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STATE OF TENNESSEE
COMPTROLLER OF THE TREASURY

State Capitol
Nashville, Tennessee 37243-0260
(615) 741-2501
John G. Morgan
Comptroller

September 9, 2004

The Honorable Phil Bredesen, Governor
and
Members of the General Assembly
State Capitol
Nashville, Tennessee 37243
and
The Honorable Charles W. Manning, Chancellor
Tennessee Board of Regents
1415 Murfreesboro Road, Suite 350
Nashville, Tennessee 37217
and
Dr. Jack E. Campbell, President
Walters State Community College
500 South Davy Crockett Parkway
Morristown, Tennessee 37813

Ladies and Gentlemen:

Transmitted herewith is the financial and compliance audit of the Tennessee Board of Regents, Walters
State Community College, for the years ended June 30, 2003, and June 30, 2002. Y ou will note from the independent
auditor’ sreport that an unqualified opinion was given on the fairness of the presentation of the financial statements.

Consideration of internal control over financial reporting and tests of compliance disclosed one deficiency,
which is detailed in the Results of the Audit section of thisreport. The college’ s administration has responded to the
audit finding; the response is included following the finding. The Division of State Audit will follow up the audit to
examine the application of the proceduresinstituted because of the audit finding.

Sincerely,

by

John G. Morgan
Comptroller of the Treasury

JGM/sds
04/040



State of Tennessee

Audit Highlights

Comptroller of the Treasury Divison of State Audit

Financid and Compliance Audit
Walters State Community College
For the Y ears Ended June 30, 2003, and June 30, 2002

AUDIT OBJECTIVES

The objectives of the audit were to consder the college's internd control over financid reporting; to
determine compliance with certain provisons of laws, regulaions, contracts, and grants; to determine
the fairness of the presentation of the financia statements;, and to recommend appropriate actions to
correct any deficiencies.

COMPLIANCE FINDING
Failureto Detect Financial Aid Overawards
A computer-asssted audit technique performed on fisca year 2002 federd financid ad recipients
indicated 12 instances where recipients were overawarded without the overaward being detected by
financid ad personnd. The overawards totaled $12,155.00 (page 6).

OPINION ON THE FINANCIAL STATEMENTS

The opinion on the financid statementsis unqudified.
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Tennessee Board of Regents
Walters State Community College
For the Years Ended June 30, 2003, and June 30, 2002

INTRODUCTION

POST-AUDIT AUTHORITY

This is a report on the financid and compliance audit of the Tennessee Board of Regents,
Waters State Community College. The audit was conducted pursuant to Section 4-3-304, Tennessee
Code Annotated, which authorizes the Department of Audit to “perform currently a post-audit of dl
accounts and other financia records of the date government, and of any department, ingtitution, office,
or agency thereof in accordance with generdly accepted auditing standards and in accordance with such
procedures as may be established by the comptroller.”

Section 84-109, Tennessee Code Annotated, authorizes the Comptroller of the Treasury to
audit any books and records of any governmentd entity that handles public funds when the Comptroller
considers an audit to be necessary or appropriate.

BACKGROUND

In 1957, the state legidature ordered a sudy of community college programs. Acting on the
recommendation of the Governor and the State Department of Education, the Generd Assembly
authorized the Department of Education to establish severd community colleges throughout Tennessee.
Waters State Community College was established in 1967; the college first admitted students in the fdll
of 1970. The Generd Assembly vested the governance of Waters State Community College in the
Tennessee Board of Regents on July 1, 1972.

ORGANIZATION

The governance of Waters State Community College is vested in the Tennessee Board of
Regents.  The Governor, the Commissioner of Education, the Commissioner of Agriculture, and the
Director of the Tennessee Higher Education Commisson serve ex officio on this board. The chief
adminigrative officer of the college is the presdent, who is asssted and advised by members of the
faculty and adminidrative Saff.



AUDIT SCOPE

The audit was limited to the period July 1, 2001, through June 30, 2003, and was conducted in
accordance with auditing standards generaly accepted in the United States of America and the
sandards applicable to financid audits contained in Government Auditing Standards, issued by the
Comptroller Generd of the United States. Financial statements are presented for the years ended June
30, 2003, and June 30, 2002. Waters State Community College is an inditution of the Tennessee
Board of Regents, which is an integral part of state government. As such, the Tennessee Board of

Regents hes been included as a component unit in the Tennessee Comprehensive Annual Financial
Report.

OBJECTIVESOF THE AUDIT

The objectives of the audit were

1. to condder the college's interna control over financid reporting to determine auditing
procedures for the purpose of expressng an opinion on the financia statements;

2. to determine compliance with certain provisons of laws, regulations, contracts, and grants;
3. todeterminethe fairness of the presentation of the financia statements; and

4. torecommend appropriate actionsto correct any deficiencies.

PRIOR AUDIT FINDINGS

There were no findings in the prior audit report.



OBSERVATIONSAND COMMENTS

Wadters State Community College serves as the lead indtitution under an agreement with the
Temessee Technology Center at Morrisown.  Under this agreement, Waters State Community
College performs the accounting and reporting functions for the center. The chief adminidrative officer
of the center is the director, who is asssted and advised by members of the faculty and adminidretive
gaff. Each director isresponsible to the Chancellor of the Tennessee Board of Regents.

RESULTSOF THE AUDIT

AUDIT CONCLUSIONS

Interna Control

As part of the audit of the college s financid statements for the years ended June 30, 2003, and
June 30, 2002, we consdered interna control over financia reporting to determine auditing procedures
for the purpose of expressng an opinion on the financid statements, as required by auditing standards
generdly accepted in the United States of America and the stlandards applicable to financid audits
contained in Government Auditing Standards, issued by the Comptroller Generd of the United
States. Congderation of interna control over financid reporting disclosed no materiad wesknesses.

Compliance

The results of our tests disclosed no instances of noncompliance that are required to be
reported under Government Auditing Standards. An immateria ingtance of noncompliance, dong
with the recommendation and management’ s responsg, is included in the finding and recommendation.

Fairness of Financial Statement Presentation

The Divison of State Audit has rendered an unqudified opinion on the college's financid
gatements.




STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT
DIVISION OF STATE AUDIT

SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37243-0264
PHONE (615) 401-7897
FAX (615) 532-2765

Report on Compliance and on Internal Control
Over Financial Reporting Based on an Audit of
Financial Statements Performed in Accordance With
Government Auditing Standards

dly 8, 2004

The Honorable John G. Morgan
Comptroller of the Treasury
State Capitol

Nashville, Tennessee 37243

Dear Mr. Morgan:

We have audited the financid statements of Walters State Community College, an indtitution of
the Tennessee Board of Regents, which is a component unit of the State of Tennessee, as of and for the
years ended June 30, 2003, and June 30, 2002, and have issued our report thereon dated July 8, 2004.
We conducted our audit in accordance with auditing standards generaly accepted in the United States
of America and the standards gpplicable to financid audits contained in Government Auditing
Standards, issued by the Comptroller Generd of the United States. As discussed in Note 11, during
the year ended June 30, 2002, the college implemented GASB Statement 34, Basic Financial
Satements—and Management’ s Discussion and Analysis—for State and Local Governments, and
GASB Statement 35, Basic Financial Statements—and Management’s Discussion and Analysis—
for Public Colleges and Universities. The college dso implemented GASB Statement 37, Basic
Financial Satements—and Management’s Discussion and Analyss—for State and Local
Governments: Omnibus, and GASB Statement 38, Certain Financial Statement Note Disclosures.

Compliance

As part of obtaining reasonable assurance about whether the college' s financid  tatements
are free of maeid misstatement, we performed tests of the college's compliance with certain
provisons of laws, regulaions, contracts, and grants, noncompliance with which could have a direct
and materia  effect on the delermination of financid datement amounts. However,



The Honorable John G. Morgan
July 8, 2004
Page Two

providing an opinion on compliance with those provisons 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 that are required to be reported under Government Auditing Standards.

We did, however, note an immaterid ingance of noncompliance that we have included in the
Finding and Recommendation section of this report. We aso noted certain other less sgnificant
instances of noncompliance, which we have reported to the college' s management in a separate | etter.

Internd Control Over Financid Reporting

In planning and performing our audit, we considered the college’ sinterna control over financid
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financid statements and not to provide assurance on the internd control over financid reporting. Our
condderation of the interna control over financid reporting would not necessarily disclose dl mattersin
the interna control over financia reporting that might be material weaknesses. A materid wesknessisa
condition in which the design or operation of one or more of the interna control components does not
reduce to a rdatively low leved the risk that misstatements in amounts that would be materid in reation
to the financid statements being audited may occur and not be detected within a timely period by
employees in the norma course of performing their assgned functions. We noted no matters involving
the interna control over financia reporting and its operation tha we condder to be materid
weaknesses.

