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Independent Auditor’s Report

The Honorable Greg Abbott, Governor

The Honorable Glenn Hegar, Comptroller of Public Accounts

The Honorable Dan Patrick, Lieutenant Governor

The Honorable Dade Phelan, Speaker of the House of Representatives
and

Members of the Legislature, State of Texas

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of the governmental
activities, the business-type activities, each major fund, and the aggregate discretely
presented component units and remaining fund information of the State of Texas, as of and
for the year ended August 31, 2020, and the related notes to the financial statements, which
collectively comprise the State’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Consolidated Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these consolidated financial statements based
on our audits. We did not audit the financial statements of the following entities:

e The Texas Department of Transportation, a component of the State of Texas, which
is included in the governmental and proprietary funds. The Texas Department of
Transportation constitutes 99.99 percent of the expenditures for the State Highway Fund,
a major governmental fund. The Texas Department of Transportation also constitutes
57.5 percent of the assets of governmental activities.

¢ The University of Texas System, a component of the State of Texas, which constitutes 71.2
percent of the assets of Colleges and Universities, a major enterprise fund. The University
of Texas System also constitutes 57.8 percent of the assets of the business-type activities.

¢ The Texas Lottery Commission, a component of the State of Texas, whose Lottery Fund
is a major enterprise fund that constitutes 12.2 percent of the operating revenues of the
business-type activities.

e The Employees Retirement System, a component of the State of Texas, which constitutes
13.8 percent of the assets of Pension and Other Employee Benefit Trust Funds, a major
fiduciary fund. The Employees Retirement System also constitutes 11.8 percent of the
assets of the fiduciary activities.
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The statements listed above were audited by other auditors whose reports have been furnished
to us, and our opinion, insofar as it relates to the amounts included for these entities, is based
solely on the reports of the other auditors. We conducted our audits in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards issued by the Comptroller General
of the United States. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the consolidated financial statements are free from
material misstatement.

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

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

Opinions

In our opinion, based on our audit and the reports of other auditors, the consolidated financial
statements referred to above present fairly, in all material respects, the respective financial position
of the governmental activities, the business-type activities, each major fund, and the aggregate
discretely presented component units and remaining fund information of the State of Texas, as of
August 31, 2020, and the respective changes in financial position and, where applicable, cash flows
thereof for the year then ended in accordance with accounting principles generally accepted in the
United States of America.

Emphasis of Matter
Fiduciary Activities

As discussed in Note 14, the State restated its beginning balances as of September 1, 2019, to
reflect the impact of the implementation of Governmental Accounting Standards Board (GASB)
Statement No. 84, Fiduciary Activities. The State’s beginning balances increased $4.2 billion as
a result of reclassifying certain fund types as fiduciary activities, eliminating agency funds, and
creating custodial funds.
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Economic Stabilization Fund

As discussed in Note 13, the Economic Stabilization Fund balance was $11.3 billion as reported in
the governmental fund financial statements as unassigned fund balance as of August 31, 2020.
That amount consisted primarily of $5.9 billion in cash in the State Treasury, $4.1 billion in current
and non-current investments, and $1.3 billion due from the General Revenue Fund. The General
Revenue Fund transferred $1.1 billion to the Economic Stabilization Fund in November 2020.

Investments with Values that Are Not Readily Determined

As discussed in Note 3 on page 91, the financial statements include certain investments valued
at approximately $137.9 billion as of August 31, 2020, whose fair values have been estimated by
management in the absence of readily determinable fair values.

Our opinions are not modified with respect to these matters.
Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, the budgetary comparison schedule, the schedules of
pension liability, and the schedules of OPEB liability, as listed in the table of contents, be presented
to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other knowledge
we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the consolidated financial
statements that collectively comprise the State’s basic financial statements. The combining
financial statements and schedules, introductory section, and statistical section, as listed in the
table of contents, are presented for purposes of additional analysis and are not a required part of
the basic financial statements.
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The combining financial statements and schedules are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to prepare
the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the basic financial statements or to the basic financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, based on our audit, the procedures performed as
described above, and the reports of the other auditors, the Other Supplementary Information
Combining Financial Statements and Schedules, as listed in the table of contents, are fairly stated,
in all material respects, in relation to the basic financial statements as a whole.

The introductory section and the statistical section have not been subjected to the auditing
procedures applied in the audit of the basic financial statements, and accordingly, we do not
express an opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

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

Lt #allne

Lisa R. Collier, CPA, CFE, CIDA
First Assistant State Auditor

February 23, 2021

State of Texas Comprehensive Annual Financial Report — 2020
18




	Table of Contents
	Ackowledgments
	Elected State Officials
	Auditors Letter 4
	Auditors Letter 3
	Auditors Letter 2
	Auditors Letter 1
	Required Supplementary 
Information Other Than MD&A
	172
	173
	Notes to Budgetary

	Financial Trends Information		299 – 305
	These schedules contain trend information intended to help the reader understand how the state’s 
financial position has changed over time.

	Revenue Capacity Information		306 – 308
	These schedules contain information intended to help the reader assess the state’s most significant 
revenue source – state tax collections.

	Debt Capacity Information		309 – 313
	These schedules present information intended to assist users in understanding and assessing the state’s 
current levels of outstanding debt and the ability to issue additional debt.

	Demographic and Economic Information		314 – 316
	These schedules provide demographic and economic indicators intended to help the reader understand 
the socio-economic environment within which the state’s financial activities take place.

