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STATE OF TENNESSEE
COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT PHONE (615) 401-7897
DIVISION OF STATE AUDIT FAX (615) 532-2765
SUITE 1500, JAMES K. POLK STATE OFFICE BUILDING

505 DEADERICK STREET
NASHVILLE, TENNESSEE 37243-1402

August 30, 2016

The Honorable Bill Haslam, Governor

Members of the General Assembly

The Honorable David Gregory, Acting Chancellor

Ms. Melinda Hillman, Vice President Development and Community Relations

Ladies and Gentlemen:

Transmitted herewith is the financial and compliance audit of the Roane State Community
College Foundation for the years ended June 30, 2015, and June 30, 2014. You will note from
the independent auditor’s report that an unmodified opinion was 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,

\Aebowi-ﬂ- o Treteas)

Deborah V. Loveless, CPA
Director

16/123
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Financial and Compliance Audit

Roane State Community College Foundation
For the Years Ended June 30, 2015, and June 30, 2014

Opinion on the Financial Statements

The opinion on the financial statements is unmodified.

Audit Findings

The audit report contains no findings.
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Independent Auditor’s Report

The Honorable Bill Haslam, Governor

Members of the General Assembly

The Honorable David Gregory, Acting Chancellor

Ms. Melinda Hillman, Vice President Development and Community Relations

Report on the Financial Statements

We have audited the accompanying financial statements of the Roane State Community College
Foundation, a discretely presented component unit of Roane State Community College, which
comprise the statements of financial position as of June 30, 2015, and June 30, 2014, the related
statements of activities and cash flows for the years then ended; and the related notes to the
financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

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



of accounting policies used and reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Roane State Community College Foundation as of June 30, 2015,
and June 30, 2014, and the changes in financial position and cash flows thereof for the years then

ended in accordance with accounting principles generally accepted in the United States of
America.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 8,
2016, on our consideration of the foundation’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards in
considering the foundation’s internal control over financial reporting and compliance.

Jebmai‘(/- o Tretaas)

Deborah V. Loveless, CPA
Director
July 8, 2016



ROANE STATE COMMUNITY COLLEGE FOUNDATION
Statements of Financial Position
June 30, 2015, and June 30, 2014

June 30, 2015

June 30, 2014

ASSETS
Current Assets:
Cash and cash equivalents (Note 2) 357,281.29 $ 590,724.07
Promises to give (Note 3) 5,065.70 20,842.09
Other receivables 3,900.00 1,405.00
Total current assets 366,246.99 612,971.16
Noncurrent Assets:
Investments (Note 4) 10,282,535.07 9,901,716.78
Promises to give (Note 3) 916.36 10,275.68
Capital Assets:
Land 153,500.00 153,500.00
Manly art collection 43,805.00 43,805.00
Receivable from split-interest agreement (Note 5) 74,418.95 72,778.76
Assets held in charitable remainder unitrust (Note 5) 33,467.92 32,952.75
Total noncurrent assets 10,588,643.30  10,215,028.97
Total assets 10,954,890.29  10,828,000.13
LIABILITIES
Current Liabilities:
Accounts payable 18,612.18 -
Liability — split-interest agreement (Note 5) 2,004.77 1,699.75
Liability — charitable gift annuities (Note 5) 15,500.00 15,500.00
Total current liabilities 36,116.95 17,199.75
Long-term Liabilities:
Liability — split-interest agreement (Note 5) 5,204.80 4,845.89
Liability — charitable gift annuities (Note 5) 118,221.42 68,755.27
Total long-term liabilities 123,426.22 73,601.16
Total liabilities 159,543.17 90,800.91
NET ASSETS
Unrestricted 513,506.44 548,366.19
Temporarily restricted (Note 6) 4,233,468.84 4,308,052.53
Permanently restricted (Note 6) 6,048,371.84 5,880,780.50

Total net assets

10,795,347.12

10,737,199.22

Total liabilities and net assets

$ 10,954,890.29

$10,828,000.13

The notes to the financial statements are an integral part of these financial statements.



