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February 10, 2015 
 

The Honorable Bill Haslam, Governor 
Members of the General Assembly 
The Honorable John G. Morgan, Chancellor 
Dr. Philip B. Oldham, President 
 
Ladies and Gentlemen: 
 
Transmitted herewith is the financial and compliance audit of the Tennessee Board of Regents, 
Tennessee Technological University, for the year ended June 30, 2014.  You will note from the 
independent auditor’s report that unmodified opinions were given on the fairness of the 
presentation of the financial statements. 
 
Consideration of internal control over financial reporting and tests of compliance resulted in no 
audit findings.  
 
       Sincerely, 

 
       Deborah V. Loveless, CPA 
       Director 
 
14/080  
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State of Tennessee 

A u d i t   H i g h l i g h t s 
 

Comptroller of the Treasury                                Division of State Audit 
 

 
 

Financial and Compliance Audit 
Tennessee Board of Regents 

Tennessee Technological University 
For the Year Ended June 30, 2014 

 
_______ 

 
Opinions on the Financial Statements 

 
The opinions on the financial statements are unmodified. 
 
 

Audit Findings 
 
The audit report contains no findings. 
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Comparison of FY 2014 to FY 2013 
 
Other revenues increased $442,716 (14.1%) during 2014.  Capital appropriations to address 
deferred maintenance on the campus increased by $412,039.  Capital grants and gifts increased 
$30,578 due to gift-in-kind assets.  
 
 
Capital Assets and Debt Administration 

  
Capital Assets 
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The ratings on debt issued by the Tennessee State School Bond Authority at June 30, 2014, were 
as follows:  
 

Fitch AA+   
Moody’s Investor Service                   Aa1 
Standard & Poor’s                   AA 

 
More information about the university’s long-term liabilities is presented in Note 7 to the 
financial statements.  
 
 
Economic Factors That Will Affect the Future 
 
The Tennessee Higher Education Commission has implemented an outcomes-based funding 
formula for higher education to comply with state law effective January 2010.  The funding 
formula is based on student progression toward an academic degree, the number of degrees 
conferred each academic year, and a six-year graduation rate.  Although the full impact of the 
new funding formula is not known, the university’s strategic planning process is centered on 
student success measures that align with the new outcomes funding model.  It is anticipated that 
the funding formula will have a positive funding impact for the university over the long term. 
Another factor that has significant impact on revenue is the growth in international students over 
the past few years.  Out-of-state tuition is approximately 18% of mandatory fees, compared to 
11% in fiscal year 2012.  This produces some dependency on world events.  
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scholarship discounts and allowances; (2) certain federal, state, local, and private grants and 
contracts; (3) sales and services of auxiliary enterprises; and (4) interest on institutional loans.  
Operating expenses include (1) salaries and wages; (2) employee benefits; (3) utilities, supplies, 
and other services; (4) scholarships and fellowships; and (5) depreciation. 
 
Nonoperating revenues and expenses include activities that have the characteristics of 
nonexchange transactions, such as gifts and contributions, and other activities that are defined as 
nonoperating by GASB Statement 9, Reporting Cash Flows of Proprietary and Nonexpendable 
Trust Funds and Governmental Entities that Use Proprietary Fund Accounting, and GASB 
Statement 34, such as state appropriations and investment income.   
 
When both restricted and unrestricted resources are available for use, it is the university’s policy 
to determine which to use first, depending upon existing facts and circumstances. 
 
Cash Equivalents  

This classification includes instruments that are readily convertible to known amounts of cash 
and have original maturities of three months or less. 
 
Inventories  

Inventories are valued at the lower of cost or market.  All other items are maintained on an 
average cost or first-in, first-out basis. 
 
Compensated Absences 

The university’s employees accrue annual and sick leave at varying rates, depending on length of 
service or classification.  Some employees also earn compensatory time. 
 
