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Overall Conclusion  

The Texas State University System Foundation, 
Inc. (Foundation) received $1,833,696 in 
student housing revenue when it sold the Texan 
Hall dormitory, located on the Angelo State 
University campus, to the Texas State 
University System (System) in June 2006.    

A portion of this transfer did not conform to 
the resolutions passed by the boards of the 
Foundation and the System.  Specifically, due 
to an error in the closing documents for the 
sale, $891,721 that was originally authorized to 
be transferred to the System was instead 
transferred to the Foundation.  

The $891,721 was originally authorized to pay 
principal and interest on the System’s Series 
2006 bonds and for repair and replacement of 
the Texan Hall dormitory.  The Foundation used 
$228,984 to make a partial interest payment on 
behalf of Angelo State University on the Series 
2006 bonds issued by the System, but the 
Foundation retained the remainder of the funds 
it received.  The Foundation’s financial 
statements for fiscal year 2007 show that repair 
and replacement funds were designated for the 
benefit of Angelo State University.  The repair 
and replacement funds totaled $261,515, but Angelo State University has not 
received those funds.  The Foundation asserted it did not receive the three-year 
maintenance plan it required from Angelo State University in order to disburse 
repair and replacement funds. Angelo State University asserted that it submitted 
that plan.  

When the Texan Hall dormitory was sold, the Foundation also received an 
additional $102,301 that had originally been allocated to the management 
company for the dormitory.    

Appendix 3, Figure 2, page 16, provides detailed information on all of the funds 
the Foundation received when the Texan Hall dormitory was sold. 

Background Information  

In the early 2000s, the Texas State University 
System Foundation, Inc. (Foundation), a 
nonprofit corporation, formed four limited 
liability companies to use proceeds from bonds 
issued by Raven Hills Higher Education 
Corporation to build dormitories at three Texas 
State University System (System) higher 
education institutions.  A total of $18.7 million 
was issued as Series 2002 bonds to build the 
Texan Hall dormitory at Angelo State University.   

In June 2006, the System purchased the 
dormitories from the Foundation by issuing 
$140,260,000 in Series 2006 bonds (included 
$17,225,000 for the Texan Hall dormitory) to pay 
off the Foundation debt. See Appendix 2 on page 
13 for a detailed timeline of the events 
surrounding these transactions. 

In September 2007, House Bill 3564 (80th 
Legislature) transferred Angelo State University 
from the Texas State University System to the 
Texas Tech University System.  This bill gave the 
Higher Education Coordinating Board 
(Coordinating Board) the authority to resolve 
disagreements regarding this transfer. See 
Appendix 7 on page 24 for excerpts from the bill, 
Appendix 8 on page 27 for a related letter from 
the Office of the Attorney General, and Appendix 
9 on page 29 for the Coordinating Board’s 
resolution.  
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It is important to note that the funds the Foundation received were student 
housing revenues and not bond proceeds. The $1,224,088 that remained in original 
bond proceeds (Series 2002) at the time of the sale of the Texan Hall dormitory 
was transferred into an escrow account to reduce the amount of new bonds issued.  
All new bond proceeds (Series 2006) were used to redeem the original bonds and 
pay issuance costs.  

Auditors also identified weaknesses in controls over the student housing project at 
both the Foundation and the System. For example:  

 The Foundation did not adequately monitor the management company or trustee 
for the Texan Hall dormitory.  

 The Foundation did not maintain sufficient financial records and did not 
consistently produce annual financial statements.  

 The Foundation and System did not ensure that contractually required ground 
lease payments were calculated correctly or made when due.  

Maintaining adequate controls over the student housing project was particularly 
important because the composition of the Foundation’s board of directors and the 
use of certain advisors resulted in less than arm’s-length transactions between the 
Foundation and the System. The Foundation’s board of directors includes current 
and former members of the System’s board of regents and System administrators. 
The Foundation and the System shared the same bond counsel and financial advisor 
for the bond transactions. (See Appendix 4 for detailed information regarding the 
parties involved in the construction and operation of the Texan Hall dormitory.) 
Additionally, the control weaknesses auditors identified potentially affected three 
other dormitories that the Foundation constructed and operated at other System 
component institutions.  

Based on the results of this audit, the State Auditor’s Office will consider 
conducting an audit of the Foundation if resources become available. 

Summary of Management’s Response 

The Foundation agreed with the recommendations in this report, and its full 
responses are presented in Appendix 10 on page 32.    

The State Auditor’s Office provided the System with an opportunity to respond to 
this report.  The System chose not to provide a response.  In addition, the System 
did not provide all of the representations that the State Auditor’s Office requested 
(see Appendix 11 on page 51). 
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Summary of Objectives, Scope, and Methodology 

The audit objectives were to: 

 Examine the transactions of the Foundation’s financing of the Texan Hall 
dormitory at Angelo State University, including the transactions involving the 
formation and dissolution of the limited liability company. 