ROANE STATE COMMUNITY COLLEGE FOUNDATION

Statements of Activities

For the Years Ended June 30, 2015, and June 30, 2014

June 30, 2015

June 30, 2014

Temporarily Permanently Temporarily Permanently
Unrestricted Restricted Restricted Total Unrestricted Restricted Restricted Total
REVENUES, SUPPORT, AND OTHER

ADDITIONS

Contributions $ 559259 $ 282,045.68 $ 170,099.91 $ 457,738.18 $ 71,773.46 $ 22426085 $ 103591.70 $  399,626.01
Private grants - - - - 7,000.00 - - 7,000.00
Miscellaneous income 700.00 4,515.00 - 5,215.00 750.00 3,402.00 - 4,152.00
Donated services 216,795.98 - - 216,795.98 259,987.24 - - 259,987.24
Donated materials and equipment 44,507.79 - - 44,507.79 38,870.48 - - 38,870.48
Net realized/unrealized gains (losses) 3,929.93 24,673.26 488.32 29,091.51 43,152.92 1,149,145.55 5,083.12 1,197,381.59
Interest and investment income (net of investment

expense of $55,433.96 for the year ended June 30,

2015, and $51,458.23 for the year ended June 30,

2014) 6,836.46 244,895.73 1,726.60 253,458.79 6,511.17 174,984.21 1,776.73 183,272.11
Change in value of split-interest agreement - (49,466.15) 976.26 (48,489.89) - (759.58) 8,505.76 7,746.18
Net assets released from restrictions 581,391.63 (575,691.88) (5,699.75) - 1,002,898.72  (1,001,137.31) (1,761.41) -

Total revenues, support, and other additions 859,754.38 (69,028.36) 167,591.34 958,317.36 1,430,943.99 549,895.72 117,195.90 2,098,035.61
EXPENSES AND LOSSES
Program services:
Scholarships 398,641.66 - - 398,641.66 415,142.59 - - 415,142.59
Campus projects and activities 122,101.70 - - 122,101.70 592,330.60 - - 592,330.60
Faculty and staff development and awards 22,000.00 - - 22,000.00 12,688.90 - - 12,688.90
Donated services 216,795.98 - - 216,795.98 259,987.24 - - 259,987.24
Donated materials and equipment 44,507.79 - - 44,507.79 38,870.48 - - 38,870.49
Supporting activities:
Management and general activities 78,922.58 - - 78,922.58 47,490.39 - - 47,490.39
Distributions to trust beneficiaries 17,199.75 - - 17,199.75 15,952.26 - - 15,952.26
Total expenses 900,169.46 - - 900,169.46 1,382,462.46 - - 1,382,462.46
TRANSFERS
Total transfers 5,555.33 (5,555.33) - - 35,937.32 (35,937.32) - -
Changes in net assets (34,859.75) (74,583.69) 167,591.34 58,147.90 84,418.85 513,958.40 117,195.90 715,573.15
Net assets at beginning of year 548,366.19  4,308,052.53 5,880,780.50  10,737,199.22 463,947.34 3,794,094.13 5,763,584.60 10,021,626.07
Net assets at end of year $ 513,506.44 $4,233,468.84 $6,048,371.84 $10,795,347.12 $ 548,366.19 $4,308,052.53 $ 5,880,780.50 $ 10,737,199.22

The notes to the financial statements are an integral part of these financial statements.