The amount of the liabilities for annual leave and compensatory time and their related benefits 
are reported in the statement of net position.  There is no liability for unpaid accumulated sick 
leave since the university’s policy is to pay this only if the employee dies or is absent because of 
illness, injury, or related family death. 
 
Capital Assets 

Capital assets, which include property, plant, equipment, library holdings, works of art, historical 
treasures/collections, and intangible assets, are reported in the statement of net position at 
historical cost or at fair value at date of donation, less accumulated depreciation/amortization.  
The costs of normal maintenance and repairs that do not add to the value of the asset or 
materially extend the asset’s useful life are not capitalized. 
 
A capitalization threshold of $100,000 is used for buildings, and $50,000 is used for 
infrastructure.  Equipment is capitalized when the unit acquisition cost is $5,000 or greater.  The 
capitalization threshold for additions and improvements to buildings and land is set at $50,000.  
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Credit Risk 

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its 
obligations.  The university is authorized by statute to invest funds in accordance with Tennessee 
Board of Regents policies.  Under the current policy, funds other than endowments may be 
invested only in obligations of the United States or its agencies backed by the full faith and credit 
of the United States; repurchase agreements for United States securities; certificates of deposit in 
banks and savings and loan associations; bankers’ acceptances; commercial paper; money 
market mutual funds; and the State of Tennessee Local Government Investment Pool.  The 
policy requires that investments of endowments in equity securities be limited to funds from 
private gifts or other sources external to the university and that endowment investments be 
prudently diversified.  Securities are rated by Standard and Poor’s, Moody’s Investors Service, 
and/or Fitch Ratings and are presented below using the Standard and Poor’s rating scale. 
 
Tennessee Board of Regents policy restricts investments in bankers’ acceptances and 
commercial paper.  The policy requires that prime bankers’ acceptances must be issued by 
domestic banks with a minimum AA rating or foreign banks with a AAA long-term debt rating 
by a majority of the ratings services that have rated the issuer.  Prime bankers’ acceptances are 
required to be eligible for purchase by the Federal Reserve System.  To be eligible, the original 
maturity must not be more than 270 days, and it must 1) arise out of the current shipment of 
goods between countries or with the United States, or 2) arise out of storage within the United 
States of goods that are under contract of sale or are expected to move into the channel of trade 
within a reasonable time and that are secured throughout their life by a warehouse receipt or 
similar document conveying title to the underlying goods. 
 
The policy requires that prime commercial paper shall be limited to that of corporations that 
meet the following criteria: 1) Senior long-term debt, if any, should have a minimum rating of 
A1 or equivalent, and short-term debt should have a minimum rating of A1 or equivalent, as 
provided by a majority of the rating services that rate the issuer.  If there is no long-term debt 
rating, the short-term debt rating must be A1 by all rating services (minimum of two).  2) The 
rating should be based on the merits of the issuer or guarantee by a nonbank.  3) A financial 
review should be made to ascertain the issuer’s financial strength to cover the debt.  4) 
Commercial paper of a banking institution should not be purchased.  Prime commercial paper 
shall not have a maturity that exceeds 270 days. 
 
At June 30, 2014, the university’s investments were rated as follows: 
 

     Credit Quality Rating 
Investment Type  Fair Value Unrated 

       
LGIP $101,277,835.41 $101,277,835.41 
Collateralized mortgage obligation 1,080.69 1,080.69
       
Total $101,278,916.10 $101,278,916.10 
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Investments of the university’s endowment and similar funds were composed of the following: 
 

 Fair Value 
Investments June 30, 2014 

  
Collateralized mortgage obligation  $ 1,080.69
Local Government Investment Pool 335,147.79
                     

Total $336,228.48
 
Assets of endowments are pooled on a fair-value basis, with each individual fund subscribing to 
or disposing of units on the basis of the fair value per unit at the beginning of the calendar 
quarter within which the transaction takes place.  Of the total units at June 30, 2014, each having 
a fair value of $ $1.173239, 170,449.73 units were owned by permanent endowments, 7,643.52 
units were owned by term endowments, and 108,488.27 units were owned by quasi-endowments. 
 