 Determine whether the Foundation has transferred all funds pertaining to the 
construction and operation of the Texan Hall dormitory appropriated, dedicated, 
or held for the use and benefit of Angelo State University to the Texas Tech 
University System. 

The audit scope covered December 2002 to December 2008 and included all 
transactions involved in the Foundation’s creating a limited liability company to 
build and finance the Texan Hall dormitory; the operation of that dormitory; and 
the sale of that dormitory from the Foundation to the System, with concurrent 
redemption of the original bonds and issuance of new bonds.  

The audit methodology included analyzing bank statements and financial records; 
interviewing personnel; examining contracts and bond documents; reviewing 
internal audit reports; reviewing board of directors and board of regents meeting 
minutes; researching federal and state laws; and examining Foundation, System, 
Angelo State University, and management company accounting records. 
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Detailed Results 

Chapter 1 

The Foundation Received Student Housing Revenue That Was 
Authorized to Be Transferred to the System; However, No Bond 
Proceeds Were Transferred to the Foundation 

The Texas State University System Foundation, Inc. (Foundation) received 
$1,833,696 in student housing revenue when it sold the Texan Hall dormitory, 
located on the campus of Angelo State University, to the Texas State 
University System (System) in June 2006.    

A portion of this transfer did not conform to the resolutions 
passed by the Foundation’s board of directors and the System’s 
board of regents.  Specifically, due to an error in the closing 
documents for the sale, $891,721 that was originally authorized 
to be transferred to the System was instead transferred to the 
Foundation.  The $891,721 included:  

 $630,206 that had been authorized to pay principal and 
interest on the System’s Series 20061 bonds.  

 $261,515 that had been designated to pay for repair and 
replacement of the Texan Hall dormitory.   

The Foundation used $228,984 of the revenue it received to 
make a partial interest payment on the Series 2006 bonds 
issued by the System, but it retained the remainder of the funds 
it received.   

It is important to note that the funds the Foundation received 
were student housing revenues and not bond proceeds. The 
$1,224,088 that remained in original bond proceeds (Series 
20022) at the time of the sale of the Texan Hall dormitory was 
transferred into an escrow account to reduce the amount of new 

bonds issued.  All new bond proceeds (Series 2006) were used to redeem the 
original bonds and pay issuance costs.  

                                                             

1 The System purchased four dormitories located at three System component institutions from the Foundation in June 2006 by 
issuing $140,260,000 in Series 2006 parity bonds (including $17,225,000 for the Texan Hall dormitory) to pay off the 
Foundation’s debt.  

2 The Foundation, a nonprofit corporation, formed four limited liability companies to use the proceeds from Series 2002 bonds, 
issued by Raven Hills Higher Education Corporation, to build four dormitories at System component institutions.  A total of 
$18.7 million from those proceeds was issued to build Texan Hall dormitory at Angelo State University.   

The Appendices to This Report Provide 
Detailed Information 

The following appendices provide detailed 
background information regarding the sale of 
Texan Hall dormitory:  

 Appendix 2 on page 13 provides a timeline 
of the major events.  

 Appendix 3 on page 15 describes the flow 
of funds.  

 Appendix 4 on page 17 describes the 
parties involved in the transactions.   

 Appendix 5 on page 18 presents a memo 
from the chancellor of the Texas State 
University System describing the goals of 
the bond refunding and the intended uses 
of funds available after the refunding.  

 Appendix 6 on page 22 summarizes 
information about the Foundation.   

 Appendix 7 on page 24 contains excerpts 
from House Bill 3564 (80th Legislature). 

 Appendix 8 on page 27 presents a letter 
from the Office of the Attorney General. 

 Appendix 9 on page 29 presents a 
resolution from the Higher Education 
Coordinating Board.   
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The information presented below provides further details on these 
transactions.  Appendix 2 contains a detailed timeline of the events 
surrounding these transactions, and Appendix 3 contains detailed information 
on the flow of bond funds and student housing revenue. 

The Foundation received student housing revenue 
that was authorized to be transferred to the 
System. 

As discussed above, the Foundation received a 
total of $1,833,696 in student housing revenue 
upon the sale of the Texan Hall dormitory to the 
System.  During the time that the Series 2002 
bonds were still outstanding, the proceeds from 
these bonds and revenues from the dormitory 
were held in various reserve funds with specific 
purposes as designated in bond documents (see 
text box).  When the Series 2002 bonds were 
redeemed, all remaining revenue funds became 
distributable.   

In a May 2006 memo to the System’s Board of Regents, the System’s 
chancellor specified the following regarding the distribution of the funds: 

Now that the refunding is completed, some of these funds 
will be held at the System to create what the original 
Regents and Directors contemplated – a Foundation to 
advance education through financial support for the 
operations of the System.  Other funds will be used to pay 
the first year’s debt payment and a reserve for maintenance 
will be held at the System for each of the components with 
these housing units.  