However, we noted certain matters involving the interna control over financid reporting, which
we have reported to the college’ s management in a separate letter.

This report is intended solely for the information and use of the Generd Assembly of the State
of Tennessee and management and is not intended to be and should not be used by anyone other than
these specified parties. However, thisreport is amatter of public record.

Sincerdly,

Arthur A. Hayes, Jr., CPA,
Director

AAH/sds



FINDING AND RECOMMENDATION

Failureto detect financial aid over awards

Finding

A computer-assisted audit technique performed on dl fisca year 2002 federd financid ad
recipients indicated 12 instances where recipients were overawarded without the overaward being
detected by financia aid personnel. The overawards totaled $12,155.00. An overaward can occur
when a sudent’ s need-based federa aid package exceeds the student’ s need.

According to the Sudent Financial Aid Handbook, volume 1, chapter 7, page 1-117:

A dudent must have financid need to receive dl SFA funds except for unsubsdized
Stafford and PLUS loans under the Direct Loan and FFEL programs. Financid need is
amply defined as the difference between the student’s cost of atendance and the
family’s ability to pay these codts, the EFC [Expected Family Contribution]. For
programs other then the Pell Grant Program, other aid the student receives known as
resources under the Campus-based programs or as estimated financial assistance
under the Stafford programs, is dso subtracted from the cost of attendance to determine
financid need.

The Student Information System at the college indicates potentid overawards as they occur,
and financia aid personnd should take steps to detect and resolve any actual overawards a that point.
Financid aid personne did not recognize these overawards even though the Student Information System
indicated the need for further review. Also, there was no managerid or other review process after
award packaging to detect possible overawards.

According to the current financid aid director, snce the 2002 fiscal year, steps have been taken
to train financia aid personnd so that they will better recognize overawards and better understand the
operation of the Student Information Sysem. The financid ad director has dso indituted review
procedures after award packaging to detect possible overawards.

Recommendation

The financid ad director should ensure that federd financia ad is awarded in compliance with
federd regulations. Procedures should be in place to detect and resolve financia aid overawards.



M anagement’s Comment

We concur with the finding. Thisfinding primarily resulted in students receiving subgdized loans
ingead of unsubgidized loans. In dl ingances, the lending inditutions were notified and the loans were
recertified to correct the type of loan.

The following procedures have been implemented to prevent future overawards. The financid
ad daff has received training to better coordinate financid ad packaging. Staff members have dso
been indructed to post anticipated award notices to the Student Information System (SIS) so that new
awards can be adjusted as needed. Reports to detect overawards have been developed and are
currently reviewed at least once a month. A new web-based system implemented by the State dlows
up-to-date access on Vocationa Rehabilitation avards.



STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT
DIVISION OF STATE AUDIT

SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37243-0264
PHONE (615) 401-7897
FAX (615) 532-2765

Independent Auditor’s Report
July 8, 2004

The Honorable John G. Morgan
Comptroller of the Treasury
State Capitol

Nashville, Tennessee 37243

Dear Mr. Morgan:

We have audited the accompanying statements of net assets of Walters State Community
College, an inditution of the Tennessee Board of Regents, which is a component unit of the State of
Tennessee, as of June 30, 2003, and June 30, 2002, and the related statements of revenues, expenses,
and changes in net assats and cash flows for the years then ended. These financiad statements are the
respongbility of the college' s management. Our responghbility isto express an opinion on these financid
statements, based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the stlandards applicable to financid audits contained in Government Auditing
Standards, issued by the Comptroller Genera of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financid statements are
free of materid misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financid datements. An audit dso includes assessang the accounting
principles used and sgnificant estimates made by management, as well as evauaing the overdl financid
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financid statements referred to above present farly, in dl materid respects,
the financid pogition of the Tennessee Board of Regents, Walters State Community College, as of June
30, 2003, and June 30, 2002, and the revenues, expenses, and changesin net assets and the cash flows
for the years then ended in conformity with accounting principles generdly accepted in the United States
of America
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As discussed in Note 11, during the year ended June 30, 2002, the college implemented GASB
Statement 34, Basic Financial Satements—and Management’s Discussion and Analysis—for
Sate and Local Governments, and GASB Statement 35, Basic Financial Satements—and
Management’s Discussion and Analysis—for Public Colleges and Universities. The college adso
implemented GASB Statement 37, Basic Financial Satements—and Management’ s Discussion and
Analysis—for Sate and Local Governments. Omnibus, and GASB Statement 38, Certain
Financial Statement Note Disclosures.

The management’ s discussion and analysis on pages 10 through 23 is not a required part of the
badc financid statements but is supplementary information required by accounting principles generaly
accepted in the United States of America. We have agpplied certain limited procedures, which consisted
principaly of inquiries of management regarding the methods of measurement and presentetion of the

required supplementary information. However, we did not audit the information and express no opinion
onit.

In accordance with Government Auditing Standards, we have aso issued our report dated
July 8 2004, on our consderation of the college' s interna control over financid reporting and our tests
of its compliance with certain provisons of laws, regulations, contracts, and grants. That report is an
integral part of an audit performed in accordance with Gover nment Auditing Standards and should be
read in conjunction with this report in congdering the results of our audit.

Sincerdy,

(R0 gy

Arthur A. Hayes, Jr., CPA,
Director

AAH/sds



Management’s Discussion and Analysis

This section of Wadters State Community College's annua financia report presents a discusson and
andyss of the financid performance of the college during the fiscd year ended June 30, 2003, with
comparative information presented for the fisca year ended June 30, 2002. This discussion has been
prepared by management adong with the financia statements and related note disclosures and should be
read in conjunction with the financid statements and notes. The financid Statements, notes, and this
discusson are the responshility of management.

Using This Annual Report

This report conssts of three badc financid satements. The statement of net assats, the statement of
revenues, expenses, and changes in net assets; and the statement of cash flows provide information on
Walters State Community College as awhole and present along-term view of the college s finances.

The Statement of Net Assets

The statement of net assets presents the financid position of the college a the end of the fiscal year and
includes al assets and liabilities of the college. The difference between total assets and totdl ligbilities—
net assets—is an indicator of the current financid condition of the college. Assats and liahilities are
generaly measured using current values. One notable exception is capital assets, which are stated at
higtorica cost less an dlowance for depreciation.

Net assets are divided into three mgjor categories. The first category, invested in capital assets, net of
related debt, provides the college s equity in property, plant, and equipment owned by the college. The
next asset category is expendable restricted net assets. Expendable restricted net assets are available
for expenditure by the college but must be spent for purposes as determined by donors and/or externa
entities that have placed time or purpose redrictions on the use of the assets. The find category is
unrestricted net assets. Unrestricted net assets are available to the indtitution for any lawful purpose of
the indtitution.

10



Statements of Net Assets
(in thousands of dollars)

2003 2002

Assets:

Current assets $14,734 $14,598

Capitd assts, net 38,605 38,726

Other assets 6,323 5,325
Total assets 59,662 58,649
Liabilities:

Current lidbilities 14,937 14,768

Noncurrent ligbilities 1,424 1,623
Total liabilities 16,361 16,391
Net Assets:

Invested in capital assets, net of related debt 37,988 38,040

Restricted — expendable 256 160

Unrestricted 5,057 4,058
Total net assets $43,301 $42,258

Current assets increased due to an increase in the amount on deposit in the LGIP account while
demand deposits decreased.

Capital assets decreased primarily due to the retirement of equipment and books.

Other assets increased in the areas of unexpended plant funds, renewds and replacements, and
retirement of indebtedness.

Current lighilities increased primarily due to an increase in deposits held in custody for others,
(i.e., foundation unitrugts).

Noncurrent liabilities decreased due to payments toward commercia paper and the retirement
of debt relative to an asset of the Walters State Community College Foundation.

11



Many of the college' s unrestricted net assets have been designated or reserved for specific purposes
such as: repairs and replacement of equipment, future debt service, and capitd projects. The following
graphs show the alocations:

Allocation of Unrestricted Net Assets

FY 2003
Unreserved/undesignated Working capital
balance 0.01%
4.90%

Encumbrances

11.09%

Debt retirement
3.83%

Renewal & replacement of

equipment Auxiliaries
v
28.53% 28.68%
Plant construction
22.97%
Allocation of Unrestricted Net Assets
FY 2002
Salary equity plan
12.42%
Designated fees Working iapital
0.06% 1.04% Encumbrances
Unreserved/undesignated 15.40%
balance
2.85%
Debt retirement
3.23%
Renewal & Replacement of
Egl;u;rg;m Auxiliaries
St 30.68%

Plantconstruction
11.65%
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The alocation for working capital decreased primarily due to a decrease in student accounts
receivable.