ROANE STATE COMMUNITY COLLEGE FOUNDATION

Statements of Cash Flows

For the Years Ended June 30, 2015, and June 30, 2014

CASH FLOWS FROM OPERATING ACTIVITIES

Year Ended
June 30, 2015

Year Ended
June 30, 2014

Increase (decrease) in net assets $ 5814790 $ 71557315
Adjustments to reconcile change in net cash provided by (used for)
operating activities:
Provision for uncollectible pledges (16,243.81) (838.49)
Discount on pledges receivable (48.04) (263.09)
Net unrealized (gains) losses on investments 336,210.96 (620,114.72)
Realized (gains) losses on investments (365,302.47) (577,266.87)
Noncash contributions
(Increase) decrease in unrestricted unconditional promises to give 16,874.45 442.55
(Increase) decrease in accounts receivable (2,495.00) (1,245.00)
(Increase) decrease in receivable from split-interest agreement (1,640.19) (7,893.49)
Increase (decrease) in accounts payable 18,612.18 (15,614.95)
Increase (decrease) in liability for split-interest agreement 50,130.08 13,763.21
Contributions restricted for long-term purposes:
Unconditional promises to give 24,553.11 140,012.90
Net cash provided (used) by operating activities 118,799.17 (353,444.80)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of investments (3,928,864.10) (4,686,720.28)
Proceeds from sale of investments 3,649,309.19 4,414,744.66
Other investing receipts (expenses) (88,187.04) 64,963.69
Net cash provided (used) for investing activities (367,741.95) (207,011.93)
CASH FLOWS FROM FINANCING ACTIVITIES
Payments from charitable gift annuities 15,500.00 14,190.85
Net cash provided (used) for financing activities 15,500.00 14,190.85
Net increase (decrease) in cash and cash equivalents (233,442.78) (546,265.88)
Cash and cash equivalents at beginning of year 590,724.07 1,136,989.95
Cash and cash equivalents at end of year $ 357,281.29 $ 590,724.07

The notes to the financial statements are an integral part of these financial statements.



ROANE STATE COMMUNITY COLLEGE FOUNDATION
Notes to the Financial Statements
June 30, 2015, and June 30, 2014

Note 1. Summary of Significant Accounting Policies
Nature of Activities

The Roane State Community College Foundation is a not-for-profit organization exempt from
federal income tax under Section 501(c)(3) of the Internal Revenue Code. The foundation was
formed to support Roane State Community College and its eight-county service area. The
foundation receives support from individual, corporate, and other donors and uses its resources
for scholarships, facilities, and other purposes to further the college’s goals. Because these
resources held by the foundation can only be used by, or for the benefit of, the college, the
foundation is considered a discretely presented component unit of Roane State Community
College.

Basis of Presentation

The financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America as prescribed by the Financial Accounting Standards
Board. The financial statements have been prepared on the accrual basis of accounting and,
accordingly, reflect all significant receivables, payables, and other liabilities.

Use of Estimates

The preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

Cash Equivalents

The foundation considers all highly liquid investments with an initial maturity of three months or
less to be cash equivalents.

Promises to Give

Unconditional promises to give, less an allowance for uncollectible amounts, are recognized as
revenue in the period received and as assets depending on the form of the benefits received.
Conditional promises to give are recognized when the conditions on which they depend are
substantially met. Unconditional promises to give that are expected to be collected within one
year are recorded at net realizable value. Unconditional promises to give that are expected to be
collected in future years are recorded at the present value of their estimated future cash flow.
The discounts on those amounts are computed using risk-free interest rates applicable to the



Notes to the Financial Statements (Continued)

years in which the promises are received. Amortization of the discounts is included in
contribution revenue.

Investments

Investments in marketable securities are stated at the quoted market value at June 30. Unrealized
gains and losses are included in the change in net assets in the accompanying statement of
activities.

Allocation of Investment Income and Net Appreciation

As provided in Title 35, Chapter 10, Tennessee Code Annotated, Uniform Prudent Management
of Institutional Funds Act, Section 35-10-204, the governing board has the authority to
appropriate for expenditure for the uses and purposes for which an endowment fund is
established so much of the net appreciation, realized and unrealized, in the fair value of the assets
of an endowment fund over the historic dollar value of the fund as is deemed prudent, or as
specified in the terms of the gift instrument or the charter of the foundation.

Therefore, the interest, dividends, and realized and unrealized gains and losses earned on the
combined investment accounts are allocated to the expendable portion of the endowments semi-
annually and to the temporarily restricted and unrestricted accounts with average balances of
$5,000 or more. The allocation is based on each fund’s (project’s) average balance during the
period in relation to the total balance in all funds (projects).

Contributions

Contributions received are recorded as unrestricted, temporarily restricted, or permanently
restricted support, depending on the existence and/or nature of any donor restrictions. Support
that is restricted by the donor is reported as an increase in unrestricted net assets if the restriction
expires in the reporting period in which the support is recognized. All other donor-restricted
support is reported as an increase in temporarily or permanently restricted net assets, depending
on the nature of the restriction. When a restriction expires (that is, when a stipulated time
restriction ends or a purpose restriction is accomplished), temporarily restricted net assets are
reclassified to unrestricted net assets and reported in the statement of activities as net assets
released from restrictions.