 
See Appendix 5 for a copy of the chancellor’s memo.  Following the intent of 
that memo, Texan Hall dormitory managers authorized all monies in the repair 
and replacement fund and the bond fund to be deposited with the System. 
However, the bond closing statements for the sale contained an error that 
caused the bond fund and the repair and replacement fund to be transferred to 
the Foundation, instead of to the System. 

Despite the error in the closing statements, the Foundation and the System 
made attempts to follow the original intent of the memo and resolution. 
Specifically, the Foundation initially offered to distribute the repair and 
replacement funds to Angelo State University (this is discussed below in more 
detail) and made a partial interest payment on the System’s 2006 series bonds.  

Funds the Foundation 
Received Upon the Sale of 

Texan Hall Dormitory 

The Foundation received a total of 
$1,833,696 in student housing 
revenue, which included: 

 $630,206 from the bond fund for 
the payment of debt service.  

 $574,516 from the operations 
contingency fund.  

 $261,515 from the repair and 
replacement fund for 
maintenance of the Texan Hall 
dormitory.  

 $208,679 from the surplus fund.  

 $158,780 from the other 
revenue reserve funds.  
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Angelo State University did not receive repair and replacement funds. 

Angelo State University was eligible to receive $261,515 in repair and 
replacement funds from the Foundation following the submission of a three-
year maintenance plan for the Texan Hall dormitory to the Foundation.  
However, it has not received those funds. 

A June 2006 e-mail from the System’s vice chancellor to Angelo State 
University and the two other System component institutions that had 
dormitories that were sold to the System, stated that, once a three-year 
maintenance plan was submitted to the Foundation, the Foundation would 
distribute the repair and replacement funds.  Angelo State University asserted 
that it created that plan in June 2006 and submitted it to the System in July 
2006, but it does not have documentation to support its assertion that it 
submitted that plan to the Foundation.  The Foundation asserts that it did not 
receive that plan and that the due date has passed for Angelo State University 
to submit that plan.  However, the Foundation was unable to provide 
documentation to support that it had established a due date for the three-year 
maintenance plan.  

The Foundation’s financial statements for fiscal year ended 
August 31, 2007, one day before Angelo State University was 
transferred to the Texas Tech University System, show the 
repair and replacement funds designated for the benefit of 
Angelo State University (see text box).  However, Angelo State 
University did not receive any repair and replacement funds.  
The Foundation asserts that the offer to distribute the repair 
and replacement funds is no longer valid because Angelo State 
University is now part of the Texas Tech University System. 

The Foundation made a partial payment toward interest on the 
Series 2006 bonds, but it retained a portion of the bond fund 
monies. 

After noting the error in the closing statements discussed 
above, the Foundation contributed $228,984 toward the first 
interest payment due for the Series 2006 bonds on behalf of 
Angelo State University.  This payment represented 36 percent 
of the balance in the bond fund. 

The Foundation retained the remaining 64 percent of the bond fund revenue it 
received from the sale of the Texan Hall dormitory and combined it with the 
Foundation’s general fund. As noted above, if that revenue had been 
transferred to the System instead of to the Foundation, this would have left 
$401,222 from the bond fund under System control to help offset the 
remaining $749,919 of the first year’s debt service on the Series 2006 bonds.  

Excerpt from the Foundation’s 
Audited Financial Statements for the 

Year Ended August 31, 2007 

Note 3 - Designated Net Assets: 

During the year ended August 31, 2006, 
the Foundation sold its ownership interests 
in four student housing facilities to the 
System.  As a requirement of the sale of 
the assets, the System issued Revenue 
Financing System Revenue Bonds, Series 
2006 to defease the outstanding 
obligations.  The foundation designated 
the balance of the repair and replacement 
reserve funds for the benefit of the three 
universities where the student housing 
facilities are located.  The universities are 
to present a plan for expenditure of these 
funds and the Foundation will release the 
funds to the universities.  The Foundation 
released $216,272 during the year ended 
August 31, 2007.  Designated net assets as 
of August 31, 2007 were $2,230,300.  
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No bond proceeds were transferred to the Foundation.  

All original Series 2002 bond proceeds initially deposited into trustee 
accounts were used to pay project costs or transferred into the escrow account 
at the closing of the sale of the Texan Hall dormitory to the System.  
Additionally, all new bond proceeds (Series 2006) were used to redeem the 
original bonds and pay issuance costs. No bond proceeds were transferred to 
the Foundation. 
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Chapter 2 

The Foundation and the System Did Not Adequately Monitor Financial 
Operations Related to the Texan Hall Dormitory 

The Foundation and the System did not have adequate controls to monitor the 
financial operations involved in the $18.7 million project to construct and 
operate the Texan Hall dormitory.  For example:  

 The Foundation did not adequately monitor the management 
company or trustee for the Texan Hall dormitory (see text box 
for background information on the management company and 
the trustee).  

