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INDEPENDENT AUDITOR’S REPORT

To the Members of the Audit, Compliance, and
Management Review Committee of The University of
Texas System Board of Regents

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of The University of Texas
Southwestern Medical Center ("UTSW"), which comprise the consolidated statements of net
position as of August 31, 2020 and 2019, and the related consolidated statements of revenues,
expenses, and changes in net position and cash flows for the years then ended, and the related
notes to the consolidated financial statements.

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 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 audit 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 UTSW'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 opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated net position of UTSW as of August 31, 2020 and 2019, and
the changes in its net position and cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.



Emphasis of Matter

As discussed in Note 1, the consolidated financial statements of UTSW are intended to
present the net position, changes in net position, and cash flows of The University of
Texas System attributable to UTSW. They do not purport to, and do not, present the net
position of The University of Texas System as of August 31, 2020 and 2019, the changes
in its net position, or cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America. Our opinion is not
modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Required Supplementary Information on pages 50-51 be presented to supplement the
consolidated financial statements. Such information, although not a part of the consolidated
financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the consolidated
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
consolidated financial statements, and other knowledge we obtained during our audit of the
consolidated 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.

Management has omitted management’s discussion and analysis that accounting
principles generally accepted in the United States of America require to be presented to
supplement the consolidated financial statements. Such missing information, although
not part of the consolidated financial statements, is required by the Government
Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the consolidated financial statements in an appropriate operation,
economic, or historical context. Our opinion on the consolidated financial statements is
not affected by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 10, 2020 on our consideration of UTSW'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 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 effectiveness of UTSW's 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 UTSW'’s internal control over
financial reporting and compliance.

Deloitte 3 Toucne UP

December 10, 2020



THE UNIVERSITY OF TEXAS SOUTHWESTERN MEDICAL CENTER

(A Division of the University of Texas System)

CONSOLIDATED STATEMENTS OF NET POSITION

AS OF AUGUST 31, 2020 AND 2019
(Amounts in thousands)

ASSETS AND DEFERRED OUTFLOWS

CURRENT ASSETS:
Cash and cash equivalents
Balance in state appropriations

Patient accounts receivable—less allowance for uncollectible accounts
Other accounts receivable—Iless allowance for uncollectible accounts

Inventories and other current assets
Restricted—cash and cash equivalents

Loans and contracts

Contributions receivable

Due from UT System and other state agencies

Total current assets

NONCURRENT ASSETS:
Restricted:

Cash and cash equivalents
Loans and contracts
Investments
Contributions receivable
Due from UT System and other state agencies
Endowment investments

Total restricted assets—net

Capital assets:
Nondepreciable assets
Depreciable assets

Total capital assets

Less accumulated depreciation and amortization

Total capital assets—net

OTHER NONCURRENT ASSETS:
Investments
Other noncurrent assets

Total other noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESOURCES:
Asset retirement obligation

Pension related

Retiree healthcare

Total deferred outflows

TOTAL ASSETS AND DEFERRED OUTFLOWS

2020 2019
S 39,279 S 174,867
70,378 41,480
335,847 358,710
166,578 167,478
65,376 60,996
118,808 65,040
1,511 1,144
10,466 18,134
12,298 14,936
820,541 902,785
39,026 2,836
1,315 2,769
793,145 610,568
23,959 33,131
25,024 81,729
1,583,449 1,180,509
2,465,918 1,911,542
778,777 453,252
3,757,082 3,569,516
4,535,859 4,022,768

(1,859,918)

(1,689,246)

2,675,941 2,333,522
703,525 1,114,781
168,654 151,088
872,179 1,265,869

6,834,579 6,413,718

639 1,111
434,510 507,699
229,817 154,171
664,966 662,981

$ 7,499,545 $ 7,076,699

(Continued)



THE UNIVERSITY OF TEXAS SOUTHWESTERN MEDICAL CENTER

(A Division of the University of Texas System)

CONSOLIDATED STATEMENTS OF NET POSITION

AS OF AUGUST 31, 2020 AND 2019
(Amounts in thousands)

LIABILITIES AND DEFERRED INFLOWS

CURRENT LIABILITIES:
Accounts payable, accrued expenses, and other
Estimated third-payor settlements
Unearned revenue
Employees’ compensable leave—current
Net other post-employment benefits —current
Due to UT System and other state agencies

Total current liabilities

NONCURRENT LIABILITIES:

Employees’ compensable leave—noncurrent

Net pension liability

Net other post-employment benefits —noncurrent
Other noncurrent liabilities

Total noncurrent liabilities
Total liabilities

DEFERRED INFLOWS OF RESOURCES:
Pension related

Retiree healthcare related

Third party beneficiaryrelated

Total deferred inflows of resources
Total liabilities and deferred inflows

COMMITMENTS AND CONTINGENCIES (Note 12)

NET POSITION:
Netinvestmentin capital assets
Restricted:
Nonexpendable
Expendable
Unrestricted

Total net position

TOTAL LIABILITIES, DEFERRED INFLOWS, AND NET POSITION

See notes to consolidated financial statements.