Donated Services

A significant portion of the foundation’s functions is conducted by unpaid volunteers. The value
of this contributed time is not reflected in the financial statements since the volunteers’ time does
not meet the criteria for recognition under Financial Accounting Standards Board’s Accounting
Standards Codification 958-605-25-16. However, specialized services (legal, accounting, and
advertising) which would otherwise need to be purchased are recognized as income and an
expense at their fair value. Donated services requiring recognition include services provided by



Notes to the Financial Statements (Continued)

Roane State Community College discussed in Note 7 as well as audit services provided by the
Office of the Comptroller of the Treasury.

Donated Assets

Donated real estate is recognized at the fair value as stated in an appraisal obtained by the donor
as of the gift date. Marketable securities are recorded at their fair value as listed on the
respective stock exchange as of the gift date. Other noncash donations with a total value as
assigned by the donor equal to or greater than $500 are recorded at the value established by the
donor unless the value as assigned by the donor is considered to exceed the value of the items to
the college. The Manly Art Collection is on display at various Roane State campuses and is
reported on the statement of financial position at the original appraised value (no depreciation
has been taken). If an appraisal is required for tax purposes, the fair value as stated in the
appraisal is used to value the gift. The determination of the value to the college will be reached
by consultation between the Director of Fiscal and Auxiliary Services, the Vice President of
Financial Services, and the department receiving the donated items. Such donations are reported
as unrestricted support unless the donor has restricted the donated asset to a specific purpose.

Note 2. Cash and Cash Equivalents

Financial instruments that potentially subject the foundation to concentrations of credit risk
consist principally of cash and cash equivalent accounts in financial institutions. These accounts
consist of demand deposit accounts and money market funds. Of the bank balances on deposit at
June 30, 2015, $121,730.56 was insured by the FDIC and $235,550.73 was uninsured. Of the
bank balances on deposit at June 30, 2014, $266,986.30 was insured by the FDIC and
$323,737.77 was uninsured.

Note 3. Promises to Give

Concentrations of credit risk exist with respect to promises to give due to the fact that the
foundation’s contributor base is generally confined to Roane State Community College’s service
area. Also, a significant portion of the foundation’s receivables were promised by persons or
organizations associated with particular local industries. However, promises to give are reflected
net of any doubtful accounts. At June 30, 2015, and June 30, 2014, the foundation considered all
recorded promises to give to be collectible. Unconditional promises to give are as follows:

June 30, 2015

Temporarily Permanently
Unrestricted Restricted Restricted
Receivable in less than one year $4,705.70 $ 360.00 $ -
Receivable in one to five years - 805.73 -
Receivable in more than five years - 158.67 -
Total unconditional promises to give 4,705.70 1,324.40 -



Notes to the Financial Statements (Continued)

Less discounts to net present value
(unamortized) - (48.04)

Net unconditional promises to give $4,705.70 $1,276.36

June 30, 2014

Temporarily Permanently
Unrestricted Restricted Restricted

Receivable in less than one year $12,515.55 $ 5,326.54 $3,000.00
Receivable in one to five years - 7,880.14 1,500.00
Receivable in more than five years - 1,158.63 -
Total unconditional promises to give 12,515.55 14,365.31 4,500.00
Less discounts to net present value

(unamortized) - (218.18) (44.91)
Net unconditional promises to give $12,515.55 $14,147.13 $4,455.09

Note 4. Investments

Investments — Investments are recorded on the date of contribution and are stated at market
value. Unrealized gains and losses are determined by the difference between market values at
the beginning and end of the year. The foundation’s investments are presented in the financial

statements at fair value and are summarized as follows:

June 30, 2015

Cost Market

U.S. Treasury $ 279,419.41 $ 277,401.00
U.S. Agency 428,478.15 430,435.59
Corporate stocks 1,928,589.70 2,432,252.25
Corporate bonds 610,439.66 602,073.75
Mutual equity funds 4,446,016.39 5,466,796.45
Mutual bond funds 865,716.63 851,536.44
Alternative investments:

Regions timber fund 200,000.00 222,039.59
Total $8,758,659.94 $ 10,282,535.07
June 30, 2014

Cost Market
U.S. Treasury $ 569,083.56 $ 579,479.43
U.S. Agency 352,289.70 358,029.24
Corporate stocks 1,786,652.43 2,507,746.93
Corporate bonds 485,513.95 509,857.63
Mutual equity funds 4,008,266.26 5,093,745.92

10



Notes to the Financial Statements (Continued)

Mutual bond funds 655,467.74 661,806.17
Alternate investments:

Regions timber fund 182,200.00 191,051.46
Total $8,039,473.64 $ 9,901,716.78

For classification purposes on the statement of financial position, a portion of the mutual fund
investments is classified as assets held in a charitable remainder trust, valued at $33,467.92 and
$32,952.75 at June 30, 2015, and June 30, 2014, respectively.

Alternative Investments - The foundation has investments in Regions Southeast Timber Fund II,
LLC. The estimated fair value of this asset was $222,039.59 at June 30, 2015, and $191,051.46
at June 30, 2014.

The foundation believes that the carrying amount of its alternative investments is a reasonable
estimate of fair value as of June 30, 2015. 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.

During the year ended June 30, 2015, the Regions Southeast Timber Fund information was
incorporated into the Regions investment statements. The carrying value of the foundation’s
position is based on the total investment in the fund as of June 30, 2015. The fund’s financial
statements are presented on the market value basis of accounting in accordance with accounting
principles generally accepted in the United States of America (GAAP). The fund’s June 30,
2015, statements were not available at the time this report was completed; therefore, the value
listed on the June 30, 2015, Regions investment statements was used as the fair market value of
the Timber Fund. Timber and timberlands are stated at fair value, which Regions Southeast
Timber Fund Il, LLC’s management has determined approximates the acquisition cost, adjusted
for recent activity, and the fund believes its valuation methodologies are appropriate and
consistent with other market participants. Capital account reconciliations at market value are
received from the fund each quarter which are used as the basis to adjust the foundation’s net
carrying value of this investment.

The following tables show the relationship between the carrying amounts and market values of
the investments.
Excess (Deficit)

of Market Over
Cost Market Cost
Balance June 30, 2015 $8,758,659.94  $10,282,535.07 $1,523,875.13

11



Notes to the Financial Statements (Continued)

Balance June 30, 2014 8,039,473.64 9,901,716.78 1,862,243.14
Increase (Decrease) in Unrealized Appreciation $ (338,368.01)
Excess (Deficit)
of Market Over
Cost Market Cost
Balance June 30, 2014 $8,039,473.64 $9,901,716.78  $1,862,243.14
Balance June 30, 2013 7,269,643.40 8,516,612.55 1,246,969.15
Increase (Decrease) in Unrealized Appreciation $ 615,273.99

For the year ended June 30, 2015, the average annual yield exclusive of net gains (losses) was
3.04%, and the annual total return based on average market value was 2.60%. For the year
ended June 30, 2014, the average annual yield exclusive of net gains (losses) was 2.38%, and the
annual total return based on market value was 13.61%.

Most of the investments are invested with a long-term strategy, and overall gains are anticipated
over the long-term.

Note 5. Split-Interest Agreement and Charitable Gift Annuities

The foundation administers one charitable remainder trust. A charitable remainder trust provides
for the payment of distributions to the grantor or other designated beneficiaries over the trust’s
term (usually the designated beneficiary’s lifetime). At the end of the trust’s term, the remaining
assets are available for the foundation’s use. The portion of the trust attributable to the future
interest of the foundation is recorded in the statement of activities as permanently restricted
contributions in the period the trust is established. Assets held in the charitable remainder trust
are recorded at fair value in the statement of financial position. On an annual basis, the
foundation revalues the liability and makes distributions to the designated beneficiary based on
actuarial assumptions and trust agreements. The present value of the estimated future payments
is calculated using Internal Revenue Service prescribed rates and applicable mortality tables.