The following tabulations summarize changes in relationships between cost and fair values of the 
pooled assets:  
 

FY 2014 Pooled Assets     
  

 
Fair Value 

  
 

Cost 

 Net 
Gains 

(Losses) 

 Fair 
Value 

Per Unit 
End of year $336,228.48 $336,217.06 $ 11.42    $  1.173239 
Beginning of year $335,583.62 $335,515.89 67.73  1.174470 
Change in unit value   $(0.001231) 
       
Unrealized net gains/(losses)     (56.31)   
Realized net gains/(losses)   -   
 
Total net gains/(losses) 

 
$(56.31)  

  

 
The average annual earnings per unit, exclusive of net gains/(losses), were $0.001177 for the 
year ended June 30, 2014.  
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Note 4.  Receivables 
 
Receivables at June 30, 2014, included the following: 
 
Student accounts receivable $1,613,162.93 
Grants receivable 3,095,889.44 
Notes receivable 112,333.08 
Auxiliary enterprise receivables 700,869.41 
Other receivables 1,246,456.07 
  
Subtotal 6,768,710.93 
Less allowance for doubtful accounts (547,105.90) 
 
Total receivables $6,221,605.03 

 
Federal Perkins Loan Program funds at June 30, 2014, included the following: 
 
Perkins loans receivable $1,376,645.53
Less allowance for doubtful accounts (114,707.89).

  
Total  $1,261,937.64

 
 
Note 5.  Capital Assets 
 
Capital asset activity for the year ended June 30, 2014, was as follows: 
 

 
Beginning 
Balance Additions Transfers Reductions Ending Balance 

      
Land $ 2,027,101.10 $ 1,196,673.85  $ - $   - $ 3,223,774.95 
Land improvements 
  and infrastructure 

 
19,454,155.32 

 
371,440.91 

 
- 

 
- 

 
19,825,596.23 

Buildings 168,935,218.67 - 14,492,018.94 - 183,427,237.61 
Equipment 24,822,042.41 1,967,566.95 - 783,194.72 26,006,414.64 
Library holdings 3,002,065.29 278,941.22 - 252,220.44 3,028,786.07 
Intangible assets  3,576,237.64 - 340,654.67 - 3,916,892.31 
Art and historical  
  collections 

 
- 

 
26,010.45 

                
- 

 
- 

 
26,010.45 

Projects in progress   10,544,662.48 13,329,547.38  (14,832,673.61) - 9,041,536.25 
      
Total 232,361,482.91 17,170,180.76 - 1,035,415.16 248,496,248.51 
      
Less accumulated depreciation/amortization:     
Land improvements 
  and infrastructure 

          
8,489,793.47 

 
868,420.64 

 
- 

 
- 

 
9,358,214.11 

Buildings 81,162,505.18 4,595,126.54 - - 85,757,631.72 
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Equipment 17,157,294.93 1,721,946.64 - 754,807.04 18,124,434.53 
Library holdings 1,703,834.94 302,878.61 - 226,209.99 1,780,503.56 
Intangible assets  2,093,082.90 364,642.07 - - 2,457,724.97 

      
Total 110,606,511.42 7,853,014.50 - 981,017.03 117,478,508.89 
      
Capital assets, net  $121,754,971.49 $ 9,317,166.26  $ - $ 54,398.13 $131,017,739.62 

 
During fiscal year 2014, the university reduced library holdings by $26,010.45 and reclassified 
these items as capitalized art and historical collections. 
 