The dlocation for encumbrances decreased due to more purchase orders being processed as of
6/30/02 than at 6/30/03.

The dlocation for designated fees decreased because there were no undesignated technology
access fees at 6/30/03.

The dlocation for plant congruction a 6/30/02 included amounts for the completion of
basebdl/softbal dugouts and the renovation to the Math and Behaviord & Sociad Services
Building.

The dlocation for renewds and replacements increased due to funds set aside for the migration
to anew rdationa student information software system.
Payment toward the principal reduced the amount alocated for retirement of indebtedness.

During 2002-2003, sdary equity adjustments were administered from a specia designation set
aside at 6/30/02 for that purpose.

The Statement of Revenues, Expenses, and Changesin Net Assets
The statement of revenues, expenses, and changes in net assets presents the operating results of the
college, as wel as the nonoperaing revenues and expenses. Annua date appropriations, while

budgeted for operations, are consdered nonoperating revenues according to generdly accepted
accounting principles.

13



Statements of Revenues, Expenses and Changesin Net Assets

(in thousands of dollars)

2003 2002
Operating revenues:
Net tuition and fees $ 4,744 $ 4,680
Grants and contracts 11,105 9,370
Auxiliary 2,125 2,081
Other 1,182 1,277
Total operating revenues 19,156 17,408
Operating expenses 36,055 33,560
Operating loss (16,899) (16,152)
Nonoper ating revenues and expenses.
State appropriations 16,045 15,731
Gifts 133 218
Investment income 139 146
Other revenues and expenses (590) (1,040)
Total nonoper ating revenues and expenses 15,727 15,055
Income (loss) befor e other revenues,
expenses, gains, or losses (14,172) (1,097)
Other revenues, expenses, gains, or losses:
Capital appropriations 2,198 2,679
Capitd grants and gifts 21 33
Other 4 (220)
Total other revenues, expenses, gains, or
|osses 2,215 2,492
I ncrease (decrease) in net assets 1,043 1,395
Net assets at beginning of year 42,258 57,347
Cumulative effects of changes in accounting
principle - (16,484)
Net assets at beginning of period, restated 42,258 40,863
Net assets at end of year $ 43,301 $ 42,258

14



Revenues

The following is a graphic illustration of revenues by source (both operating and nonoperating), which
are used to fund the college' s operating activities for the year ended June 30, 2003, and the year ended
June 30, 2002. Amounts are presented in thousands of dollars.

Revenue by Source
FY 2003

Capital appropriations
(non-op)
5.83%

Student tuition & fees

(op)

Gifts (non-op)
12.58%

0.41%

Governmental grants
& contracts (op)

29.03%
State appropriations
(non-op) Nongovernmental
42.56% grants & contracts
(op)
0.42%

Sales & services of

Other operating educational
revenues departments (op)
2.23% P
Other auxiliaries (op) )
0.03% Food service (op) BOOkS“”f (op)
0.02% 5.59%
Revenue by Source
FY 2002
Capital appropriations Dls_pgsal of plant
facilities (non-op)
(non-op) 0.52%
7.36% )
Student tuition & fees
Gifts (non-op) (op)
0.69% 12.86%
Governmental grants &
contracts (op)
25.53%
Nongovernmental
State appropriations grants &(;:griz;acts (o)
(non-op) e
43.21%
Sales & services of
educational
Bookstore (op) departments (op)
. o 1.43%
Other operating 5.66%
revenues Food service (op)
2.48% 0.02%
Other auxiliaries (op)
0.03%
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Composition of Institution’s Revenues
(in thousands of dollars)

2003
Student tuition and fees (operating) 4,744
Governmenta grants & contracts (operating) 10,946
Nongovernmenta grants & contracts (operating) 159
Sdes & services of educationd departments (operating) 479
Bookstore (operating) 2,107
Food service (operating) 8
Other auxiliaries (operating) 10
Other operating revenues 703
State appropriations (nonoperating) 16,045
Gifts (nonoperating) 155
Capital appropriations (nonoperating) 2,198
Disposd of plant facilities (nonoperating) 8
Investment income (nonoperating) 139

Student tuition and feesincreased primarily dueto a 7.5% increase in tuition.

2002

4,680
9,294
76
539
2,062

11

737
15,731
251
2,679
188
146

State gppropriations increased primarily due to legidative increases for sdaries and rate

increases for hedth insurance premiums.

Sdles and services of educationd departments decreased due to fewer revenues generated

primarily from Culinary Arts activities and the Early Learning Center.

Disposd of plant facilities decreased due to the sde of the President’s residence in the prior

yedr.

Governmentd grants and contract revenues increased due to additiona grants being sought and

awards received.

16



Expenses

Operding expenses can be displayed in two formats, natural classification and program classification.
Both formats are displayed below.

Natural Classification
Operating Expenses by Natura Classfication
Other
Sdaries Benefits Operating Scholarships  Depreciation
FY 2003 16,476,547 4,754,973 9,529,061 3,502,774 1,791,340
FY 2002 16,015,016 4,037,152 8,793,803 3,051,685 1,662,273

Expenses by Natural Classification
FY 2003

Depreciation
5%

Scholarships
10%

Other Operating
26%

Benefits
13%

Expenses by Natural Classification
FY 2002

Depreciation
5%

Salaries
48%

Other Operating
26%

Benefits
12%
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Sdaries and benefits increased due to the implementation of the fina phase of the college's
sdary equity pay plan and across-the-board legidated sdary increase as well as an increase in
the hedth insurance premium rate.

Scholarship expensesincreased primarily due to afeeincrease.

Other operating costs increased primarily due to inflationary costs of ingtructiond and operating
supplies.

Depreciation expense increased due to the addition of facilities to depreciate (eg.,
basebal/softbal dugouts and MBSS building).

Program Classification
Operating Expenses by Function

2003 2002
Ingtruction 14,327,665 13,929,904
Public service 5,242,707 4,293,448
Academic support 1,834,613 1,834,034
Student services 2,693,964 2,434,023
Indtitutiona support 2,125,378 2,084,369
Operation and maintenance of plant 3,280,414 2,965,101
Scholarships & fellowships 2,865,007 2,544,117
Auxiliary 1,893,607 1,812,659
Depreciation 1,791,339 1,662,273

18



Expenses by Function
FY 2003

Depreciation
5%

Auxiliary

Scholarships &
fellowships
8%

Instruction
Maintenance & 40%
operations

9%

Institutional support
6%

Student services
%

Academic support \Public service

5% 15%

Expenses by Function
FY 2002

Depreciation
5%

Auxiliary
5%

Scholarships & fellowships
8%

Instruction

42%
Maintenance & operations

%

Institutional support
6%

Student services
7%

Academic support
5%

Public service

Across dl functions, except scholarships and felowships as well as depreciation, increased
functiona expenses were primarily due to sdary increases and associated benefit costs as well
asinflationary cogtsin indructiona and operating supplies.

Scholarships and fellowships increased primarily due to fee increases.
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Depreciation expenses increased due to the addition of facilities to depreciate (e.g.,
baseball/softbal dugouts and MBSS building).

The Statement of Cash Flows
The statement of cash flows provides information about cash receipts and cash payments during the
year. This statement also assists users in assessing the college's ahility to generate net cash flows, its

ability to meet its obligations as they come due, and its need for externd financing.

Statements of Cash Flows
(in thousands of dollars)

2003 2002

Cash provided (used) by:

Operding activities ($14,754) ($13,200)

Noncapitd financing activities 16,019 14,323

Capitd and related financing activities 77 (313)

Investing activities 139 146
Net increase (decrease) in cash 1,481 956
Cash, beginning of year 7,693 6,737
Cash, end of year $9,174 $7,693

Materiad Sources/Uses of Cash

The materid sources of cash from operaing activities include tuition and fees, grants and
contracts, auxiliary operations, and sales and services of educationa departments. The materia
uses of cash for operating ectivities include payments to employees and for benefits, the
purchase of materials and services from outside vendors, and scholarships for sudents.

Noncapitd financing activities are funded primarily from date gppropriations and gifts and
grants.

Investment proceeds (i.e, interest) are derived primarily from the state's Local Government
Investment Poal (LGIP).