2020 2019
$ 374,618 $ 349,274
19,209 24,225
44,576 54,749
53,440 55,527
33,842 37,557
23,591 19,734
549,276 541,066
105,379 72,781
866,980 947,545
1,874,002 1,649,094
4,984 24,063
2,851,345 2,693,483
3,400,621 3,234,549
167,425 65,707
318,139 352,170
4,677 4,111
490,241 421,988
3,890,862 3,656,537
2,675,940 2,333,522
1,016,704 694,634
1,583,740 1,470,523
(1,667,701) (1,078,517)
3,608,683 3,420,162
$ 7,499,545  $ 7,076,699

(Concluded)



THE UNIVERSITY OF TEXAS SOUTHWESTERN MEDICAL CENTER
(A Division of the University of Texas System)

CONSOLIDATED STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
FOR THE YEARS ENDED AUGUST 31, 2020 AND 2019
(Amounts in thousands)

2020 2019
OPERATING REVENUES:
Net student tuition and fees S 26,121 S 26,162
Net patient services and professional fees 2,149,186 2,182,790
Sponsored programs revenue 686,949 590,666
Sales and services of educational activities 5,921 14,138
Auxiliary and other 192,593 161,886
Total operating revenues 3,060,770 2,975,642
OPERATING EXPENSES:
Salaries, wages, and benefits 2,437,112 2,147,890
Professional and contracted services 218,551 253,261
Materials and supplies 673,549 627,013
Maintenance and repairs 52,400 17,073
Utilities 21,706 21,073
Depreciation and amortization 181,755 183,365
Other operating expenses 123,972 133,642
Total operating expenses 3,709,045 3,383,317
OPERATING LOSS (648,275) (407,675)
NONOPERATING REVENUES AND EXPENSES:
State appropriations 202,173 194,086
Gift contributions for operations 65,911 65,376
Net investment income, including change in fair value 299,602 164,511
Net other nonoperating revenue (expense) 40,395 (7,845)
Total nonoperating revenues and expenses 608,081 416,128
(LOSS) INCOME BEFORE CAPITAL CONTRIBUTIONS, ADDITIONS TO PERMANENT
ENDOWMENTS, AND TRANSFERS (40,194) 8,453
CAPITAL CONTRIBUTIONS 1,942 8,079
ADDITIONS TO PERMANENT ENDOWMENTS 14,739 13,796
TRANSFERS FROM UT SYSTEM AND STATE AGENCIES 321,269 156,220
TRANSFERS TO UT SYSTEM AND STATE AGENCIES (109,235) (108,068)
CHANGE IN NET POSITION 188,521 78,480
NET POSITION—Beginning of year 3,420,162 3,341,682
NET POSITION—ENd of year S 3,608,683 $ 3,420,162

See notes to consolidated financial statements.



THE UNIVERSITY OF TEXAS SOUTHWESTERN MEDICAL CENTER
(A Division of the University of Texas System)

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED AUGUST 31, 2020 AND 2019
(Amounts in thousands)

2020 2019
CASH FLOWS FROM OPERATING ACTIVITIES:
Proceeds from tuition and fees S 26,885 S 24,961
Proceeds from third-party payors and patients 2,177,967 2,164,715
Proceeds from sponsored programs 715,625 618,806
Payments to suppliers (1,101,239) (984,709)
Payments to employees (2,192,805) (1,986,466)
Receipts for loans provided 920 1,030
Other receipts 150,305 57,850
Net cash used in operating activities (222,342) (103,813)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Proceeds from state appropriations 173,276 190,051
Proceeds from gifts 81,234 79,149
Proceeds from private gifts for endowments and annuity life purposes 14,739 13,796
Transfers from UT System and other agencies 14,419 2,169
Transfer to UT System or other agencies (14)
Proceeds and payments for other nonoperating activities 15,559 (20,724)
Net cash provided by noncapital financing activities 299,227 264,427
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Proceeds from capital debt transferred from UT System 364,156 187,064
Proceeds from capital appropriations, grants, and gifts 3,458 6,018
Proceeds from sale of capital assets 61 379
Payments for additions to capital assets (510,412) (310,754)
Mandatory transfers to UT System for capital-related debt (109,222) (107,981)
Net cash used in capital and related financing activities (251,959) (225,274)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales and maturities of investments 11,381 6,520
Proceeds from interest and investment income 173,295 188,510
Payments to acquire investments (55,232) (18,633)
Net cash provided by investing activities 129,444 176,397
(DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (45,630) 111,737
CASH AND CASH EQUIVALENTS—Beginning of year 242,743 131,006
CASH AND CASH EQUIVALENTS—End of year S 197,113 S 242,743

(Continued)



THE UNIVERSITY OF TEXAS SOUTHWESTERN MEDICAL CENTER

(A Division of the University of Texas System)

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED AUGUST 31, 2020 AND 2019
(Amounts in thousands)

RECONCILIATION OF OPERATING (EXPENSES) REVENUES TO NET CASH
USED IN OPERATING ACTIVITIES:
Operating loss
Adjustments to reconcile operating loss to net cash used in operating activities:
Depreciation and amortization
Bad debt
Change in operating assets and liabilities:
Accounts receivable—net
Loans and contracts
Inventories
Due to UT System
Other current and noncurrent assets
Accounts payable, accrued expenses, and estimated third-payor settlements
Unearned revenue
Employees’ compensable leave
Pension and retiree benefits related obligations, deferred inflows and outflows
Asset retirement related obligations, deferred inflows and outflows
Other current and noncurrent liabilities

NET CASH USED IN OPERATING ACTIVITIES

SUPPLEMENTAL NONCASH ACTIVITY INFORMATION:
Unrealized gain (loss) on investments

Unpaid purchases of capital assets in accounts payable and accrued expenses

See notes to consolidated financial statements.