 The Foundation did not maintain sufficient financial records 
and did not consistently produce annual financial statements.  

 The Foundation and System did not ensure that contractually 
required ground lease payments were calculated correctly or 
made when due.  

These control weaknesses resulted in the following: 

 Auditors could not determine whether all management 
company fees and expenses the Foundation paid were 
appropriate.  

 Funds held by the trustee did not flow in accordance with bond 
documents. This flow of funds affected the calculation of the 
ground lease payments due to the System and the amounts 

transferred to the escrow account and Foundation upon the sale of the 
Texan Hall dormitory.  

 The System did not receive at least $225,000 in ground lease payments 
from the Foundation for the use of land at Angelo State University to build 
and operate the Texan Hall dormitory.  

Maintaining adequate controls was particularly important because the 
composition of the Foundation’s board of directors and the use of certain 
advisors resulted in less than arm’s-length transactions between the 
Foundation and the System.  The Foundation’s board of directors includes 
current and former members of the System’s board of regents and System 
administrators.  The Foundation and the System shared the same bond counsel 
and financial advisor for the bond transactions, and System accounting staff 
maintained the Foundation’s financial records.  (See Appendix 4 for detailed 
information regarding the parties involved in the construction and operation of 
the Texan Hall dormitory.)  The control weaknesses auditors identified 
potentially affected three other dormitories that the Foundation constructed 
and operated at other System component institutions.  

Management Company 

Texan Hall LLC, which was owned 
by the Foundation, hired a 
management company to develop, 
construct, and operate the Texan 
Hall dormitory on the Angelo State  
University campus. The 
management company was paid 
management fees and was given a 
budgeted amount for operating 
expenses.   

Trustee 

According to Series 2002 bond 
documents, the trustee was 
responsible for handling all the 
administrative aspects of the 
bonds, including ensuring that 
Texan Hall LLC complied with the 
terms in the bond documents. The 
trustee held all bond proceeds and 
project revenues, and it was 
responsible for transferring money 
to vendors and the management 
company to pay expenses and fees. 
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Chapter 2-A  

The Foundation Did Not Have Adequate Controls Over Financial 
Transactions Involving the Texan Hall Dormitory 

The Foundation did not have adequate controls to monitor the financial 
operations involved in the $18.7 million project to construct and operate the 
Texan Hall dormitory.  The Foundation contracted with one staff member to 
oversee the construction and operation of the Texan Hall dormitory at Angelo 
State University and three dormitories at other System component institutions. 
Prior to the construction of these dormitories, the Foundation did not employ 
any staff. 

The Foundation did not adequately monitor the management company for the 
Texan Hall dormitory.  

The Foundation did not conduct adequate oversight of the management 
company for the Texan Hall dormitory and paid the incorrect amount of 
management fees to the management company.  Additionally, the Foundation 
did not adequately monitor other payments to the management company. For 
example, the Foundation made several payments to the management company 
from the construction fund, even though the management company’s payment 
requests were submitted months after construction had been finished and 
lacked itemized descriptions, signatures, receipts, and other supporting 
documentation.   

In June 2006, when the Texan Hall dormitory was sold to the System, the 
management company held $178,035 in dormitory revenue previously 
allocated to it for operating expenses.  The management company retained 
$58,000 of these funds for additional management fees and used $17,734 to 
pay miscellaneous operating expenses. The Foundation was unaware of this.  
Auditors could not determine whether the additional management fees and 
expenses were appropriate because the Foundation was unable to provide 
auditors with the termination date of its contract with the management 
company. 

The remaining $102,301 held by the management company was transferred to 
the Foundation. A June 2006 e-mail from the System’s vice chancellor to 
Angelo State University and the two other System component institutions that 
had dormitories that were sold to the System stated that the remaining funds 
from the management company would be distributed after the Foundation 
received and reconciled the balances.  Angelo State University has not 
received these funds.  

The Foundation did not adequately monitor the trustee. 

The Foundation did not conduct adequate monitoring of the trustee to ensure 
compliance with contract and bond agreements. The trustee held all bond 
proceeds and project revenues, and it was responsible for transferring money 
to vendors and the management company to pay expenses and fees. 
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The trustee did not make transfers outlined by the bond documents at the 
correct time or in the correct amounts. Excess transfers from the revenue fund 
to the bond fund between September 2003 and May 2006 resulted in the bond 
fund being overfunded by $528,974 in May 2006. In addition, the trustee 
made some of the required transfers between accounts more than six months 
late. The errors in the fund balances affected (1) the calculation of ground 
lease payments due to the System and (2) the amounts transferred to the 
escrow account and the Foundation at the sale of Texan Hall dormitory.   

The Foundation did not maintain sufficient financial records and did not 
consistently produce annual financial statements.  