	Operating Information		317 – 321
	These schedules provide contextual information about the state’s operations and resources intended to 
assist readers in using financial statement information to understand and assess the state’s economic 
condition.

	1: Introductory Section
	Letter of Transmittal
	Elected State Officials
	Government Structure of Texas
	Certificate of Achievement


	2: Financial Section
	Management’s Discussion and Analysis (MD&A)
	Management’s Discussion and Analysis

	Basic Financial Statements
	Government-wide Financial Statements
	Statement of Net Position
	Statement of Activities

	Fund Financial Statements
	Governmental Fund Financial Statements
	Balance Sheet
	Reconciliation of the Governmental Funds Balance Sheet to the Statement of Net Position
	Statement of Revenues, Expenditures and Changes in Fund Balances
	Reconciliation of the Governmental Funds Statement of Revenues, Expenditures and 
Changes in Fund Balances to the Statement of Activities

	Proprietary Fund Financial Statements
	Statement of Net Position
	Statement of Revenues, Expenses and Changes in Net Position
	Statement of Cash Flows

	Fiduciary Fund Financial Statements
	Statement of Fiduciary Net Position
	Statement of Changes in Fiduciary Net Position


	Notes to Financial Statements

	Required Supplementary Information Other Than MD&A
	Budgetary Comparison Schedule
	Schedules of Pension Liability
	Schedules of OPEB Liability


	2: Financial Section (continued)
	Other Supplementary Information Combining Financial Statements and Schedules
	Governmental Funds
	Nonmajor Governmental Funds
	Combining Balance Sheet
	Combining Statement of Revenues, Expenditures and Changes in Fund Balances

	Nonmajor Special Revenue Funds
	Combining Balance Sheet
	Combining Statement of Revenues, Expenditures and Changes in Fund Balances
	Budgetary Comparison Schedule

	Nonmajor Debt Service Funds
	Combining Balance Sheet
	Combining Statement of Revenues, Expenditures and Changes in Fund Balances

	Nonmajor Capital Projects Funds
	Combining Balance Sheet
	Combining Statement of Revenues, Expenditures and Changes in Fund Balances

	Nonmajor Permanent Funds
	Combining Balance Sheet
	Combining Statement of Revenues, Expenditures and Changes in Fund Balances


	Enterprise Funds
	Nonmajor Enterprise Funds
	Combining Statement of Net Position
	Combining Statement of Revenues, Expenses and Changes in Net Position
	Combining Statement of Cash Flows

	Colleges and Universities – Major Enterprise Fund
	Schedule of Net Position
	Schedule of Revenues, Expenses and Changes in Net Position
	Schedule of Cash Flows


	Fiduciary Funds
	Pension and Other Employee Benefit Trust Funds
	Combining Statement of Fiduciary Net Position
	Combining Statement of Changes in Fiduciary Net Position

	Private-Purpose Trust Funds
	Combining Statement of Fiduciary Net Position
	Combining Statement of Changes in Fiduciary Net Position

	Custodial Funds
	Combining Statement of Fiduciary Net Position
	Combining Statement of Changes in Fiduciary Net Position


	Discretely Presented Component Units
	Combining Statement of Net Position
	Combining Statement of Activities



	3: Statistical Section
	Financial Trends Information
	Net Position by Component
	Changes in Net Position
	Fund Balances – Governmental Funds
	Changes in Fund Balances – Governmental Funds

	Revenue Capacity Information
	Taxable Sales by Industry
	State Tax Collections and Retail Sales
	Total Retail Sales
	Texas Gross State Product by Industry

	Debt Capacity Information
	Legal Debt Margin Information
	Ratio of Outstanding Debt by Type
	Ratios of General Bonded Debt Outstanding
	Pledged Revenue Bond Coverage

	Demographic and Economic Information
	Texas Nonfarm Employment Detail: Number of Jobs
	Texas and U.S. Selected Statistics
	Texas and U.S. Employment and Unemployment Rates

	Operating Information
	Full-Time Equivalent Employees by Function
	Capital Asset Statistics by Function
	Operating Indicators by Function



	Note 1
	Summary of Significant Accounting Policies

	Note 2
	Capital Assets

	Note 3
	Deposits, Investments and Repurchase Agreements

	Note 4
	Short-Term Debt

	Note 5
	Long-Term Liabilities

	Note 6
	Bonded Indebtedness

	Note 7
	Derivative Instruments 

	Note 8
	Leases

	Note 9
	Retirement Plans

	Note 10
	Deferred Compensation

	Note 11
	Postemployment Benefits Other Than Pensions

	Note 12
	Interfund Activity and Transactions

	Note 13
	Classification of Fund Balances/Net Position

	Note 14
	Restatement of Beginning Balances

	Note 15
	Commitments and Contingencies

	Note 16
	Subsequent Events

	Note 17
	Risk Management

	Note 18
	Contested Taxes

	Note 19
	Component Units and Related Organizations

	Note 20
	Deficit Fund Balances/Net Position of Individual Nonmajor Funds

	Note 21
	Tobacco Settlement

	Note 22
	Donor-Restricted Endowments

	Note 23
	Taxes Receivable and Tax Refunds Payable

	Note 24
	Termination Benefits

	Note 25
	Segment Information

	Note 26
	Service Concession Arrangements

	Note 27
	Deferred Outflows of Resources and Deferred Inflows of Resources

	Note 28
	Nonexchange Financial Guarantees

	Note 29
	Tax Abatements

	Note 30
	Special Items