2020 2019
$(648,275)  $(407,675)
181,755 183,365
166 49
42,097 (13,109)
920 1,029
(6,492) (7,183)
2,396 944
(19,386) (105,536)
(2,657) 84,773
(10,174) (586)
30,510 4,978
205,857 153,938
473 474

468 726
$(222,342)  $(103,813)
$ 130,410 S (24,516)
$ 78179 S 64,063

(Concluded)



THE UNIVERSITY OF TEXAS SOUTHWESTERN MEDICAL CENTER
(A Division of the University of Texas System)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED AUGUST 31, 2020 AND 2019

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization—The University of Texas Southwestern Medical Center (UTSW) is a division of the
University of Texas System (“UT System”). The UT System is an agency of the State of Texas and
reported as part of the “Colleges and Universities” major enterprise fund in the State of Texas financial
statements. In 1949, UTSW became a division of the UT System. UTSW is located in Dallas, TX 75390.

Blended Component Units—The accompanying financial statements for UTSW are presented on a
consolidated basis and include the accounts for UT Southwestern Health Systems (“UTSHS, Inc.”), UT
Southwestern Moncrief Cancer Center (“Moncrief”), and Moncrief Cancer Foundation (the
“Foundation”).

UT Southwestern Health Systems, 5323 Harry Hines Boulevard, Dallas, Texas 75390, is governed by a
three-member board appointed by the president of UTSW. UTSW provides support of health care
services and grants to conduct research and provide educational programs to accomplish the mission of
UTSW. The corporation is blended rather than discretely presented because it is organized as a not-for-
profit corporation and the president of UTSW is the sole corporate member. The corporation’s fiscal
year end is August 31.

UT Southwestern Moncrief Cancer Center, 400 West Magnolia Avenue, Fort Worth, Texas 76104, is
governed by a four-member board appointed by the president of UTSW. Moncrief provides resources
for cancer prevention, early detection, and support services to cancer patients and their families within
Tarrant County and surrounding areas. Moncrief is blended rather than discretely presented because it
is organized as a not-for-profit corporation and the president of UTSW is the sole corporate member.
The corporation’s fiscal year end is August 31.

Moncrief Cancer Foundation, 5323 Harry Hines Blvd., Dallas, Texas 75390, is governed by a six-member
board appointed by the president of UTSW. The Foundation supports cancer prevention, early
detection, and support services to cancer patients and their families within Tarrant County and
surrounding areas through Moncrief. The Foundation is blended rather than discretely presented
because it is organized as a not-for-profit foundation and the president of UTSW is the sole corporate
member. The Foundation’s fiscal year end is August 31.

Significant Accounting Policies:

Basis of Accounting—UTSW uses the accrual method of accounting, whereby revenues are recognized
in the accounting period when services are rendered and expenses are recognized when incurred.
UTSW’s consolidated financial statements are reported as a business-type activity as defined by the
Government Accounting Standards Board (GASB).

Tax Status—The Internal Revenue Service ruled on March 20, 1984, October 9, 1997, December 7,
2010, and May 11, 2017 that UTSW is an agency of the State of Texas. As an agency of the state, UTSW



is generally exempt from federal income taxes, although certain activities are subject to federal
unrelated business income tax.

Use of Estimates—The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, deferred inflows and outflows,
disclosure of contingent assets and liabilities at the date of the financial statements, and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Net Position—UTSW classifies net position into three components: net investment in capital assets,
restricted, and unrestricted. These classifications are defined as follows:

Net Investment in Capital Assets—This component of net position consists of capital assets, net of
accumulated depreciation. Unspent related debt proceeds are excluded from the calculation of net
investment in capital assets. UTSW has not recorded outstanding debt issued to acquire capital assets
as these are obligations of UT System (see Note 9).

Restricted—Nonexpendable—Net position subject to externally imposed stipulations that require the
amounts to be maintained in perpetuity by UTSW. Such assets include UTSW’s permanent endowment
funds.

Restricted—Expendable—Net position whose use by UTSW is subject to externally imposed stipulations
that can be fulfilled by actions of UTSW pursuant to those stipulations or that expire with the passage
of time. Such assets include gifts for operations and investment income earned from restricted
endowments, grants, loan funds, and funds restricted for capital projects.

Unrestricted—This component of net position consists of those assets that do not meet the definition
of “restricted” or “investments in capital assets.”

Consolidated Statements of Revenues, Expenses, and Changes in Net Position—For purposes of
financial statement presentation, operating revenues include those generated from direct patient care,
related support services, sponsored programs, and educational activities. Non-operating revenues
consist of those revenues that are related to financing and investing types of activities and result from
non-exchange transactions or investment income. When an expense is incurred for the purposes for
which there are both restricted and unrestricted resources available, it is UTSW’s policy to use
restricted resources first to the extent that such are available, and then to use unrestricted resources.

Cash and Cash Equivalents and Investments—Short-term, highly liquid investments with maturities of
three months or less when purchased are generally considered cash and cash equivalents. UTSW’s
policy is to exclude items that meet this definition if they are part of an investment pool that has an
investment horizon of one year or greater. Therefore, highly liquid investments that are part of the
Intermediate-Term Fund (ITF) and the Long-Term Fund (LTF) are not considered cash and cash
equivalents. Cash held in the state treasury for the Permanent University Fund (PUF) and the
Permanent Health Fund (PHF) are considered cash and cash equivalents. Other highly liquid
investments of these major funds invested with custodians are not considered cash and cash
equivalents according to the investment policies of UTSW and UT System.

Patient Accounts Receivable—Patient accounts receivable is presented net of allowances for
contractual discounts and bad debts. The amount of bad debt allowances was approximately
$116.6 million and $93.1 million as of August 31, 2020 and 2019, respectively. The increase in bad debt



allowance in 2020 is mainly the result of a change in the composition of accounts receivables and an
adjustment in the federal poverty level guidelines resulting in additional bad debt allowance.