Liquidity

Walters State Community College experienced adight improvement in liquidity during fiscal
year 2002-2003.
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Capita Assats and Debt Administration

Capital Assets

At June 30, 2003, Wadters State Community College had $38,604,773.27 invested in capital assets,
net of accumulated depreciation of $14,952,104.03. Depreciation charges totaled $1,791,339.59 for
the current fiscal year. Detalls of these assets are shown below.

Schedule of Capital Assets, Net of Depreciation
(in thousands of dollars)

2003 2002
Land $555 $555
Land improvements & infrastructure 643 691
Buildings 35,765 34,068
Equipment 1,377 1,166
Library holdings 122 127
Projectsin progress 143 2,118

Major Capital Additions Completed During the Fiscal Year and Their Source of Funding

Additions to capital assets included those funded from unexpended plant funds, renewds and
replacements funds, current unrestricted funds, and retirement of indebtedness funds.
Unexpended plant funds are derived from state capital appropriations and inditutional funds sst
adde for capital expenditure. Renewds and replacements funds are primarily generated from
department charges for the use of equipment such as motor pool vehicles, computers, printing,
postage, and telephone; additiondly, non-mandatory transfers have been made from current
unredtricted funds. Retirement of indebtedness funds are set-aside generdly from current
unrestricted funds for the purpose of debt retirement.

Additions to capita assets included the completion of the basebdl/softbal dugouts and the Life
Science (MBSS) renovation project, equipment purchases, and debt repayments relative to the
purchase of the Public Sefety facility. Other projects initiated include the sesting replacement
project in the gymnasium and the renovation of public bathrooms on the first and second floors
of the College Center Building.
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Planned Capital Expendituresin the Next Fiscal Year and Their Source of Funding

Two ggnificant capita expenditures are planned for the next fiscd year. The mgor project is the
completion of the replacement of seating in the auditorium/gymnasium of the College Center Building

and will be funded from sate capitd appropriations. Additionaly, proceeds from the sde of the
President’s residence will be used to complete the public bathroom renovations in the College Center
Building as well as provide three smoker shelters across campus. On a smaler scae will be the
purchase of equipment from current unrestricted funds as well as from renewals and replacements funds.
More detailed information about the college's capita assets is presented in Note 6 to the financid

Satements.

Debt

At June 30, 2003, the college had $674,472.08 in debt outstanding. The table below summarizes these
amounts by type of debt ingrument.

Outstanding Debt

Notes Payable Commercial Paper
FY 2003 58,095.00 616,377.08
FY 2002 463,848.43 686,283.85

The Walters State Community College Foundation assumed a note with a face value of $430,000.00 in
1998 to purchase red estate property referred to as the Maple Crest Townhouses. In December
2002, the property was sold and the note retired. Currently, the Walters State Community College
Foundation has a $58,095.00 annua renewable note payable associated with the Cates/Cutshaw
Remainder Unitrust. The Tennessee State School Board authorized the issuance of commercid paper
for Wdters State Community College to finance various capitad projects. In the 2003 fiscal year,
Wadtas State Community College made an annua payment of $69,906.77 toward retiring the
commercia paper. The Tennessee State School Bond Authority is currently rated AA- by Standard &
Poor's. More detailed information about the college's long-term liahilitiesis presented in Note 7 to the
financa datements.
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Economic Factors That Will Affect the Future

Although the Tennessee date legidature gpproved a one percent increase in the sades tax rate in a
specid caled legidative sesson on July 3, 2002, the tax increase has not provided adequate funding for
higher education. In fact, the impact of the limited state resources was a 5 percent impoundment in
2002-2003 and a 9 percent reduction in funding for 2003-2004. Additiondly, the college’s governing
board approved a 72 percent fee increase effective with the fall 2002 semester and a 14% fee increase
effective with the fal 2003 semedter. The effect of fee increases should generate gpproximately
$1,000,000 in new operating revenues for the 2004 fiscal year. There is some concern that the current
sales fax rae is s0 high that consumers residing on the state's borders will spend even more of their
incomes out-of-gate. If thisin fact hgppens a a sgnificant leve, then the concern is that the estimated
sdestax collections in the sate will be less than projected and could jeopardize future funding levels.

Requestsfor Information

This financid report is desgned to provide a generd overview of the ingtitution’s finances for dl those
with an interest in the college' s finances. Questions concerning any of the information provided in this
report or requedts for additiond financia information should be directed to Dr. Julian Jordan, Dr.
Rosemary Jackson, or Mr. Roger Beverly at Waters State Community College, 500 South Davy
Crockett Parkway, Morristown, Tennessee 37813-6899.
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WALTERSSTATE COMMUNITY COLLEGE

STATEMENTSOF NET ASSETS

JUNE 30, 2003, AND JUNE 30, 2002

Exhibit A

ASSETS
Current assets:
Cash and cash equivalents (Notes 2 and 3) $
Short-term investments (Notes 3 and 4)
Accounts, notes, and grants receivable (net) (Note 5)
Inventories (at lower of cost or market)
Prepaid expenses and deferred charges
Other assets
Total current assets
Noncurrent assets:
Cash and cash equivaents (Notes 2 and 3)
Investments (Notes 3 and 4)
Capital assets (net) (Note 6)
Other assets
Total noncurrent assets
Total assets

LIABILITIES
Current liabilities:
Accounts payable
Accrued ligbilities
Student deposits
Deferred revenue
Compensated absences (Note 7)
Accrued interest payable
Long-term liabilities, current portion (Note 7)
Deposits held in custody for others
Other liabilities
Total current liabilities
Noncurrent liabilities:
Compensated absences (Note 7)
Long-term liabilities (Note 7)
Dueto grantors (Note 7)
Tota noncurrent liabilities
Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted for:
Expendable:

Scholarships and fellowships

Instructional department uses

Other
Unrestricted (Note 8)

Total net assets $

The notes to the financial statements are an integral part of this statement.
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June 30, 2003

June 30, 2002

6,209,449.37 $ 5,775,614.64
6,660,344.76 6,191,528.18
707,266.23 904,224.58
453,666.69 465,855.56
8,700.43 13,577.43
694,646.72 1,247,389.33
14,734,074.20 14,598,189.72
2,964,272.62 1,917,462.70
359,261.61 407,481.48
38,604,773.27 38,725,978.23
3,000,000.00 3,000,000.00
44,928,307.50 44,050,922.41
59,662,381.70 58,649,112.13
335,299.51 340,946.61
1,306,353.96 1,228,038.92
- 51.00

346,511.74 334,404.08
327,560.61 499,857.90

- 5,427.75

58,095.00 65,736.61
12,489,308.01 12,208,975.14
74,289.15 84,396.63
14,937,417.98 14,767,834.64
807,822.83 537,866.06
616,377.08 1,084,395.67

- 1,133.14
1,424,199.91 1,623,394.87
16,361,617.89 16,391,229.51
37,988,396.19 38,039,694.38
20,623.17 22,428.67
2,189.74 1,518.58
233,034.51 135,822.87
5,056,520.20 4,058,418.12
43,300,763.81 $ 42,257,882.62