The Foundation did not maintain adequate financial records with sufficient 
detail to determine whether transactions associated with the Texan Hall 
dormitory were reasonable and correct.  Some supporting documentation for 
transactions lacked information such as dates, vendor information, receipts, or 
time sheets.  Without adequate supporting documentation, it is not possible to 
determine whether these transactions were appropriate. 

Because the Foundation has only one staff member, System accounting staff 
maintain the Foundation’s financial records. At the time of the creation of 
Texan Hall LLC in 2002, the Foundation did not have a separate check 
register; instead, Foundation financial information was contained within the 
System’s accounting records.  A separate check register for the Foundation 
was not created until September 2005; however, System staff continued to 
provide accounting services to the Foundation.  

Additionally, the Foundation did not produce annual financial statements for 
the first 30 years of its operation (1977 through 2006).  The first set of annual 
financial statements the Foundation created was for fiscal year 2007, the year 
after the sale of the Texan Hall dormitory and the transfer of funds into 
Foundation accounts. Without Foundation financial statements for fiscal year 
2006, it is difficult to determine what happened during the transition period 
immediately following the sale of the Texan Hall dormitory. According to 
Texas Civil Statutes, Title 32, Chapter 9, nonprofit corporations are required 
to prepare annual financial statements.   
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Chapter 2-B 

Foundation and System Controls Over Ground Lease Payments 
Were Not Adequate  

The Foundation did not have adequate controls over calculating and making 
ground lease payments it owed to the System for the use of land at Angelo 
State University. The System did not adequately monitor its ground lease 

agreement with Texan Hall LLC to ensure that the terms of the 
ground lease were followed.  As a result, the System did not 
receive at least $225,000 in ground lease payments and was not 
aware it was due these payments. These control issues also 
affected the ground lease payments the Foundation owed to the 
System for three other dormitories the Foundation constructed 
and operated at other System component institutions.  

Neither Texan Hall LLC nor the Foundation made any ground 
lease payments to the System for the Texan Hall dormitory.  
Specifically:  

 Texan Hall LLC’s fiscal year 2004 financial statements stated that funds 
were available to make a ground lease payment, but bond covenants 
required that the funds be retained. However, Foundation staff were 
unable to demonstrate why a ground lease payment should not have been 
made.  

 For fiscal year 2005, the Foundation requested that the trustee make a 
ground lease payment to the System.  According to trustee and System 
records, this ground lease payment, which was requested in March 2006, 
was never made.  Foundation staff assert that the payment was not made 
because the refunding of the Series 2002 bonds was about to occur in June 
2006.  The Foundation could not provide auditors with documentation 
explaining why the payment request was not fulfilled. 

Additionally, the Foundation did not calculate the ground lease payment 
amounts for fiscal years 2004 and 2005 in accordance with the ground lease 
agreement. The Foundation’s calculations significantly understated the ground 
lease payment amounts due to the System.  Because the trustee did not 
maintain project revenue funds in accordance with bond documents, the exact 
amounts of the ground lease payments owed to the System are unclear. 
However, based on the Foundation’s calculations, total ground lease payments 
should have been at least $225,000 for the period during which the 
Foundation owned and operated the Texan Hall dormitory.  

Ground Lease Agreement 

In December 2002, the System entered 
into a ground lease agreement with Texan 
Hall LLC, which was owned by the 
Foundation, to construct and operate the 
Texan Hall dormitory on the Angelo State 
University campus. According to the 
ground lease agreement provisions, if 
certain conditions were met, Texan Hall 
LLC was required to make annual ground 
lease payments to the System for the use 
of the land at Angelo State University.  
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Recommendations  

The Foundation and the System should develop and implement policies and 
procedures to ensure they maintain adequate accounting records and conduct 
adequate monitoring of their contracts.  

The Foundation should: 

 Publish annual financial statements.  

 Develop and implement controls to monitor financial transactions.  
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Appendices 

Appendix 1 

Objectives, Scope, and Methodology 

Objectives 

The objectives of this audit were to: 

 Examine the transactions of the Texas State University System 
Foundation, Inc.’s (Foundation) financing of the Texan Hall dormitory at 
Angelo State University, including the transactions involving the 
formation and dissolution of the limited liability company.  

 Determine whether the Foundation has transferred all funds pertaining to 
the construction and operation of the Texan Hall dormitory appropriated, 
dedicated, or held for the use and benefit of Angelo State University to the 
Texas Tech University System.  

Scope 

The scope of this audit was from December 2002 to December 2008 and 
included all transactions involved in the Foundation’s creating a limited 
liability company to build the Texan Hall dormitory; the issuance of the 
original bonds to finance construction; operation of that dormitory; and the 
sale of that dormitory from the Foundation to the Texas State University 
System (System), with concurrent redemption of the original bonds and 
issuance of new bonds.  

Methodology 

The audit methodology included analyzing bank statements and financial 
records; interviewing personnel; examining contracts and bond documents; 
reviewing internal audit reports and board of directors and board of regents 
meeting minutes; researching federal and state laws; and examining 
Foundation, System, Angelo State University, and management company 
accounting records. 