Cost of Charity Care—The American Institute of Certified Public Accountants defines charity care as
care for which hospitals never expect to be reimbursed. Charity care occurs when a patient applies to
the hospital for financial assistance and the hospital waives all or part of its charges, consistent with its
internal charity care policy. Charity care costs amounted to approximately $30.7 million and

$15.3 million for 2020 and 2019, respectively. To calculate cost of charity care, charges are converted to
costs by the application of the Medicare cost to charge ratio, as calculated in the most recent Medicare
cost report.

Inventories—Inventories are stated at the lower of cost (determined on an average-cost basis) or
market.

Deferred Outflows and Inflows—Deferred outflows and inflows consist primarily of changes in the net
pension and other post-employment benefits (OPEB) liability not included in pension or OPEB expense
and are required to be reported as deferred outflows of resources or deferred inflows of resources
related to pensions and OPEB. Employer contributions subsequent to the measurement date of the net
pension and OPEB liabilities are also required to be reported as deferred outflows of resources.

Net Pension Liability—UTSW participates in a cost-sharing multiple-employer defined benefit pension
plan with a special funding situation administered by the Teacher Retirement System of Texas (TRS).
TRS is primarily funded through state and employee contributions. UTSW receives a proportional share
of the net pension liability, pension- related deferred outflows, and pension-related deferred inflows
from the Texas Comptroller of Public Accounts.

Other Post-Employment Benefits (OPEB) Liability—UTSW’s eligible retirees are provided benefits
under the UT System Employee Group Insurance Program (EGIP). The EGIP is a single-employer defined
benefit OPEB plan. Under chapter 1551 of the Texas Insurance Code, Sections 310 and 311 require that
the State contribute to the cost of each participant’s insurance coverage. UTSW’s and the State’s
portion of the related liabilities and deferred outflows and inflows, expensed based on contributions to
OPEB, are 79.5% and 20.5%, respectfully.

Asset Retirement Obligation—The liability related to clean-up and decommissioning of items using
radiation such as broadscope licenses, cyclotrons, and nuclear reactors is reported as an asset
retirement obligation. The liability is measured using best estimates of current values of expected
outlays.

Restricted Assets—Restricted assets include funds restricted by legal or contractual requirements,
including those related to sponsored programs, donors, bond proceeds receivable, trust funds, and
constitutional restrictions.

Investments—Certain investments of UTSW are managed by The University of Texas Investment
Management Company (UTIMCO), a private investment corporation that provides services to UTSW
and its related foundations. All investments are reported as noncurrent as these funds have an
investment horizon extending beyond one year. Restricted investments include investments restricted
by legal or contractual requirements, including those related to donor and constitutional restrictions.

The audited financial statements of the funds managed by UTIMCO may be found on UTIMCQ’s website
and inquiries may be directed to UTIMCO via www.utimco.org.

-10-



Investments are reported at fair value. Fair value is defined as the price that would be received to sell
an asset or paid to transfer a liability in an orderly transaction between two market participants at the
measurement date.

UT System is authorized to invest funds, as provided in Section 51.0031 of the Texas Education Code
and the Constitution of the State of Texas, under prudent investor investment standards. Such
investments include various fixed income and equity type securities, hedge funds, public market funds,
and private investments. The investments of UT System are governed by various investment policies
approved by the UT System Board of Regents.

Foundation investments are carried at fair value, and unrealized gains and losses are reflected in the
consolidated statements of revenues, expenses, and changes in net position.

Capital Assets—Capital assets are recorded at cost at the date of acquisition or fair value at the date of
donation in the case of gifts. UTSW follows the State of Texas’ capitalization policy, which calls for
capitalization of those items with an estimated useful life greater than one year and a cost equal to or
greater than $5,000 for equipment items; $100,000 for buildings, building improvements, and
improvements other than buildings; and $500,000 for infrastructure items. Purchases of library books
are capitalized. Routine repairs and maintenance are charged to operating expense in the year in which
the expense is incurred. Outlays for construction in progress are capitalized as incurred. The
capitalization thresholds for software are $100,000 for purchased software and $1,000,000 for
internally developed software. UTSW capitalizes, but does not depreciate, works of art and historical
treasures that are held for exhibition, education, research, and public service. These collections are
protected and preserved.

Disposals are removed at carrying cost, less accumulated depreciation, with any resulting gain or loss
included in other non-operating revenue or expense. Depreciation is recorded using the straight-line
method over the estimated useful lives of the assets. Estimated useful lives for buildings are 10 to

50 years; for equipment, estimated useful lives range from 3 to 20 years. Hospital assets are
depreciated based on the American Hospital Association’s recommended useful life.

Capitalized interest was calculated based upon interest expense for 2018, less investment income
related to long-term debt for the same period (see Note 9). Beginning fiscal year 2019, interest is no
longer capitalized in accordance with GASB 89.

UTSW evaluates long-lived assets regularly for impairment under the provisions of GASB Statement
No. 42, Accounting and Financial Reporting for Impairment of Capital Assets and for Insurance
Recoveries. If circumstances suggest that assets may be impaired, an assessment of recoverability is
performed prior to any write-down of assets. An impairment charge is recorded on those assets for
which the estimated fair value is below its carrying amount. No material impairment charges to long-
lived assets were recorded for the fiscal years ended August 31, 2020 and 2019.