STATEMENTS OF REVENUES, EXPENSES, AND CHANGESIN NET ASSETS

WALTERSSTATE COMMUNITY COLLEGE

FOR THE YEARS ENDED JUNE 30, 2003, AND JUNE

30, 2002

Exhibit B

Y ear Ended Y ear Ended
June 30, 2003 June 30, 2002
REVENUES
Operating revenues:
Student tuition and fees (net of scholarship allowances of $3,653,673.70
for the year ended June 30, 2003, and $3,131,596.72 for the year ended
June 30, 2002) $ 4,743511.30 $ 4,680,003.05
Governmental grants and contracts 10,945,715.09 9,293,574.63
Non-governmental grants and contracts 159,177.10 76,328.33
Sales and services of educational departments 479,257.28 539,547.83
Auxiliary enterprises:
Bookstore 2,106,779.63 2,062,413.34
Food service 8,013.58 8,249.58
Other auxiliaries 10,218.53 10,721.94
Interest earned on loans to students - 216.36
Other operating revenues 702,791.22 737,319.44
Total operating revenues 19,155,463.73 17,408,374.50
EXPENSES
Operating expenses (Note 14):
Salaries and wages 16,476,546.81 16,015,015.67
Benefits 4,754,972.87 4,037,151.72
Utilities, supplies, and other services 9,529,060.67 8,793,802.68
Scholarships and fellowships 3,502,774.24 3,051,684.78
Depreciation expense 1,791,339.59 1,662,272.96
Total operating expenses 36,054,694.18 33,559,927.81
Operating loss (16,899,230.45) (16,151,553.31)
NONOPERATING REVENUES (EXPENSES)
State appropriations 16,044,520.00 15,731,020.00
Gifts 133,349.40 217,498.00
Investment income 138,718.54 145,820.89
Interest on capital asset-related debt (6,500.31) (13,475.56)
Other nonoperating expenses (583,027.95) (1,026,227.73)
Net nonoperating revenues 15,727,059.68 15,054,635.60
Loss before other revenues, expenses, gains, or losses (1,172,170.77) (1,096,917.71)
Capital appropriations 2,197,680.79 2,678,551.84
Capital grants and gifts 21,285.75 33,415.00
Other (3,914.58) (219,847.85)
Total other revenues 2,215,051.96 2,492,118.99
Increase (decrease) in net assets 1,042,881.19 1,395,201.28
NET ASSETS
Net assets - beginning of year 42,257,882.62 57,346,664.42
Cumulative effects of changes in accounting principle (Note 11)
Adoption of capitdization criteria for buildings and additions - (1,380,747.59)
Change in method of capitalizing library holdings - (3,488,998.56)
Adoption of depreciation on capital assets - (11,681,147.36)
Deferred revenue recognition - 68,016.34
Reclassification of U.S. government grants refundable - (1,105.91)
Net assets - beginning of year, as restated 42,257,882.62 40,862,681.34
Net assets - end of year 43,300,763.81 $ 42,257,882.62

The notes to the financial statements are an integral part of this statement.
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WALTERSSTATE COMMUNITY COLLEGE
STATEMENTSOF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2003, AND JUNE 30, 2002

Exhibit C

CASH FLOWSFROM OPERATING ACTIVITIES
Tuition and fees
Grants and contracts
Sales and services of educational activities
Payments to suppliers and vendors
Payments to employees
Payments for benefits
Payments for scholarships and fellowships
Auxiliary enterprise charges:
Bookstore
Food services
Other auxiliaries
Other recel pts (payments)
Net cash provided (used) by operating activities

CASH FLOWSFROM NONCAPITAL FINANCING ACTIVITIES
State appropriations
Gifts and grants received for other than capital or endowment purposes
Changes in deposits held for others
Other noncapital financing receipts (payments)

Net cash provided (used) by noncapital financing activities

CASH FLOWSFROM CAPITAL AND RELATED FINANCING ACTIVITIES
Capital appropriations
Capita grants and gifts received
Proceeds from sale of capital assets
Purchases of capital assets and construction
Principal paid on capital debt and leases
Interest paid on capital debt and leases
Other capital and related financing receipts (payments)
Net cash provided (used) by capital and related financing activities

CASH FLOWSFROM INVESTING ACTIVITIES
Income on investments
Net cash provided (used) by investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents - beginning of year
Cash and cash equivalents - end of year
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Y ear Ended
June 30, 2003

Y ear Ended
June 30, 2002

4,845742.88 $ 4,676,761.69
11,042,820.23 10,195,941.28
479,257.28 518,607.52
(9,417,649.24) (8,381,610.28)
(16,452,591.77) (16,023,765.18)
(4,600,172.39) (3,991,574.45)
(3,502,774.24) (3,043,569.44)
2,129,985.25 2,071,974.89
7,962.98 8,441.46
10,218.53 10,721.94
702,791.22 758,476.11
(14,754,409.27) (13,199,594.46)
16,164,220.00 15,567,820.00
56,627.11 195,802.00
381,034.54 (414,527.60)
(583,027.95) (1,026,227.73)
16,018,853.70 14,322,866.67
2,197,680.79 2,678,551.84
21,285.75 33,415.00
(3,914.58) (254,683.87)
(1,670,134.63) (2,634,188.03)
(475,660.20) (120,677.11)
(11,928.06) (15,620.89)
20,152.61 -
77,481.68 (313,203.06)
138,718.54 145,820.89
138,718.54 145,820.89
1,480,644.65 955,890.04
7,693,077.34 6,737,187.30
9,173,721.99 $ 7,693,077.34




WALTERSSTATE COMMUNITY COLLEGE

STATEMENTSOF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2003, AND JUNE 30, 2002

Exhibit C (Cont.)

Reconciliation of operating lossto net cash used by operating activities:
Operating loss
Adjustments to reconcile operating |0ss to net cash provided (used) by operating activities:
Depreciation expense
Gifts of books, minor equipment, and suppliesto the college
Change in assets and liabilities:
Receivables, net
Inventories
Prepaid expenses and deferred charges
Accounts payable
Accrued liabilities
Deferred revenue
Deposits
Compensated absences
Other
Net cash used by operating activities

Non-Cash Transactions
Gifts of books, minor equipment, and supplies
Gifts of capital assetsto the college

The notesto the financial statements are an integra part of this statement.
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$

$

Y ear Ended
June 30, 2003

Y ear Ended
June 30, 2002

(16,899,230.45) $  (16,151,553.31)
1,791,339.59 1,662,272.96
55,436.54 8,696.00
51,203.20 859,559.32
12,188.87 (30,186.46)
557,619.61 6,004.93
(500,890.33) 450,021.52
78,315.04 13,686.46
12,107.66 (26,840.44)
(51.00) 51.00
97,659.48 5,261.65
(10,107.48) 3,431.91
(14,754,400.27) $ _ (13,199,594.46)
$55,436.54 $8,696.00
$21,285.75 $13,000.00



Tennessee Board of Regents
Walters State Community College
Notes to the Financial Statements
June 30, 2003, and June 30, 2002

NOTE1l. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The college is a part of the State University and Community College System of Tennessee
(Tennessee Board of Regents). This system is a component unit of the State of Tennessee
because the state gppoints a mgority of the system’s governing body and provides financid

support; the system is discretely presented in the Tennessee Comprehensive Annual

Financial Report.

Basis of Presentation

The finandd statements have been prepared in conformity with accounting principles
generdly accepted in the United States of America as prescribed by the Governmenta
Accounting Standards Board (GASB). In June 1999, the GASB issued Statement 34,
Basic Financial Satements—and Management’s Discussion and Analysis—for Sate
and Local Governments. Thiswas followed in November 1999 by GASB Statement 35,
Basic Financial Satements—and Management’s Discussion and Analysis—for Public
Colleges and Universities. The financid statement presentation required by those
datements provides a comprehensive, entity-wide perspective of the college's assets,
lidbilities, net assets, revenues, expenses, changes in net assets, and cash flows, and
replaces the fund-group perspective previoudy required.

Significant accounting changes made in order to comply with the new requirements include
(1) adoption of depreciation on capital assets and (2) reporting summer school revenues
and expenses between fisca years rather than in onefisca year.

Basis of Accounting

For financia statement purposes, the college is consdered a specia- purpose government
engaged only in busness-type activities. Accordingly, the financid statements have been
prepared using the economic resources measurement focus and the accrud bads of
accounting. Revenues are recorded when earned, and expenses are recorded when a
ligbility is incurred, regardiess of the timing of relaied cash flows. Grants and Smilar items
are recognized as revenue as soon as dl digibility requirements imposed by the provider
have been met. All sgnificant interfund transactions have been diminated.

Private-sector standards of accounting and financid reporting issued prior to December
1, 1989, genedly are followed to the extent that those standards do not conflict with or
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Tennessee Board of Regents
Walters State Community College
Notesto the Financial Statements (Cont.)
June 30, 2003, and June 30, 2002

contradict guidance of the Governmental Accounting Standards Board. The college has the
option of following private-sector guidance issued subsequent to November 30, 1989,
subject to the above imitation. The college has eected not to follow private-sector
guidance issued subsequent to November 30, 1989.

Amounts reported as operating revenues include (1) tuition and fees, net of waivers and
discounts; (2) federd, state, locdl, and private grants and contracts; (3) sales and services of
auxiliary enterprises; and (4) other sources of revenue. Operating expenses for the college
include (1) sdaries and wages, (2) employee benefits; (3) scholarships and fellowships, (4)
depreciation; and (5) utilities, supplies, and other services.

All other activity is nonoperating in nature and includes (1) dtate gppropriations for
operations, (2) investment income; (3) interest on capita asset-related debt; and (4) gifts.

When both restricted and unrestricted resources are available for use, generdly it is the
college s palicy to use the restricted resources first.

Inventories

Inventories are vaued at the lower of cost or market. Textbooks included in the inventory
are recorded on a firg-in, firgd-out basis. All other items are maintained on an average cost
or firg-in, firg-out basis.

Compensated Absences

The college's employees accrue annua leave a varying raes, depending on length of
sarvice or classfication. Some employees also earn compensatory time. The amount of
these liabilities and their related benefits are reported in the statement of net assets.