 
Note 6.  Accounts Payable  
 
Accounts payable at June 30, 2014, included the following: 
 
Vendors payable $2,966,627.04 
Unapplied student payments 253,149.44 
Other payables 4,276.00 
  
Total accounts payable $3,224,052.48 

 
 
Note 7.  Long-term Liabilities 
 
Long-term liabilities activity for the year ended June 30, 2014, was as follows: 
 

 
Beginning 
Balance Additions Reductions 

Ending 
Balance 

Current 
Portion 

Payables:      
TSSBA debt:      
  Bonds $38,081,746.55 $ 5,774,978.73 $ 1,857,947.69 $ 41,998,777.59  $2,106,548.63 
  Unamortized bond         
    premium/discount 3,421,155.55 704,036.10 237,157.13 3,888,034.52 - 
  Commercial paper 6,450,000.00 - 6,450,000.00 - - 
  Revolving credit  
   facility 

 
- 

 
4,217,540.80 

 
- 

 
4,217,540.80 

 
- 

      
Subtotal 47,952,902.10 10,696,555.63 8,545,104.82 50,104,352.91 2,106,548.63 
      
Other liabilities:      
Compensated 
absences 

 
3,647,329.05 

 
2,082,972.00 

 
1,825,677.56 

 
3,904,623.49 

 
579,704.76 

Due to grantors 1,439,938.97 - 229,807.86 1,210,131.11 - 
Unearned revenue 3,712,822.80 4,219,776.78 3,539,405.39 4,393,194.19 4,253,194.19 
      
Subtotal 8,800,090.82 6,302,748.78 5,594,890.81 9,507,948.79 4,832,898.95 
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Expenses initially incurred by the academic support function as a result of providing internal 
services to the other functional classifications were allocated to the other functional areas by 
reducing the academic support function’s operating expenses by the total amount of salaries, 
benefits, and operating expenses incurred in the provision of these services, and allocating this 
amount to the other functional areas’ operating expenses on the basis of usage.  As a result of 
this process, expenses totaling $5,148,873.31 were reallocated from academic support to the 
other functional areas and caused academic support operating expenses to appear as a negative 
amount in the schedule above.   
 
 
Note 17.  Affiliated Entities Not Included 
  
The Tennessee Technological University Agricultural Foundation is a private, nonprofit 
foundation with the university as the primary beneficiary.  The foundation is controlled by a 
board independent of the university.  The financial records, investments, and other financial 
transactions are handled external to the university, and these amounts are not included in the 
university’s financial report.  As reported in the foundation’s most recently audited financial 
report, at June 30, 2013, the assets of the foundation totaled $681,981.18, and the net position 
amounted to $681,981.18. 
 
The Bryan Symphony Orchestra Association at Tennessee Technological University, Inc. 
(BSOA) is a nonprofit 501(c)(3) organization controlled by a board independent of the 
university.  The mission of the BSOA is to provide an orchestra of the highest artistic standards, 
to provide educational experiences for a diverse audience, and to serve as a leader and a 
continuing force in the Upper Cumberland region.  BSOA provides support to the Bryan 
Symphony Orchestra jointly with Tennessee Technological University.  The financial records 
and transactions are handled external to the university.  These amounts are not included in the 
university’s financial report. 
 
The Friends of the Appalachian Center for Crafts of Tennessee (FACCT) is a nonprofit 501(c)(3) 
that promotes and supports educational art and craft outreach activities.  FACCT is controlled by 
a board independent of the university.  FACCT provides non-monetary support to the Tennessee 
Technological University Craft Center through marketing and other promotional activities.  The 
financial records and transactions are handled external to the university.  These amounts are not 
included in the university’s financial report. 
 
 
Note 18.  On-behalf Payments 
  
During the year ended June 30, 2014, the State of Tennessee made payments of $128,684.00 on 
behalf of the university for retirees participating in the Medicare Supplement Plan.  The 

Depreciation - - - - 7,853,014.50 7,853,014.50 
       
Total   $74,822,120.15     $28,216,558.00  $38,129,665.06  $ 13,782,529.92  $ 7,853,014.50  $ 162,803,887.63 
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 Fair Value 
                             Investments June 30, 2014 
  