Employees’ Compensable Leave—Substantially all full-time employees earn annual leave from 8 to 21
hours per month depending upon the respective employee’s years of state employment. State law
permits employees to carry accrued leave forward from one fiscal year to another fiscal year with a
maximum number of hours, up to 532 for those employees with 35 or more years of state service.
Eligible part-time employees’ annual leave accrual rates and maximum carryover are proportional to
the number of hours appointed to work. Employees with at least six months of continuous state service
who terminate their employment are entitled to payment for all accumulated annual leave. Both an
expense and a liability are recorded as the benefit accrues to employees. Sick leave, the accumulation

-11 -



of which is unlimited, is earned at the rate of eight hours per month and is paid only when an employee
is off due to illness or to the estate of an employee in the event of the employee’s death. The maximum
sick leave that may be paid to an employee’s estate is one-half of the employee’s accumulated sick
leave or 336 hours, whichever is less. UTSW'’s policy is to recognize the cost of sick leave only when
paid. Eligible part-time employees’ sick leave accrual rates are proportional to the number of hours
appointed to work.

This obligation is usually paid from the same funding source(s) as the employee’s salary or wage
compensation. Changes in compensated absences during the year were as follows (in thousands):

As of As of

August 31, August 31, Current

2019 Additions Reductions 2020 Portion

Compensable leave $128,308 $76,830 $46,320 $158,818 $53,440
As of As of

August 31, August 31, Current

2018 Additions Reductions 2019 Portion

Compensable leave $123,330 $68,533 $63,555 $128,308 $55,527

Unearned Revenue—UTSW receives grant funds from public and private entities. Unearned revenue
consists primarily of amounts received in advance, such as student tuition and fees related to future
fiscal years. Unearned revenue also includes amounts received from grant and contract sponsors, which
have not yet been earned under the terms of the agreement.

State Appropriations—The appropriation of tax revenues by the Texas Legislature (“Legislature”) is in
the form of general revenue. The Legislature meets every odd- numbered year and approves a two-
year budget (biennial) for all state agencies. The general revenue appropriation to UTSW primarily
supports the instruction and research missions of UTSW. Approximately 85.4% of UTSW's state
appropriation is calculated based on formulas using space, research expenditures, graduate medical
education, and mission- specific support. The balance of the state appropriation provides for health
care, education, and tuition revenue bond retirement for infrastructure support. There is no assurance
that the Legislature will continue its state appropriations to UTSW in future years; however, UTSW
expects that the Legislature will continue to do so.

Net Patient Services Revenue—UTSW has agreements with third-party payors that provide
reimbursement to UTSW at amounts different from its established rates. Contractual adjustments
under third-party reimbursement programs represent the difference between UTSW's established rates
for services and the amounts reimbursed by third-party payors.

Allowances for uncollectible amounts are estimated using historical experience, current trend and
policy information, aged account balances, and a collectability analysis. Net patient services revenue in
the accompanying consolidated statements of revenues, expenses, and changes in net position is net of
contractual adjustments and bad debt provisions, which total approximately $4.0 billion and $3.8 billion
for the years ended August 31, 2020 and 2019, respectively.

In accordance with provisions of the Medicare and Medicaid programs, inpatient services to Medicare
and Medicaid beneficiaries are paid at prospectively determined rates per discharge based on a patient
classification system utilizing clinical, diagnostic, and other factors. Medicare outpatient services are
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reimbursed on a prospective basis through ambulatory payment classifications, which are based on
clinical resources used in performing the procedure. Medicaid outpatient services are paid based on the
lower of reasonable costs or customary charges, a fee schedule, or blended rates. For certain costs, as
defined by the Medicare program, including kidney acquisition, medical education, and bad debts,
additional reimbursement is provided based on cost pass-through payments and the cost report.

Medicare and Medicaid cost-reimbursable items are reimbursed to UTSW at a tentative rate, with final
settlement determined after submission of annual cost reports by UTSW, which are subject to audit by
the intermediaries prior to final settlement. Any differences between final audited settlements and
amounts accrued at the end of the prior reporting period are included currently in the consolidated
statements of revenues, expenses, and changes in net position as an adjustment to the appropriate
allowance account. Such adjustments increased net patient services revenue by $2.4 million and $3.9
million for 2020 and 2019, respectively. UTSW’s cost reports have been audited by the fiscal
intermediaries through 2016 for Medicare and Medicaid with the exception of 2005 and settled
through 2016. Cost reports for both programs are subject to certain reopenings and appeals as per
federal and state regulations. UTSW has (assets) liabilities of approximately ($3.2) million and

$4.9 million as of August 31, 2020 and 2019, respectively, related to the estimated Medicare and
Medicaid cost report settlements.

Sponsored Program Revenues—Sponsored program revenues are received primarily from
governmental and private sources and relate to research programs that normally provide for the
recovery of direct and indirect costs.

Notes Payable—September 2014, the Foundation obtained a note in the amount of $19,000,000 from
a bank for the purpose of financing construction of the Moncrief Cancer Center building. The note was
due on August 31, 2015, with an interest rate of the adjusted London InterBank Offered Rate (LIBOR),
plus 0.8%. On August 31, 2015 and August 26, 2017, the Foundation’s board approved the renewal of
the note for further two years. On August 28, 2019 the Foundation’s board approved the renewal of
the note to be due August 28, 2021 that bears a fixed rate of 2.49% per annum. The note is
collateralized by a security interest in Foundation investments held by the bank in the amount of
$68,995,036 as of August 31, 2020. The outstanding loan balance as of August 31, 2020 and 2019 was
$19,000,000 and is included in the Statements of Net Position in current liabilities.

Incentive Payments for Meaningful Use of Electronic Health Records—The American Recovery and
Reinvestment Act of 2009 established incentive payments under the Medicare and Medicaid programs
for hospitals, physicians, and other professionals that “meaningfully use” certified electronic health
record (EHR) technology. To qualify, providers must attest to the Centers for Medicare and Medicaid
Services (CMS) that they are using certified EHR in a meaningful way by meeting objectives at
established thresholds as defined by CMS.