Capital Assets

Capita assets, which include property, plant, equipment, and library holdings, are reported
in the statement of net assets at higtoricad cost or a far value a date of donation, less
accumulated depreciation. The costs of norma maintenance and repairs that do not add to
the value of the asset or materidly extend the asset’ s useful life are not capitaized.
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Tennessee Board of Regents
Walters State Community College
Notesto the Financial Statements (Cont.)
June 30, 2003, and June 30, 2002

A capitdization threshold of $100,000 is used for buildings, and $50,000 is used for
infragtructure. Equipment is capitaized when the unit acquisition cost is $5,000 or gregter.
The capitaization threshold for additions and improvements to buildings and land is set at
$50,000.

These assets, with the exception of land, are depreciated using the straight-line method over
the estimated useful lives, which range from 5 to 40 years.

Under a contract with the Tennessee Department of Labor and Workforce Development,
the college is a service provider for the Loca Workforce Investment Area in Workforce
Investment Area 2 of the State of Tennessee. The title to dl the equipment purchased by
the college under the provisions of the Workforce Investment Act resides with the US.
government. Therefore, this equipment is not included in the college' s capita assets.

Walters State Community College Foundation

The college is the sole beneficiary of the Waters State Community College Foundation. A
board independent of the college controls this private, nonprofit foundation. The college
handles the financia records, invesments, and other financid transactions, and the assets
and liabilities of the foundation are included on the college' s satement of net assets.

Net Assets
The college s net assets are classified as follows:

Invested in capital assets, net of related debt — This represents the college s totd investment
in capital assets, net of outstanding debt obligations related to those capital assets. To the
extent debt has been incurred but not yet expended for capital assets, such amounts are not
included as a component of invested in capita assets, net of related debt.

Expendable restricted net assets — Expendable restricted net assets include resources which
the college is legdly or contractualy obligated to spend in accordance with restrictions

imposed by externd third parties.

Unregtricted net assets — Unrestricted net assets represent resources derived from student
tuition and fees, state appropriations, and sales and services of educational departments and
auxiliary enterprises. These resources are used for transactions relating to the educationa
and genera operations of the college, and may be used at the discretion of the college to
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Tennessee Board of Regents
Walters State Community College
Notesto the Financial Statements (Cont.)
June 30, 2003, and June 30, 2002

NOTE 2.

meet current expenses br any purpose.  The auxiliary enterprises are subgstantiadly sdlf-
supporting activities that provide services for sudents, faculty, and staff.

Scholar ship Discounts and Allowances

Student tuition and fee revenues, and certain other revenues from students, are reported net
of scholarship discounts and alowances in the statement of revenues, expenses, and
changes in net assets. Scholarship discounts and allowances are the difference between the
stated charge for goods and services provided by the college and the amount that is paid by
the student and/or third parties making payments on the student's behaf. Certan
governmenta grants, such as Pdl grants, and other federd, sate, or nongovernmentd
programs, are recorded as either operating or nonoperating revenues in the college's
financid satements. To the extent that revenues from such programs are used to satisfy
tuition and fees and other student charges, the college has recorded a scholarship discount
and alowance.

CAsH AND CASH EQUIVALENTS

In addition to demand deposits and petty cash on hand, this dassfication includes
ingruments which are readily convertible to known amounts of cash and which have origind
maturities of three months or less. At June 30, 2003, cash and cash equivaents consisted
of $181,024.76 in bank accounts, $13,195.00 of petty cash on hand, $8,334,224.49 in the
State of Tennessee Locd Government Invesment Pool administered by the State
Treasurer, $76,773.07 in LGIP deposits for capitd projects, $168,300.15 in money
market mutud funds, and $204.52 in overnight repurchase agreements. At June 30, 2002,
cash and cash equivaents consisted of $479,113.89 in bank accounts, $13,195.00 of petty
cash on hand, $6,624,609.97 in the State of Tennessee Locd Government Investment Pool
adminigtered by the State Treasurer, $112,415.62 in LGIP deposits for capita projects,
$463,502.61 in money maket mutud funds, and $240.25 in overnight repurchase
agreements.

LGIP deposits for capita projects - Payments related to the college's capitd projects are
made by the State of Tennessee's Department of Finance and Adminigration. The
college's estimated local share of the cost of each project is hed in a separate Locd
Government Invesment Pool (LGIP) account. As expenses are incurred, funds are
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Walters State Community College
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June 30, 2003, and June 30, 2002

NOTE 3.

withdrawn from the LGIP account by the Tennessee Board of Regents and transferred to
the Department of Finance and Adminigration. The funds in the account are not available
to the college for any other purpose until the project is completed and the Tennessee Board
of Regents releases any remaining funds.

DEPOSITS

The laws of the State of Tennessee require that collatera be pledged to secure dl uninsured
deposits. Tennessee Board of Regents policies require that the market vaue of collaterd
pledged equa 115%, 100%, or 90% of the uninsured deposts a financid inditutions
participating in the collatera pool and 105% of the uninsured depodts at al other financid
inditutions. The pledge levd for financid inditutions participating in the collatera poal is
based on financid criteria set by the Collaterd Pool Board with the financidly strongest
inditutions being digible for the lowest pledge levd.

Some of the college's deposts are in financid inditutions that participate in the bank
collaterd pool administered by the State Treasurer. The securities pledged to protect these
accounts are pledged in the aggregate rather than againgt each individua account. The
members of the pool may be required by agreement to pay an assessment to cover any
deficiency. Under this additiona assessment agreement, public fund accounts covered by
the pool are considered to be insured for purposes of credit risk disclosure.

The college's remaining deposits are ertirdy insured by the Federal Depost Insurance
Corporation.

The college dso has deposts in the Loca Government Investment Pool (LGIP)
adminigtered by the State Treasurer. The LGIP is part of the Pooled Investment Fund. The
fund's invesment policy and custodia credit risk are presented in the Tennessee
Comprehensive Annual Financial Report. That report may be obtained by writing to the
Tennessee Department of Finance and Adminigration, Divison of Accounts, 14th Foor
William R. Snodgrass Tennessee Tower, 312 Eighth Avenue North, Nashville, Tennessee
37243-0298, or by cdling (615) 741-2140.
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Tennessee Board of Regents
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Notesto the Financial Statements (Cont.)
June 30, 2003, and June 30, 2002

NOTE 4.

INVESTMENTS

The college 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, commercia paper;

money market mutua funds, and the State of Tennessee Locd Government Investment
Pool. The policy requires that investments of endowments in equity securities be limited to
funds from private gifts or other sources externd to the college and that endowment

invesments be prudently diversfied. The Walters State Community College Foundetion is
authorized to invest funds in accordance with its board of directors policies.  All
investments permitted to be reported at fair value under GASB Statement 31 are reported
at fair vaue, including those with a maturity dete of one year or less at the time of purchase.
Certificates of deposit have been included with other deposits in Note 3 to determine the
adequacy of collateral security pledged.

The college s and the foundation’ s investments are categorized below to indicate the level of
risk assumed by the college or foundation at year-end. Category 1 conssts of insured or
registered investments or investments for which the securities are held by the college or
foundation or its agent in the college's or foundation's name. Category 2 condsts of

uninsured and unregigered invesments for which the securities are hed by the
counterparty’s trust department or agent in the college' s or foundation’s name. Category 3
congsts of uninsured and unregistered investments for which the securities are held by the
counterparty or by its trust department or agent but not in the college’s or foundetion's
name.

The college had $240.25 invested in overnight repurchase agreements at June 30, 2002,
and had $204.52 invested in overnight repurchase agreements a June 30, 2003. These
amounts are classfied as cash and cash eguivaents on the college’'s statements of ret
assts.  During the years ended June 30, 2002, and June 30, 2003, the college's
investments in these repurchase agreements ranged from $240.25 to $2,137,930.17, and
$130.14 to $2,212,407.74, respectively.
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NOTE 5.

June 30, 2003 June 30, 2002

Category 1.