Information collected and reviewed included the following:   

 Bank and trustee statements. 

 Foundation and System by-laws and resolutions. 

 System board of regents meeting minutes. 

 Bond and trust indentures. 
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 Management company contracts. 

 Accounting records and financial statements. 

 Construction draws. 

 Legislative committee hearings. 

 Bond Review Board meeting minutes. 

 Internal audit reports. 

 Higher Education Coordinating Board meeting minutes.  

Procedures and tests conducted included the following:   

 Compared bank statements to accounting records and financial statements.  

 Conducted interviews with staff at relevant state agencies and higher 
education institutions.  

 Analyzed trustee statements.  

 Examined management contracts.  

 Reviewed Foundation and System by-laws and meeting minutes.  

 Verified supporting documentation for transactions.   

 Traced flow of funds through reserve accounts.  

 Evaluated flow of funds for compliance with bond indenture.   

Criteria used included the following:   

 House Bill 3564 (80th Legislature). 

 Texas Civil Statutes, Title 32, Chapter 9.  

 Texas Education Code, Chapters 53, 54, 55, and 95.  

Project Information 

Audit fieldwork was conducted from December 2008 through January 2009.  
We conducted this performance audit in accordance with generally accepted 
government auditing standards. Those standards require that we plan and 
perform the audit to obtain sufficient, appropriate evidence to provide a 
reasonable basis for our findings and conclusions based on our audit 
objectives. We believe that the evidence obtained provides a reasonable basis 
for our findings and conclusions based on our audit objectives.   
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The following members of the State Auditor’s staff performed the audit: 

 Kristin Alexander, CIA, CFE (Project Manager) 

 Mary Goldwater (Assistant Project Manager) 

 Michele Pheeney, MBA 

 Karenin Sandoval 

 Charles P. Dunlap, Jr., CPA (Quality Control Reviewer) 

 Verma Elliott, MBA, CIA, CGAP (Audit Manager) 
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Appendix 2 

Timeline of Events Associated with the Construction and Operation of 
the Texan Hall Dormitory  

Table 1 provides a chronology of the events associated with the construction 
and operation of the Texan Hall dormitory. 

Table 1 

Events Associated with the Construction and Operation of the Texan Hall Dormitory 

Date Event 

June 12, 2001  The Texas State University System Foundation, Inc. (Foundation) amends its articles of 
incorporation to reserve the right to use funds for purposes determined by its board of 
directors. 

October 9, 2001  The City of Huntsville creates Raven Hills Higher Education Corporation to issue bonds for 
construction of student housing.  The bonds are payable solely from revenues.  Bonds are not a 
debt of the city. 

November 12, 2002  The managers of Texan Hall dormitory approve Texan Hall LLC governing documents. The 
managers of Texan Hall dormitory authorize the loan agreement, ground lease, development 
agreement, and management agreement in connection with the issuance of bonds by Raven Hills 
Higher Education Corporation. The sole owner of the limited liability company is the 
Foundation. 

November 19, 2002 

 

Raven Hills Higher Education Corporation approves Texan Hall Series 2002 bonds. 

December 1, 2002  The ground lease for the Texan Hall dormitory goes into effect. The ground lease states that any 
remaining amounts in any fund at redemption of the bonds will go to the Texas State University 
System (System).  

August 2003  

 

The Texan Hall dormitory opens.  

February 17, 2006  The System’s 11th supplemental resolution authorizes the issuance of bonds to purchase student 
housing, including the Texan Hall dormitory. The resolution provides for the transfer of repair 
and replacement funds for the dormitories to the System. The System is authorized to enter into 
an agreement with Angelo State University governing use of the funds and future deposits to the 
funds. 

March 23, 2006 

 

The Texas Bond Review Board approves the issuance of the new bonds. 

April 17, 2006  The Texan Hall dormitory managers authorize redemption and sale of the Texan Hall dormitory 
to the System. Upon redemption of the Series 2002 bonds, all funds held by the trustee, other 
than those held in escrow related to defeasance and redemption of the bonds, are to be wire 
transferred to the System. 

May 18, 2006  The chairman of the Foundation’s board of directors presents a report to the System’s board of 
regents’ finance and curriculum committees on the "Allocation of Foundation Reserve Funds" 
resulting from the sale of the Texan Hall dormitory to the System.  

May 22, 2006   

 

Draft closing statements for the sale of the Texan Hall dormitory are distributed for comments.  
The draft statements show that the bond fund and the repair and replacement fund are to go to 
the System; other revenue is to go to the Foundation. 

May 24, 2006  Texan Hall dormitory managers amend the resolution of April 17, 2006, concerning disposition of 
the remaining funds on deposit with the trustee. Upon redemption of the Series 2002 bonds, 
bond funds and repair and replacement funds are to go to the System, and all remaining funds 
not in escrow related to defeasance and redemption of the bonds are to go to the Foundation. 