UTSW recognizes Medicaid EHR incentive payments in its consolidated statements of revenues,
expenses, and changes in net position when all the eligibility requirements are met, which include:
(1) CMS approves a state’s EHR incentive plan and (2) its hospital or employed physician acquires
certified EHR. Medicare and Medicaid EHR incentive payments for subsequent payment years are
recognized in the period during which the specified meaningful use criteria are met. UTSW recognizes
Medicare EHR incentive when all eligibility requirements are met, which include: (1) the specified
meaningful use criteria are met and (2) contingencies in estimating the amount of the incentive
payments to be received are resolved. During the years ended August 31, 2020 and 2019, UTSW
satisfied the CMS adopt/implement/upgrade and/or meaningful use criteria. As a result, UTSW
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recognized as revenue $459,000 and $731,963 for the years ended August 31, 2020 and 2019,
respectively, and a cumulative amount of $48,540,916 for all years of the program.

COVID-19—In January 2020, the World Health Organization declared the novel coronavirus (COVID-19)
a Public Health Emergency of International Concern. On March 13, 2020, the Governor of the State of
Texas declared a state of emergency. On March 19, 2020, the Governor signed Executive Orders to
mitigate the spread of COVID-19 in Texas that closed all non-essential businesses and services
statewide, canceled or postponed all non-essential gatherings of individuals, and emphasized social
distancing practices in business and personal life. The orders resulted in work-from-home policies,
travel restrictions, online education and closure of student residential buildings, and cancellation of
events. In addition, the restrictions required rescheduling of elective or non-critical surgical and
procedural cases along with non-urgent and routine provider appointments, as well as redeployment of
resources to address the novel coronavirus needs. This resulted in reduced hospital and faculty practice
patient care revenues and operating cash flows. To alleviate the economic impact, Congress passed the
Coronavirus Aid, Relief, and Economic Security (CARES) Act. The CARES Act provides economic grants to
offset additional expenses and forgone revenue in the amount of $42,459,638, which has been
reported as Net other non-operating revenue. In mid-April, consistent with the guidance from
regulatory agencies, UTSW resumed surgical and professional services that were postponed in March
and early April. The outbreak of COVID-19 has caused domestic and global disruption in operations for
institutions of higher education and healthcare organizations. Other adverse consequences of COVID-
19 or any other similar outbreaks in the future may include, but are not limited to, decline in student
enrollment, decline in demand for student housing, decline in demand for UTSW programs that involve
travel or that have international connections, and declines in patient service revenues. UTSW continues
to carefully monitor developments and the directives of federal, state and local officials to determine
what additional precautions and procedures may need to be implemented. While the COVID-19
outbreak has adversely impacted UTSW’s fiscal year 2020 results, UTSW cannot at this time accurately
predict the full extent to which the COVID-19 outbreak will affect UTSW’s future finances and
operations.

GASB Statements Implemented in Fiscal Year 2020:

GASB Statement No. 84, Fiduciary Activities, effective 2020, establishes criteria for identified fiduciary
activities which should be reported in a fiduciary fund in the financial statements, had no impact on
UTSW because we do not have fiduciary funds.

Paragraphs 4 and 5 of GASB Statement No. 97, Certain Component Unit Criteria, and Accounting and
Financial Reporting for Internal Revenue Code Section 457 Deferred Compensation Plans: an amendment
of GASB Statements No. 14 and No. 84, and a supersession of GASB Statement No. 32, are effective in
2020. This statement clarifies that, for defined contribution pension plans, defined contribution OPEB
plans, or other employee benefit plans, primary governments that perform the duties that a governing
board typically performs in the absence of a governing board is not the same as the appointment of a
voting majority of a governing board in determining whether they are financially accountable. This
statement also limits the applicability of the financial burden criterion in paragraph 7 of Statement 84 to
defined benefit pension plans and defined benefit OPEB plans that are administered through trusts that
meet the criteria in paragraph 3 of Statement 67 or paragraph 3 of Statement 74. This additional guidance
further solidifies the conclusion that UTSW does not have any pension or OPEB related fiduciary funds or
component units.
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GASB Statement No. 90, Majority Equity Interests, effective 2020, improved the consistency and
comparability of reporting majority equity interests in a legally separate organization and improved the
relevance of financial statement information for certain component units. While GASB Statement No.
95 allowed for an extension of one year to implement the statement, the State Comptroller’s Office and
UT System decided to implement GASB Statement No. 90 in 2020. The implementation of Statement 90
had no impact on UTSW.

GASB Statement No. 92, Omnibus 2020, paragraph 4, 5, 11, and 13 are effective upon issuance, all else
effective 2022, enhances comparability in accounting and financial reporting and improves the
consistency of authoritative literature by addressing practice issues identified during implementation of
certain GASB Statements. The paragraphs included above of Statement 92 had no effect on UTSW’s net
position or changes in net position.

GASB Statement No. 95, Postponement of the Effective dates of Certain Authoritative Guidance,
Effective Immediately, provides temporary relief to governments in light of the COVID-19 pandemic by
delaying the implementation dates of many standards by one year.

GASB Statements Implemented in Fiscal Year 2019:

GASB Statement No. 83, Certain Asset Retirement Obligations (AROs), effective 2019, addresses
financial reporting for AROs related to clean-up and decommissioning of items using radiation such as
broadscope licenses, cyclotrons, nuclear reactors, etc.