Local Government Investment Pool  $   4,376,291.27 
Investment manager custodial accounts 11,264,276.56 
Corporate stocks 26,804,967.59 
Corporate bonds 3,327,609.12 
Mutual funds 9,195,365.28 
Other:  
  Private equity funds 538,054.00 
  Natural resources fund 176,180.00 
  Exchange traded funds 3,262,423.00 
  Hedge funds 7,828,664.03 

                    

Total $66,773,830.85 
 
Assets of endowments are pooled on a fair-value basis, with each individual fund subscribing to 
or disposing of units on the basis of the fair value per unit at the beginning of the calendar 
quarter within which the transaction takes place.  Of the total units at June 30, 2014, each having 
a fair value of $115.945985, 478,241.0710 units were owned by permanent endowments,  
13,466.2293 units were owned by quasi-endowments, and 84,197.3401 units were owned by 
non-endowment operating accounts.   
 
The following tabulations summarize changes in relationships between cost and fair values of the 
pooled assets: 
 

FY 2014 Pooled Assets    Fair 
  

Fair Value 
  

Cost 
 Net Gains 

(Losses) 
 Value 

Per Unit 
End of year $66,773,830.85  $61,433,767.93   $5,340,062.92  $115.945985 
Beginning of year $58,920,975.28  $55,495,689.35  3,425,285.93  110.033151 
Change in unit value        $ 5.912834            
Unrealized net gains/(losses)    1,914,776.99   
Realized net gains/(losses)    -   
 
Total net gains/(losses) 

    
$1,914,776.99 

  

 
The average annual earnings per unit, exclusive of net gains/(losses), were $9.267576 for the 
year ended June 30, 2014.   
 
Alternative Investments  

The foundation had investments in two hedge funds, a private equity fund, and a natural resources 
fund.  The estimated fair value of these assets was $8,542,898.03 at June 30, 2014.  The largest two 
funds are hedge fund portfolios representing 91.6% of portfolio assets.  
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The foundation believes that the carrying amount of its alternative investments is a reasonable 
estimate of fair value as of June 30, 2014.  Because these investments are not readily marketable, 
the estimated value is subject to uncertainty and, therefore, may differ from the value that would 
have been used had a ready market for the investments existed, and such differences could be 
material.  These investments are made in accordance with the foundation’s investment policy that 
approves the allocation of funds to various asset classes in order to ensure the proper level of 
diversification.  These investments are designed to enhance diversification and provide reductions 
in overall portfolio volatility.  These fair values are estimated using various valuation techniques. 
 
The largest of the four funds, accounting for 68% of the fair value of the fund portfolio, includes 
investments for which the fair values are estimated using an industry-recognized pricing service.  
The second largest fund’s investments represent 23.6% of the fair value of the fund portfolio.  The 
two remaining private equity and natural resources funds represent 8.4% of the fund portfolio fair 
values.  These three funds’ fair values are estimated using various valuation techniques.  At June 
30, 2014, the three smaller funds’ investments were valued at the net asset values as determined by 
the portfolio managers.  The funds are issued audited financial statements on a calendar-year basis.  
Using those audited fair values as a beginning point, valuations are adjusted for net capital activity 
and marketplace considerations to ascertain the reasonableness of estimated fair values provided by 
the portfolio managers. 
 
Capital Assets 

Capital asset activity for the year ended June 30, 2014, was as follows: 
 

 
Beginning 
Balance Additions Transfers Reductions Ending Balance 

      
Land  $ 240,354.71  $ 399,697.28  $ -  $ 236,799.50  $ 403,252.49 
Buildings - 728,692.30 - - 728,692.30 
Intangible assets  261,685.25 - - - 261,685.25 
Projects in progress 50,056.62 31,312.67 - 81,369.29 - 
      
Total 552,096.58 1,159,702.25 - 318,168.79 1,393,630.04 
      
    
Less accumulated depreciation/amortization    
Buildings - 7,590.54 - - 7,590.54 
Intangible assets  235,516.77 26,168.48 - - 261,685.25 
      