May 26, 2006   

 

Closing statements for the sale of the Texan Hall dormitory are finalized. Final statements show 
that bond fund and repair and replacement fund are to go to the Foundation, along with other 
revenue funds. 

June 7, 2006  The Office of the Attorney General approves the issuance of the new bonds. 
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Events Associated with the Construction and Operation of the Texan Hall Dormitory 

Date Event 

June 8, 2006  Series 2002 bonds are redeemed, new Series 2006 bonds are issued, and revenue funds are 
transferred to the Foundation.  

September 1, 2007  House Bill 3564 (80th Legislature) transfers Angelo State University from the Texas State 
University System to the Texas Tech University System. If the boards of regents of the two 
systems are unable to agree about any details, the Higher Education Coordinating Board is 
required to resolve the disagreement in the best interest of the State and the institutions and 
may issue orders to facilitate the transfer. 
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Appendix 3 

Flow of Funds Associated with the Texan Hall Dormitory 

Figure 1 describes the flow of bond proceeds and revenues associated with the 
Texan Hall dormitory. Figure 2 provides a breakdown of the funds associated 
with the Texan Hall dormitory that the Foundation received. 

Figure 1 

Flow of Bond Proceeds and Dormitory Revenues Associated with the Texan Hall Dormitory 
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Bond trustee transfers 
$1,833,696 to the 

Foundation upon the sale of 
Texan Hall dormitory 

Management company for 
Texan Hall dormitory 

transfers $102,301 to the 
Foundation upon the sale of 

Texan Hall dormitory

Foundation receives a 
total of $1,935,997

Foundation uses $228,984 
to make a partial interest 

payment on behalf of Angelo 
State University on the 

Series 2006 bonds issued 
by the System.

Foundation retains 
$1,707,013 of the funds 

originally transferred to it.

Of the $1,935,997:

- $630,206 was authorized to pay 
interest on Texas State University 
System bonds on behalf of Angelo State 
University.

-$261,515 was designated for the 
benefit of Angelo State University for 
repair and replacement of Texan Hall 
dormitory.

- $102,301 was intended to be 
distributed to Angelo State University for 
operating expenses associated with 
Texan Hall dormitory.

- The remaining $941,975 was intended 
to remain with the Foundation.

  

Figure 2 

Texas State University System Foundation, Inc. Funds Associated with the Texan Hall Dormitory 
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Appendix 4  

Parties Involved in the Construction and Operation of the Texan Hall 
Dormitory 

Figure 3 describes the relationships among the parties involved in the 
construction and operation of the Texan Hall dormitory.  

Figure 3 

Relationships Among the Parties Involved in the Construction and Operation of the Texan Hall Dormitory 
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Appendix 5  

Memo from the Texas State University System Chancellor Regarding 
Foundation Bonds  

Below is a memo from the Texas State University System chancellor 
describing the goals of the bond refunding and the intended uses of funds 
available after the refunding.  
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Appendix 6 

Summary of Foundation Operations  

The following was summarized from information presented on the Web site of 
the Texas State University System Foundation, Inc. (Foundation).  

The Foundation was established by the Board of Regents of the Texas State 
University System (System) in 1977 to solicit, accept, acknowledge, and 
manage gifts in support of the System and its eight institutions. 

The Foundation is a private, nonprofit corporation that exists solely for the 
benefit of the System, functions independently under its own board of 
directors, and pursues its own investment policies in the management of 
Foundation funds. 

The Foundation’s board of directors consists of five individuals appointed by 
the chair of the System’s board of regents: two current members of the board 
of regents and three former members or former administrators within the 
System. The System’s chancellor is an ex officio member of the Foundation’s 
board.  

Currently, the Foundation runs the following two programs:  

• The Grow Your Own program supports students in underrepresented 
groups in completing their doctoral degrees. While completing their 
degrees, the students also teach at one of the System’s component 
institutions.  After graduating, they continue teaching at one of the 
institutions.  

• The Regents’ Professor Award provides awards of $5,000 to full-time 
faculty members with five consecutive years at a System institution who 
demonstrate a record of distinguished teaching, an outstanding record of 
service, and a record of commitment to the college or university.   
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Table 2 summarizes the Foundation’s revenues and expenditures. 