GASB Statement No. 88, Certain Disclosures Related to Debt, Including Direct and Direct Placements,
effective 2019, had no impact on UTSW because we do not participate in direct borrowings, direct
placements or have lines of credit.

GASB Statement No. 89, Accounting for Interest Cost Incurred before the End of a Construction Period,
discontinued the capitalization of interest costs during construction. Although this statement is
effective 2021, the Texas State Comptroller’s Office decided to early implement this standard in 2019.

DEPOSITS AND INVESTMENTS

Deposits of Cash in Bank—The carrying amount of deposits was $5,818,208 and $8,724,327 as of
August 31, 2020 and 2019, respectively, as presented below (in thousands):

2020 2019
Carrying amount of deposits S 5,818 S 8,724
Cash in state treasury 33,258 18,926
Cash equivalent investments in UTIMCO 156,243 214,735
Other 1,794 358
Total cash and cash equivalents $197,113 $242,743

UTSW has invested in the UTIMCO Short-Term Fund (STF); these funds are invested in money markets.
As of August 31, 2020 and 2019, UTSW had $156,243,002 and $214,735,280, respectively, invested in
the STF. As noted above, these funds are included in cash and cash equivalents.
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Cash Held by UTSW Deposit Risk:

Custodial Credit Risk—Custodial credit risk for deposits is the risk that, in the event of the failure of a
depository financial institution, UTSW will not be able to recover deposits or will not be able to recover
collateral securities that are in the possession of an outside party. UTSW maintains depository
relationships with various banking institutions. UTSW’s policy is that all deposits are governed by a bank
depository agreement between UTSW and the respective banking institution. This agreement provides
that UTSW'’s deposits, to the extent such deposits exceed the maximum insured limit under deposit
insurance provided by the Federal Deposit Insurance Corporation, shall at all times be collateralized
with either government securities or a surety bond issued by an insurer rated “AAA” or its equivalent by
a nationally recognized rating organization or a combination thereof. As of August 31, 2020 and August
31 2019, there were no bank balances exposed to custodial risk as uninsured and uncollateralized
deposits.

Investments:

Investments are reported at fair value. Fair value is defined as the price that would be received to sell
an asset or paid to transfer a liability in an orderly transaction between two market participants at the
measurement date. GAAP provides a hierarchy that prioritizes the inputs of fair value measurements
based on the extent to which inputs to valuation techniques are observable in the marketplace. The
hierarchy assigns a higher priority to observable inputs that reflect verifiable information obtained from
independent sources, and a lower priority to unobservable inputs that would reflect management’s
assumptions about how market participants would value an asset or liability based on the best
information available. Fair value measurements must maximize the use of observable inputs and
minimize the use of unobservable inputs.

The three levels of the hierarchy of inputs used to measure fair value are as follows:

Level 1—Unadjusted quoted prices in active markets for identical assets or liabilities that are available
at the measurement date.

Level 2—Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly.

Level 3—Unobservable inputs.

UTSW’s investments with readily available fair values are primarily valued on the basis of market
valuations provided by independent pricing services.

GAAP permits management to fair value certain investments that do not have a readily determinable
fair value using the investment’s net asset value (NAV) per share or UTSW’s ownership interest in
partners’ capital as a practical expedient. Investments valued in this manner are not classified in the fair
value hierarchy.

Investments Held in UTIMCO Funds—As discussed in Note 1, UTSW has investments held by, and under
the management of UTIMCO, a private investment corporation that provides services to the UT System
and its related foundations. UTSW’s UTIMCO investments are held at NAV.

e Asof August 31, 2020 and 2019, investments held by UTIMCO in its Intermediate Term Fund (ITF)
on behalf of UTSW were $1,062,309,072 and $1,319,660,798, respectively. The ITF includes
investments in fixed-income and equity securities in both domestic and international markets. In
addition to traditional exchange-traded equity and fixed-income securities, the portfolio includes
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marketable alternative investments, hedge funds, and various other specialized public market
investments. UTSW’s investments in the ITF are redeemable monthly. Redemption requests from
the ITF should be initiated on or before the last business day of the month. ITF transactions will be
effective on the first business day of the following month; however, proceeds from ITF redemptions
may take up to five business days depending upon the liquidity available in the ITF. For ITF
transactions greater than $25 million, at least three business days’ notice is required.

e UTSW holds investments in UTIMCO’s LTF and the PHF, which are invested in a combination of
government and nongovernment securities, which include various fixed-income and equity-type
securities as well as alternative investments, such as hedge funds, private equity funds and
specialized public market investments. The Foundation, a blended component unit of UTSW, also
hold investments in the LTF. UTSW’s investment in the LTF and PHF as of August 31, 2020 and 2019
was $1,823,089,449.29 and $1,479,076,356, respectively. LTF investments are redeemable
quarterly. If the withdrawal is greater than $25 million, advance notice of sixty business days shall
be required prior to the quarterly valuation date. If the withdrawal is for less than $25 million,
advance notice of five business days shall be required prior to the quarterly valuation date. PHF
investments are nonredeemable by UTSW.

e Investment income for the years ended August 31, 2020 and 2019 was as follows:

2020 2019
Net interest income and realized gains S 173,937,707 S 186,628,869
Net unrealized gains/(loss) 130,409,663 (24,515,681)
Investment income S 304,347,370 S 162,113,188

Custodial Credit Risk—The custodial credit risk for investments is the risk that, in the event of the
failure of the counterparty to a transaction, UTSW will not be able to recover the value of its
investment or collateral securities that are in the possession of another party. Texas state statutes and
UTSW'’s investment policy statements do not contain legal or policy requirements that would limit the
exposure to custodial credit risk for deposits or investments. Further, credit risk is the risk that an issuer
of an investment will not fulfill its obligation to the holder of the investment. This is measured by the
assignment of a rating by a nationally recognized statistical rating organization. As of August 31, 2020
and 2019, UTSW did not have any investments that are exposed to custodial credit risk.