Repurchase agreements $ 20452 $ 240.25

Corporate stocks 10,685.68 8,648.50
Category 3:

U.S. government securities 1,917,830.51 1,619,328.71

Corporate bonds 1,639,126.70 1,928,904.56

Corporate stocks 2,839,075.41 2.563,009.20
Investments not susceptible to credit risk categorization:

Mutud funds 331,125.31 499,200.24

Cash surrender value of life insurance 60,062.91 53,361.06
Certificates of deposit classified as investments 390,000.00 390,000.00
Amount classified as cash equivaents (168,504.67) (463,742.86)
Totd 7,019.606.37  $6,599,000.66
RECEIVABLES

Receavables included the fallowing:

June 30, 2003 June 30, 2002

Student accounts receivable $166,555.12 $234,113.75
Grants receivable 413,112.48 358,233.29
Pledges receivable 14,960.00 22,376.00
State appropriation receivable 43,500.00 -
Other receivables 168,327.10 375,660.41
Subtotal 806,454.70 990,383.45
Less alowance for doubtful accounts 99,188.47) 86,158.87)
Total receivables 707,266.23 $904,224.58

Pledges receivable are promises of private donations that are reported as accounts
receivable and revenue.
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NOTE 6. CAPITAL ASSETS

Capita asst activity for the year ended June 30, 2003, was as follows:

Land

Land improvements and
infrastructure

Buildings

Equipment

Library holdings

Projectsin progress

Total

L ess accum. depreciation:

Land improvements and
infrastructure

Buildings

Equipment

Library holdings

Total accum. depreciation

Capital assets, net

Beginning Ending

Balance Additions Transfers Reductions Balance
$555,293.11 $ - $ - $ - $555,293.11
988,702.89 - - - 988,702.89
44,318,133.87 807,374.65 2,313,309.69 - 47.438,818.21
3,833,805.08 517,591.55 - 156,165.05 4,195,231.58
255,259.32 22,119.31 - 41,100.01 236,278.62
2.118,204.28 337,658.30 (2,313,309.69) - 142,552.89
52,069,398.55 1,684,743.81 - 197,265.06 53,556,877.30
297,421.36 48,335.73 - 01 345,757.08
10,250,138.38 1,423,599.84 - - 11,673,738.22
2,667,943.72 291,666.14 - 141,555.87 2,818,053.99
127.916.86 27.737.88 - 41,100.00 114,554.74
13,343.420.32 1,791,339.59 - 182,655.88 14,952,104.03

$38,72697823  ($10650678) $ - $ 1460018  $38604.77327

Capitad asset activity for the year ended June 30, 2002, was as follows.

Land

Land improvements and
infrastructure

Buildings

Equipment

Library holdings

Projectsin progress

Total

Beginning
Balance Additions Transfers Reductions
$555,293.11 $ - $ - $ -
1,340,702.89 - (352,000.00) -
41,597,533.16 437,046.91 2,283,553.80 -
4,111,265.64 168,338.79 - 445,799.35
250,000.44 43,369.36 - 38,110.48
1,532.551.78 2.517,206.30 (1,931,553.80) -
49,387,347.02 3.165,961.36 - 483,909.83
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Ending
Balance

$ 55529311

988,702.89
44,318,133.87
3,833,805.08
255,250.32
2,118,204.28

52,069,398.55
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L ess accum. depreciation:;
Land improvements and

infrastructure 249,085.63 48,335.73 - - 297,421.36
Buildings 8,949,286.91 1,300,851.47 - - 10,250,138.38
Equipment 2,384,194.96 283,748.76 - - 2,667,943.72
Library holdings 98.579.86 29.337.00 - - 127,916.86
Total accum. depreciation 11.681,147.36 1,662.272.96 - - 13,343.420.32
Capital assets, net $37,706,199.66 $1,503,688.40 s - $483,900.83 $38,725978.23
NOTE7. LONG-TERM LIABILITIES
Long-term ligbilities activity for the year ended June 30, 2003, was as follows.
Beginning Ending Current
Balance Additions Reductions Balance Portion
Payables:
Notes $46384843 % - $ 405,753.43 $ 58,095.00 $58,095.00
Commercia paper 686,283.85 - 69,906.77 616,377.08 -
Subtotal 1,150,132.28 - 475,660.20 674,472.08 58,095.00
Other liahilities:
Compensated absences 1,037,723.96 918,442.25 820,782.77 1,135,383.44 327,560.61
Dueto grantors 113314 - 1,133.14 - -
Subtotal 1,038,857.10 918442.25 82191591 113538344 327.560.61
Total long-term liabilities $2,188989.38 $ 91844220 $1.297.57611 $1.800,855.52 $£385,655.61
Long-term lighilities activity for the year ended June 30, 2002, was as follows:
Beginning Ending Current
Balance Additions Reductions Balance Portion
Payables:
Notes $470,309.39 $ 59500 $ 7,055.96 $ 463,848.43 $65,736.61
Loans 83,000.00 - 88,000.00 - -
Commercia paper 770,000.00 - 83.716.15 686.283.85 -
Subtotal 1,328.309.39 595.00 17877211 1,150132.28 65,736.61
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Other liabilities:

Compensated absences 988,571.24 113,523.25 64,370.53 1,037,723.96 499,857.90
Dueto grantors 1,106.57 26.57 - 113314 -
Subtotal 98967781 113549.82 64,370.53 1,038.857.10 499,857.90

Total long-term liabilities $2,317,987.20 $114,14482 24314264  $218393938  $565594.51

Notes Payable

On August 20, 1998, the Wdlters State Community College Foundation entered into an
agreement to purchase property formerly known as the Maple Crest Townhouses. The
related note had a face amount of $430,000.00, required monthly payments of principa and
interest totaling $3,318.81, and had an annud interest rate of 8%. The balance owed as of
June 30, 2002, was $405,753.43.

The foundation also has aline of credit with Tennessee State Bank. The line of credit bears
an anual interest rate of 7% with interest paid quarterly. The balance owed on this note
payable was $58,095.00 at June 30, 2003, and $58,095.00 at June 30, 2002.

The debt service requirements to maturity at June 30, 2003, for al notes payable are as

follows
Year Ending
June 30 Principa Interest Tota
2004 $58.095.00 $4.066.65 $62.161.65

The Tennessee State School Bond Authority aso authorized the issuance of commercia
paper to finance the costs of various capital projects. The amount issued for projects at the
college was $616,377.08 at June 30, 2003, and $686,283.85 at June 30, 2002.

For the commercid paper program, the Tennessee State School Bond Authority maintains
an interest rate reserve fund.  The college contributes amounts to the reserve fund based on
the amounts drawn. The principa of the reserve will be contributed to pay off notes or
credited back to the college when the notes are converted to bonds. The interest earned on
the reserveis used to pay interest due during the month.
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NOTE 8. UNRESTRICTED NET ASSETS

Unredtricted net assets include funds that have been designated or reserved for specific
purposes. The unrestricted net assets are composed of the following:

June 30, 2003 June 30, 2002
Working capital $ 552.98 $ 42,253.40
Encumbrances 560,648.81 624,836.38
Designated fees - 2,292.99
Auxiliaries 1,450,195.45 1,245,042.88
Pant congtruction 1,161,292.32 472,914.01
Renewa and replacement of equipment 1,442,612.29 920,278.02
Debt retirement 193,500.63 130,939.41
Unreserved/undesignated 247,717.72 619,861.03
Total $5,056,520.20 $4,058,418.12

NOTE9. PENSON PLANS

A. Defined Benefit Plan
Tennessee Consolidated Retirement System

Plan Description - The college contributes to the State Employees, Teachers, and
Higher Education Employees Penson Plan (SETHEEPP), a cost-sharing, multiple-
employer, defined benefit penson plan administered by the Tennessee Consolidated
Retirement System (TCRS). TCRS provides retirement, degth, and disability benefits
as well as annua cogt-of-living adjustments to plan members and their beneficiaries.
Title 8, Chapters 34-37, Tennessee Code Annotated, establishes benefit provisons.
State statutes are amended by the Tennessee Generd Assembly.

The TCRS issues a publicly available financid report that includes financid statements
and required supplementary information for SETHEEPP. That report may be
obtained by writing to the Tennessee Department of the Treasury, Consolidated
Retirement System, 10th Floor Andrew Jackson Building, Nashville, Tennessee
37243-0230, or by calling (615) 741-8202.
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Funding Policy - Plan members are noncontributory. The college is required to
contribute an actuaridly determined rate. The current rate is 7.29% of annud
covered payroll. Contribution requirements for the college are established and may
be amended by the TCRS' Board of Trustees. The college's contributions to TCRS
for the years ended June 30, 2003, 2002, and 2001 were $787,832.48,
$628,820.76, and $615,135.28. Contributions met the requirements for each year.