Table 2 

Revenues and Expenditures of the Foundation 

 Fiscal Year 2006 Fiscal Year 2007  Fiscal Year 2008  

Revenues 

Donations  $    114,700   $ 170,150  $ 180,900  

Interest Income 171,807 562,298 368,170 

Refunds (insurance, construction, 
etc.) 568,890 100  150  

Reimbursements from Universities 0 0 38,404 

Reserve Funds from Trustee 8,073,466 0 0 

Returned from Management 
Company 1,156,767    65,623            0 

Totals  $ 10,085,630   $ 798,171   $ 587,624  

Expenditures  

Accounting and Auditing Fees   $    2,500   $    69,928 $    4,671 

Chancellor’s Council 3,324 1,727 0 

Fundraising 0 0 68,244 

General and Administrative  8,301 62,391 73,792 

Regent's Professor Awards 0 30,000 5,000 

Salaries and Benefits 1,425 150,840 136,181 

Scholarships      2,000     7,100     22,747 

Student Housing Expenditures 
a
 1,092,654 1,861,952              0 

Totals $1,110,204 $2,183,938 $310,635 

a 
Student Housing Expenditures consisted of the following : 

 Fiscal year 2006: $1,092,654 for management fees, repayments to System component institutions, and 
repairs related to hurricane damage at Cardinal Village (an on-campus student residence hall at Lamar 
University). 

 Fiscal year 2007: $1,861,952 payment of debt service on Series 2006 bonds. 

Source: Unaudited information provided by the Foundation.  
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Appendix 7 

Excerpts from House Bill 3564 (80th Legislature) 

Excerpts from House Bill 3564 (80th Legislature) are presented below.  

SECTION 2.  TRANSFER OF GOVERNANCE OF UNIVERSITY.  The 

governance, control, management, and property of Angelo State 

University are transferred from the board of regents of the Texas 

State University System to the board of regents of the Texas Tech 

University System.  The transfer is governed by Sections 3 through 7 

of this Act. 

SECTION 3.  POWERS AND DUTIES; RULES AND POLICIES.  (a)  When 

the transfer takes effect, the board of regents of the Texas Tech 

University System shall govern, operate, manage, and control Angelo 

State University and all land, buildings, facilities, improvements, 

equipment, supplies, and property belonging to and constituting 

Angelo State University under the powers and duties conferred by law 

on the board of regents. 

(b)  Rules and policies adopted by the board of regents of the 

Texas State University System to govern the university that are in 

effect when the transfer takes effect are continued in effect until 

adopted, repealed, or superseded by the board of regents of the 

Texas Tech University System.  The board of regents of the Texas 

Tech University System may adopt rules and policies applicable to 

the university in anticipation of the transfer authorized by this 

Act. 

SECTION 4.  CONTRACTS AND CERTAIN WRITTEN OBLIGATIONS.  

Contracts and written obligations of every kind and character 

entered into by the board of regents of the Texas State University 

System for and on behalf of Angelo State University, other than 

bonds, are considered ratified, confirmed, and validated by the 
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board of regents of the Texas Tech University System on the 

effective date of the transfer.  In those contracts and written 

obligations, the board of regents of the Texas Tech University 

System is substituted for and stands and acts in the place of the 

board of regents of the Texas State University System to the extent 

permitted by law. 

SECTION 5.  EFFECT OF TRANSFER ON STUDENTS AND EMPLOYEES.  (a)  

The transfer of the governance of Angelo State University under this 

Act does not affect the status of any student of the university. 

(b)  The transfer of the governance of Angelo State University 

under this Act does not affect the employment status or accrued 

benefits of a person employed by the university when the transfer 

takes effect. 

SECTION 6.  CURRENT FUNDING.  All funds that, on the effective 

date of the transfer, have been appropriated or dedicated to or are 

held for the use and benefit of Angelo State University under the 

governance of the board of regents of the Texas State University 

System are transferred to the board of regents of the Texas Tech 

University System for the use and benefit of Angelo State 

University. 

SECTION 7.  LEGISLATIVE INTENT; ROLE OF COORDINATING BOARD.  

It is the intent of the legislature that the transfer of the 

governance of Angelo State University from the board of regents of 

the Texas State University System to the board of regents of the 

Texas Tech University System be made without disrupting the 

students, faculty, staff, or programs of the university.  If those 

boards of regents are unable to agree as to any matter relating to 

the transfer, the Texas Higher Education Coordinating Board on 

application of either board of regents shall resolve the 
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disagreement consistent with the intent of this section and the 

provisions of this Act as the coordinating board determines is in 

the best interest of this state and the institutions under the 

governance of the boards of regents.  The coordinating board may 

issue any orders or take any other action the coordinating board 

considers appropriate to enforce this section or to facilitate the 

transfer consistent with this Act and the intent of the legislature. 
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Appendix 8 

Letter from the Office of the Attorney General 

Below is a letter from the Office of the Attorney General regarding the 
transfer of Angelo State University to the Texas Tech University System.  
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Appendix 9 

Higher Education Coordinating Board Resolution  

Below is a letter from the Higher Education Coordinating Board regarding its 
resolution of issues surrounding the transfer of Angelo State University to the 
Texas Tech University System.  
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Appendix 10 

Responses from the Foundation  
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Appendix 11 

Representations Requested of and Received from the Texas State 
University System 

Below are the representations that the State Auditor’s Office requested that 
the Texas State University System provide. 
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Below are the representations that the Texas State University System provided 
to the State Auditor’s Office. 
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