Total 235,516.77 33,759.02 - - 269,275.79 
      
Capital assets, net  $ 316,579.81  $ 1,125,943.23  $ -  $ 318,168.79  $ 1,124,354.25 

 
Long-term Liabilities 

Long-term liabilities activity for the year ended June 30, 2014, was as follows: 
 
  



Notes to the Financial Statements (Continued) 
 

41 

 
Beginning  
Balance Additions Reductions 

Ending 
Balance 

Current 
Portion 

Payables:      
Notes  $376,851.95  $750,000.00  $82,222.20  $1,044,629.75  $161,774.28 
 
Notes payable – The foundation borrowed funds to gift funds to the university for the STEM 
Center.  The note is interest-free, with payments of $6,851.85 due monthly through January 
2018.  The balance owed was $294,629.75 at June 30, 2014.  
 

The foundation borrowed funds to purchase the alumni building.  The note bears an annually 
adjusted interest rate of the lowest prime rate as published in the Wall Street Journal.  The rate 
was 3.25% at June 30, 2014.  A minimum annual debt service of $100,000 is due through 2017.  
The remaining balloon payment is due in December 2018.  The balance owed was $750,000 at 
June 30, 2014.  
 
Debt service requirements to maturity for notes payable at June 30, 2014, are as follows: 
 

Year Ending June 30  Principal Interest Total 
     

2015   $ 161,774.28  $20,447.92  $ 182,222.20 
2016  159,450.25 22,771.95 182,222.20 
2017  162,018.12 20,204.08 182,222.20 
2018  130,524.57 17,438.58 147,963.15 
2019  430,862.53 14,634.37 445,496.90 

 
Total 

  
 $1,044,629.75 

 
 $95,496.90

 
 $1,140,126.65 

 
Endowments 

If a donor has not provided specific instructions to the foundation, the foundation’s policies and 
procedures permit the foundation to authorize for expenditure the net appreciation (realized and 
unrealized) of the investments of endowment funds.  When administering its power to spend net 
appreciation, the foundation is required to consider its long-term and short-term needs; present 
and anticipated financial requirements; expected total return on its investments; price-level 
trends; and general economic conditions.  Any net appreciation that is spent is required to be 
spent for the purposes for which the endowment was established.   
 
The foundation chooses to spend only a portion of the investment income (including changes in 
the value of investments) each year.  Under the spending plan established by the foundation, a 
percentage (as defined by the foundation) of the book value of the endowment or a percentage of 
the actual earnings as designated by the donor has been authorized for expenditure. The 
remaining amount, if any, becomes part of the permanent endowment.  
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Funds Held in Trust by Others 

The foundation is beneficiary under the CTC Charitable Lead Trust, the Odom Family Trust, and 
Odom 2nd Chance Trust.  The underlying assets are not considered assets of the foundation and 
are not included in the foundation’s financial statements.  The foundation received $94,426.27 
from these funds during the fiscal year ended June 30, 2014. 
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material weaknesses or significant deficiencies.  Given these limitations, during our audit we did 
not identify any deficiencies that we consider to be material weaknesses.  However, material 
weaknesses may exist that have not been identified. 
 
Compliance and Other Matters 

 
As part of obtaining reasonable assurance about whether the university’s financial statements are 
free from material misstatement, we performed tests of its compliance with certain provisions of 
laws, regulations, contracts, and grant agreements, noncompliance with which could have a 
direct and material effect on the determination of financial statement amounts.  However, 
providing an opinion on compliance with those provisions was not an objective of our audit, and 
accordingly, we do not express such an opinion.  The results of our tests disclosed no instances 
of noncompliance or other matters that are required to be reported under Government Auditing 
Standards.  
 
Purpose of This Report 
 
The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of 
the entity’s internal control or on compliance.  This report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the entity’s 
internal control and compliance.  Accordingly, this communication is not suitable for any other 
purpose. 
 

 
   Deborah V. Loveless, CPA 
   Director 
   December 4, 2014 
 
 




