance costs.

●	 Funds were used to purchase state and local government 
securities which were deposited in an irrevocable trust 
with an escrow agent to provide for all future debt 
payments on the 1997 and 2000 series bonds.  The 
refunded 1997 series will be called for early redemption 
on 08-15-07, and the 2000 series bonds will be called for 
early redemption on 02-15-10.

●	 The 1997 series bonds maturing subsequent to 
08-15-2007 and the 2000 series bonds maturing 
subsequent to 02-15-2010 are considered fully defeased 
and the liability for those bonds has been removed form 
the Investment in Plant Fund Group.

●	 Refunding of the 1997 and 2000 series bonds reduced 
the System’s debt service payments over the life of the 
bond issues by approximately $4,841,586.

●	 Economic gain - $3,013,573; the difference between 
the net present value of the old and new debt service 
payment.

General Obligation Bonds
At August 31, 2007, the University had no bonds payable 
classified as General Obligation Bonds.

B. Changes In Bonded Indebtedness
Bonds payable are due in annual installments varying from 
$2,820,000 to $14,615,442 with interest rates from 2.50% to 
7.00%, with the final installment due 2-15-30.

C. Future Debt Service Requirements
Principal and interest requirements on the obligations for 
the next five years were $91,492,468 and $184,087,904 for 
all years beyond.

DisCoUNTs aND alloWaNCes
The University reports revenues net of discounts and allow-
ances in proprietary funds. Discounts and allowances are 
calculated based on historical experience. For the fiscal year 
2007 discounts and allowances that related to tuition and fee 
revenues totaled $39,703,541.

eMPloYees ReTiReMeNT PlaNs
The State has joint contributory retirement plans for sub-
stantially all its employees. The University participates in the 
plans administered by the Teachers Retirement System of 
Texas. Future pension costs are the liabilities of the Retirement 
System. The Retirement System does not account for each 
state agency separately. Annual financial reports prepared by 
the Retirement System include audited financial statements 
and actuarial assumptions and conclusions.

The state has also established an Optional Retirement 
Program for institutions of higher education. Participation in 
the Optional Retirement Program is in lieu of participation 
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in the Teacher Retirement System. The Optional Retirement 
Program provides for the purchase of annuity or mutual 
fund contracts. Since these are individual investment prod-
uct contracts, the state has no additional or unfunded liabil-
ity for this program.

DeFeRReD CoMPeNsaTioN
State employees may elect to defer a portion of their earn-
ings for income tax and investment purposes pursuant to 
authority granted in the Texas Government Code Annotated, 
Section 609.001. Two plans are available for employees’ 
deferred compensation plans. Both plans are administered 
by the Employees Retirement System.

The State’s 457 plan complies with the Internal Revenue 
Code Section 457. The State also administers another plan, 
“TexaSaver,” created in accordance with Internal Revenue 
Code Sec. 401(k). The assets of this plan do not belong to 
the state. The state has no liability related to this plan.

The tax deferred investment program permits benefits-
eligible employees of the University of Houston to purchase 
qualified tax deferred investments with a portion of their 
salaries. Participation in the program is voluntary and is 
a supplement to the Teacher Retirement System or the 
Optional Retirement Program. It is however, separate and 
apart from either.

ResTaTeMeNT oF NeT asseTs
During fiscal year 2007, no adjustments were made which 
required the restatement of the reported amount of net 
assets.

RelaTeD PaRTies
The University is affiliated with several foundations and 
organizations that have been created to benefit certain oper-
ations of the University. These organizations are considered 
to be separate legal entities, and as such are not considered 
component units as defined by generally accepted account-
ing principles. Therefore, the account balances and financial 
transactions of these organizations are not included in the 
University’s financial statements.

Several student housing facility projects have been con-
structed by private external entities in order to enhance 
the residential life experience of students at various System 
campuses. The participating entities have financed and 
constructed housing complexes on System owned property 
adjacent to the university campus. These facilities are oper-
ated under grounded leases and management agreements 
with the System for extended time periods. Under the terms 
of the agreements, cash revenues from rental income, net of 

operating expenses, are shared with the University. If cash 
revenues do not attain certain contractually defined thresh-
olds, the University is liable to the external management for 
the deficiency.  In previous fiscal years , contingent liability 
payments were made for $55,850 in 2005 and $138,405 in 
2006, both in relation to the Bayou Oaks facility.  During 
the 2007 fiscal year net cash flows were sufficiently adequate 
so as not to generate a liability payment.  University man-
agement believes that current financial and occupancy per-
formance indicates that future years net cash flows will be 
sufficient and that future contingent liabilities will not occur.  
Repayment of project financing is serviced from revenues 
generated by the housing projects, and is the sole responsi-
bility of the external entity. The related loans and bonds are 
not liabilities of the System or component universities.

sUbseQUeNT eVeNTs
During the 2007 Spring Semester, University of Houston 
System Chancellor/President Dr. Jay Gouge resigned to 
accept the position of President, Auburn University.  Dr. John 
Rudley, Vice Chancellor/Vice President of Administration 
and Finance, was appointed Interim Chancellor/President.  
On November 5, 2007 Dr. Renu Kator was appointed by the 
Board of Regents as the succeeding Chancellor/President 
of the University of Houston System.  She will assume her 
duties in January 2008.
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