Defined Contribution Plans
Optional Retirement Plans (ORP)

Plan Decription - The college contributes to three defined contribution plans.
Teachers Insurance and Annuity Association-College Retirement Equities Fund
(TIAA-CREF), Aetna Life Insurance and Annuity Company, and Variable Annuity
Life Insurance Company (VALIC). These plans are administered by the Tennessee
Department of the Treasury. Each plan provides retirement benefits to faculty and
daff who are exempt from the overtime provisons of the Fair Labor Standards Act
and who waive membership in the TCRS. Bendfits depend solely on amounts
contributed to the plan plus investment earnings. Plan provisons are established by
date dtatute in Title 8, Chapter 35, Part 4, Tennessee Code Annotated. State
datutes are amended by the Tennessee Generd Assembly.

Funding Policy - Plan members are noncontributory. The college contributes an
amount equa to 10% of the employee's base sdary up to the socid security wage
base and 11% above the socid security wage base.  Contribution requirements are
established and amended by state statute. The contribution made by the college to
the plans was $386,801.23 for the year ended June 30, 2003, and $396,944.33 for
the year ended June 30, 2002. Contributions met the requirements for each year.
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NOTE 10.

NOTE 11.

OTHER POST-EMPLOYMENT BENEFITS

The State of Tennessee administers a group hedlth insurance program which provides post-
employment hedlth insurance benefits to digible college retirees. This benfit is provided
and adminigtered by the State of Tennessee. The college assumes no liability for retiree
hedlth care programs. Information related to this plan is available a the satewide levd in
the Tennessee Comprehensive Annual Financial Report. That report may be obtained
by writing to the Tennessee Depatment of Finance and Adminidration, Divison of
Accounts, 14th Floor William R. Snodgrass Tennessee Tower, 312 Eighth Avenue North,
Nashville, Tennessee 37243-0298, or by caling (615) 741-2140.

CUMULATIVE EFFECTSOF CHANGESIN ACCOUNTING PRINCIPLE

During the year ended June 30, 2002, the college implemented GASB Statement 34, Basic
Financial Statements—and Management’s Discussion and Analysis—for State and
Local Governments and GASB Statement 35, Basic Financial Statements—and
Management’s Discussion and Analysis—for Public Colleges and Universities. Asa
result of thisimplementation, the college was required to make changesin certain accounting
principles, specificaly the (1) adoption of capitaization criteria of $100,000 and $50,000
for buildings and additions, respectively; (2) change in the method of capitdizing library
holdings, (3) adoption of depreciation on cpital assets; (4) recording of certain summer
semester revenues between fiscd years rather than in the fiscd year in which the semester
was predominantly conducted, and (5) reclassfication of the U.S. government grants
refundable amount as a liability. The cumulative effects of these changes on net assets are
shown below:

Adoption of capitdization criteriafor buildings and additions (%$1,380,747.59)
Change in method of capitdizing library holdings ($3,488,998.56)
Adoption of depreciation on capital assets ($11,681,147.36)
Deferred revenue recognition $68,016.34
Reclassification of U.S. government grants refundable (%$1,105.91)
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NOTE 12. INSURANCE-RELATED ACTIVITIES

The gtate purchases commercid insurance for red property losses above $5 million per year
and surety bond coverage on the state's officids and employees. In the past three fisca
years, the state has had no clams filed with the commercid insurer.  Designations for
casudty losses in the amount of $3.271 million for incurred losses at June 30, 2003, and $5
million for deductibles and $1.356 million for incurred losses a June 30, 2002, were
established in the state’ s generd fund to provide for any property losses not covered by the
commercid insurance.

At June 30, 2003, the schedued coverage for the college was $44,030,200 for buildings
and $19,776,100 for contents. At June 30, 2002, the scheduled coverage for the college
was $45,769,350 for buildings and $19,802,400 for contents.

The dtate has st aside assets for clam settlement in an internd service fund, the Clams
Award Fund. This fund services dl clams for risk of loss to which the dtate is exposed,
incduding generd ligbility, automobile ligbility, professona mdpractice, and workers
compensation. The college participates in the Clams Award Fund. The fund alocates the
cod of providing clams servicing and claims payment by charging a premium to the college
based on a percentage of the college’ s expected loss costs, which include both experience
and exposures. This charge consders recent trends in actud claims experience of the state
asawhole. An actuarid vauation is performed as of fiscd year-end to determine the fund
ligbility and premium dlocation. Since the college participates in the Claims Award Fund, it
is subject to the liability limitations under the provisons of the Tennessee Clams
Commisson Act, Tennessee Code Annotated, Section 9-8-101 et seq. Liability for
negligence of the college for bodily injury and property damage is limited to $300,000 per
person and $1,000,000 per occurrence. Thelimits of liability under workers: compensation
are st forth in Tennessee Code Annotated, Section 50-6-101 et seg. Claims are paid
through the state’s Claims Award Fund.

The dtate has also set asde asets in the Employee Group Insurance Fund, an internd
service fund, to provide a program of heath insurance coverage for the employees of the
date with the risk retained by the sate. The college participates in the Employee Group
Insurance Fund. The fund dlocates the cogt of providing clams servicing and dams
payment by charging a premium to the college based on estimates of the ultimate cost of
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clams that have been reported but not settled and of clams that have been incurred but not
reported. Employees and providers have 13 months to file medica clams.

NOTE 13.COMMITMENTSAND CONTINGENCIES

Sick Leave - The college records the cost of sick leave when paid. Generdly, since sck
leave (earned one day per month with unlimited accumulation) is paid only when an
employee dies or is absent because of illness, injury, or relaed family desth, there is no
ligbility for sck leave a June 30. The dollar amount of unused sck leave was
$6,522,706.97 at June 30, 2003, and $5,890,343.36 at June 30, 2002.

Operating Leases - The college has entered into various operating leases for buildings and
equipment.  Such leases will probably continue to be required. Expenses under operating
leases for read property were $107,515.00 and for persona property were $54,868.06 for
the year ended June 30, 2003. Amounts for the year ended June 30, 2002, were
$104,200.00 and $62,433.75. All operating leases are cancedlable a the lessee’ s option.

Congtruction in Progress - At June 30, 2003, outstanding commitments under construction
contracts totaled $858,966.22 for mgor projects such as gymnasum renovation, public
safety building roof replacement, and the college center renovation, of which $858,716.22
will be funded by future state capital outlay appropriations.
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NOTE 14. NATURAL CLASSIFICATIONS WITH FUNCTIONAL CLASSIFICATIONS

The college's operating expenses by functiond classfication for the year ended June 30,
2003, are asfollows:

Natural Classification

Other
Salaries Benefits Operating Scholarships Depreciation Total
Functional
Classification

Instruction $8,977,682.78 $2,383,022.05 $2,692,609.81 $274,350.01 $ - $14,327,664.65
Public service 1,449,042.75 396,981.56 3,394,644.00 2,039.00 - 5,242,707.31
Academic support 1,693,043.12 464,203.28 (354,237.85) 31,604.50 - 1,834,613.05
Student services 1,168,294.33 358,939.25 818,154.01 348,576.54 - 2,693,964.13
Institutional support 1,818,664.14 602,275.23 (308,298.69) 12,736.95 - 2,125,377.63
Operation &

maintenance of

plant 1,225,499.70 496,735.75 1,556,139.51 2,039.00 - 3,280,413.96
Scholarships &

fellowships - - 33,578.72 2,831,428.24 - 2,865,006.96
Auxiliary 144,319.99 52,815.75 1,696,471.16 - - 1,893,606.90
Depreciation - - - - 1,791,339.59 1,791,339.59
Total $16.476.546.81 $4.754972.87 $9,529,060.67 $3.502.774.24 $1.791,.33959 $36.054,694.18
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The college's operating expenses by functiond classfication for the year ended June 30,
2002, are asfollows:

Functional
Classification

Instruction

Public service
Academic support
Student services
Institutional support

Operation &
maintenance of plant
Scholarships &
fellowships

Auxiliary
Depreciation

Total

Natural Classification

Other

Salaries Benefits Operating Scholarships Depreciation Total
$9,172,452.94 $2,106,184.00 $2,418,675.89 $232,590.73 $ - $13,929,903.56
1,046,191.35 292,404.07 2,940,381.18 14,471.00 - 4,293,447.60
1,625,497.53 408,807.26 (229,072.70) 28,802.20 - 1,834,034.29
1,136,694.24 285,634.58 707,911.37 303,782.82 - 2,434,023.01
1,746,104.54 499,868.31 (172,478.83) 10,875.24 - 2,084,369.26
1,147,732.54 407,615.67 1,409,753.09 - - 2,965,101.30
- - 82,953.91 2,461,162.79 - 2,544,116.70
140,342.53 36,637.83 1,635,678.77 - - 1,812,659.13
- - - - 1,662,272.96 1,662,272.96
$16,01501567 $403715172  $879380268  $3051684.78  $1.662272.96 $33,550.927.81