Concentrations of Credit Risk—UTSW’s investment policy statement contains the limitation that no

more than 5% for the fair value of domestic fixed-income securities may be invested in corporate or
municipal bonds of a single issuer. UTSW does not hold any direct investments in any one issuer that
represents 5% or more of total investments.

Interest Rate Risk—Interest rate risk is the risk that changes in market interest rates will adversely
affect the fair value of an investment. Generally, the longer the maturity of an investment, the greater
the sensitivity of its fair value to changes in market interest rates. One of the ways that UTSW manages
its exposures to interest rate risk is by investing in UTIMCO’s Investment Portfolios. Inherent Interest
rate risk in UTIMCO is measured by monitoring the modified duration of the overall investment
portfolio. Modified duration estimates the sensitivity of UTIMCO’s investments to changes in interest
rates. UTIMCO has no specific policy statement limitations with respect to its overall modified duration.

Foreign Currency Risk—Foreign currency risk is the risk that changes in exchange rates will adversely
affect the fair value of UTSW’s non-US dollar investments. There are no limitations on investments in
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non-US-denominated bonds or common stocks in relation to UTSW’s total fixed-income and developed
country equity exposures in UT System’s investment policy statements. However, these types of
investments are typically not a significant portion of the investment strategy.

Other Investments Held by UT System—UTSW also has other investments held by UT System for the
purpose of endowment, annuity and life income funds. These separately invested assets totaled
$74,039,213 and $21,761,215 as of August 31, 2020 and 2019, respectively. These holdings are
primarily invested in publicly listed money market funds categorized as Level 1 in the fair value
hierarchy.

Investments Held by UTSW—Investments not held by UT System are recorded in the Statement of Net
Position in noncurrent assets—restricted assets and assets held for others.

Debt securities include U.S. treasury securities and corporate obligations. U.S. government obligations
are valued based on unadjusted prices in active markets and are categorized as Level 1. Corporate
obligations are valued based on multiple quotations or models utilizing observable market inputs and
are categorized as Level 2.

Fair values of equity securities, including domestic and international stocks, are based on the closing
price on the primary exchange on which they are traded (if a closing price is not available, the average
of the last reported bid and ask price is used). When these securities are actively traded, and valuation
adjustments are not applied, they are categorized as Level 1.

Fixed-income money market and bond mutual funds consist primarily of money market investments,
foreign currencies, and overnight funds. Investments in publicly listed money market funds are
categorized as Level 1.

Investments include a $1.7 million and $1.6 million trust held at Bank of America categorized as
miscellaneous as of August 31, 2020 and 2019.

Hedge funds are valued using NAV. The Foundation is fully redeemed from the hedge fund and there is
no longer a redemption frequency schedule. The remaining value of $427,124 as of August 31, 2020 is
in the form of a designated investment which is not redeemable or transferable and will remain in the

fund until the underlying investments are unwound. As of August 31, 2019, the hedge fund value was

$5,436,684, not including unfunded commitments of $6,040,956.

FAIR VALUE MEASUREMENTS—Held outside of UTIMCO

Fair value measurements as of August 31, 2020:

Level 1 Level 2 Level 3 NAV Total
Equity securities $66,324,899 S - S - S - S 66,324,899
International equity 257,094 - - - 257,094
Fixed income and - - -

bond funds 24,638,558 - - - 24,638,558
Moncrief Cancer - - -

Institute 1,689,190 - - - 1,689,190
Private investments - - 27,344,003 - 27,344,003
Hedge funds - - - 427,124 427,124
Total $92,909,741 S - S 27,344,003 S 427,124 $120,680,868
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The fair value measurements as presented above are comprised of the Foundation’s investments of
$91,390,581, Tech Stocks $27,601,097, and Moncrief’s investments of $1,689,190.

Fair value measurements as of August 31, 2019:

Level 1 Level 2 Level 3 NAV Total
Equity securities $53,874,681 S - S - S - $53,874,681
International equity 111,756 - - - 111,756
Fixed income and - - -

bond funds 22,776,308 - - - 22,776,308
Moncrief Cancer - - -

Institute 1,567,923 - - - 1,567,923
Private investments - - 1,591,576 - 1,591,576
Hedge funds - - - 5,436,684 5,436,684
Total $78,330,668 S - $1,591,576 $5,436,684 $85,358,928

The fair value measurements as presented above are comprised of the Foundation’s investments of
$82,087,673, Tech Stocks $1,703,332, and Moncrief’s investments of $1,567,923.

Investments Held by the Foundation—The fair value of investments held by the Foundation as of
August 31, 2020 and 2019, amounted to $103,489,906 and $95,160,352 respectively.

Investments are authorized by the Foundation’s Amended and Restated Investment Policy (the
“Policy”), which provides that assets shall be allocated among a number of managers with different
investment styles. By diversifying assets among managers whose performance returns may vary, the
Foundation seeks to reduce the overall risk of its portfolio. This includes risks related to changing
interest rates and foreign currencies exchange rates, credit default of issuers, and credit concentration
among any one issuer.

Interest Rate Risk—Interest rate risk is the risk that changes in market interest rates will adversely
affect the fair value of an investment. Generally, the longer the maturity of an investment the greater
the sensitivity of its fair value to changes in market interest rates.

One of the ways that the Foundation manages its exposures to interest rate risk is by investing in a