During the year ended June 30, 2013, the foundation obtained a license from the State of
Tennessee to begin offering charitable gift annuities to donors. Following the guidelines set
forth by the state, funds donated in this manner are placed in a separate investment account.
There are currently four charitable gift annuities held by the foundation. On an annual basis, the
foundation revalues the liability based on actuarial assumptions and trust agreements. The
present values of the estimated future payments are calculated using Internal Revenue Service
prescribed rates and applicable mortality tables.

The foundation is also the beneficiary of an irrevocable charitable remainder trust administered
by a bank. The present value of future benefits expected to be received by the foundation is
recorded as a receivable. On an annual basis, the foundation revalues the receivable to its

12



Notes to the Financial Statements (Continued)

present value of the estimated future benefits using Internal Revenue Service prescribed rates
and applicable mortality tables.

Note 6. Restrictions on Net Assets

Temporarily restricted net assets are available for scholarship assistance, instructional assistance,
the college’s building program, and other programs to further the vision of the college and the
foundation’s supporters.

June 30, 2015 June 30, 2014

RSCC Building and Other Programs $ 785,451.08 $ 958,619.12
Instructional Assistance 99,376.68 109,264.10
Scholarship Assistance 3,348,641.08 3,240,169.31
Total Temporarily Restricted Net Assets $4,233,468.84 $4,308,052.53

Permanently restricted net assets are to provide permanent endowments for the foundation, with
investment income restricted primarily for scholarships or other academic purposes.

Note 7. Related Party Transactions

Effective August 15, 1991, the foundation and Roane State Community College entered into a
support agreement that provides for the college to pay certain payroll costs and supply other
items necessary for the operation of the foundation office such as supplies, continuing
professional education funds, and travel funds. The expenses incurred by the college in
accordance with this agreement totaled $239,421.29 and $240,584.70 for the years ended June
30, 2015, and June 30, 2014, respectively. The payroll costs paid by the college are reflected in
the statement of activities as donated services and the operational costs paid are included in
donated materials and equipment, with like amounts included in expenses. The college provides
office space and the use of certain common facilities and services to the foundation at no cost.
These costs have not been recorded in the statement of activities because they are not considered
to be significant to the operations of the foundation.

Note 8. Fair Value Measurements

The foundation reports certain assets and liabilities at fair value. Fair value has been determined
using quoted prices in active markets for identical assets and liabilities that are accessible at the
measurement date (Level 1); inputs other than quoted market prices included in Level 1 that are
directly or indirectly observable for the asset or liability (Level 2); or significant unobservable
inputs (Level 3). The following tables categorize the recurring fair value measurements for
assets and liabilities at June 30, 2015, and June 30, 2014, respectively:
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Total Fair Value at

Quoted Prices:

Significant

Significant Other  Unobservable

June 30, 2015 Level 1 Inputs: Level 2 Inputs: Level 3
Assets:
Cash equivalents $ 235,550.73 $ 235,550.73 $ - $ -
U.S. Treasury 277,401.00 277,401.00 - -
U.S. Agency 430,435.59 430,435.59 - -
Corporate stocks 2,432,252.25 2,432,252.25 - -
Corporate bonds 634,549.27 634,549.27 - -
Mutual market funds 992.40 992.40 - -
Mutual equity funds 5,466,796.45 5,466,796.45 - -
Money bond funds 851,536.44 851,536.44 - -
Alternative investments:

Regions timber fund 222,039.59 - - 222,039.59
Pledges receivable 5,982.06 - - 5,982.06
Receivable - split-

interest agreement 74,418.95 - - 74,418.95
Total Assets 10,631,954.73 10,329,514.13 - 302,440.60
Liabilities:

Payable — split-interest

agreement 7,209.57 - - 7,209.57
Payable — charitable gift

annuities 133,721.42 - - 133,721.42
Total Liabilities $ 140,930.99 $ - $ - $ 140,930.99

Significant

Total Fair Value at

Quoted Prices:

Significant Other  Unobservable

June 30, 2014 Level 1 Inputs: Level 2 Inputs: Level 3
Assets:
Cash equivalents $ 346,121.56 $ 346,121.56 $ - $ -
U.S. Treasury 579,479.43 579,479.43 - -
U.S. Agency 358,029.24 358,029.24 - -
Corporate stocks 2,507,746.93 2,507,746.93 - -
Corporate bonds 541,844.83 541,844.83 - -
Mutual market funds 965.55 965.55 - -
Mutual equity funds 5,093,745.92 5,093,745.92 - -
Money bond funds 661,806.17 661,806.17 - -
Alternative investments:

Regions timber fund 191,051.46 - - 191,051.46
Pledges receivable 31,117.77 - - 31,117.77
Receivable - split-

interest agreement 72,778.76 - - 72,778.76
Total Assets 10,384,687.62 10,089,739.63 - 294,947.99
Liabilities:

Payable — split-interest

agreement 6,545.64 - - 6,545.64
Payable — charitable gift

annuities 84,255.27 - - 84,255.27
Total Liabilities $ 90,800.91 $ - $ - $ 90,800.91
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The following tables reconcile beginning and ending balances of all assets/liabilities valued
using Level 3 inputs for fiscal years ended June 30, 2015, and June 30, 2014, respectively:

Change in
Beginning Present Ending
Balance Value Purchases  Settlements Balance
Assets:
Pledges receivable $ 31,117.77 $ - $ 1,370.00 $ (26,505.71) $ 5,982.06
Regions timber fund 191,051.46  13,188.13 17,800.00 - 222,039.59
Receivable - split-interest
agreement 72,778.76 1,640.19 - - 74,418.95
Total Assets 29494799  14,828.32 19,170.00 (26,505.71) 302,440.60
Liabilities:
Payable — split-interest
agreement 6,545.64 2,363.68 - (1,699.75) 7,209.57
Payable — charitable gift
annuities 84,255.27  64,966.15 - (15,500.00) 133,721.42
Total Liabilities $ 90,80091 $ 67,329.83 $ - $ (17,199.75) $ 140,930.99
Change in
Beginning Present Ending
Balance Value Purchases  Issuances Settlements Balance
Assets:
Pledges receivable $170,471.64 $ - $ 433500 $ - $(143,688.87) $31,117.77
Regions timber fund ~ 120,190.69 8,660.77 62,200.00 - - 191,051.46
Receivable - split-
interest agreement 64,885.27 7,893.49 - - - 72,778.76
Total Assets 335,547.60  16,554.26  66,535.00 - (143,688.87) 294,947.99
Liabilities:
Payable — split-
interest agreement 7,157.91 1,149.14 - - (1,761.41) 6,545.64
Payable — charitable
gift annuities 69,879.79  14,950.43 - 13,615.90  (14,190.85) 84,255.27

Total Liabilities

$ 77,037.70 $ 16,099.57 $

- $1361590 $ (15,952.26) $90,800.91

All gains and losses, both realized and unrealized, have been reported on the statements of
activity. Of this total, $52,501.51 and $454.69 are attributable to the unrealized gains or losses
relating to those assets and liabilities still held at June 30, 2015, and June 30, 2014, respectively.

Pledges receivable are discounted to present value on an annual basis at June 30. Unconditional
promises to give that are expected to be collected in future years are recorded at the present value
of their estimated future cash flows. The discounts on those amounts are computed using the
risk-free interest rate at June 30. Amortization of the discounts is included in revenues from

contributions.
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Note 9. Endowments

Endowments — The Roane State Foundation’s endowments consist of approximately 86
individual funds established for a variety of purposes. Its endowments include mainly donor-
restricted endowment funds and one fund designated by the Board of Directors to function as an
endowment. As required by GAAP, net assets associated with endowment funds, including
funds designated by the Board of Directors to function as endowments, are classified and
reported based on the existence or absence of donor-imposed restrictions.

Interpretation of Relevant Law

The Roane State Foundation Board of Directors’ interpretation of the Uniform Prudent
Management of Institutional Funds Act (the Act) as adopted by Tennessee requires the
foundation not to spend down the endowment to a level below the endowment’s historic dollar
value. As a result of this interpretation, the Roane State Foundation classifies as permanently
restricted net assets (a) the original value of gifts donated to the permanent endowment, (b) the
original value of subsequent gifts to the permanent endowment, and (c) accumulations to the
permanent endowment made in accordance with the direction of the applicable donor gift
instrument at the time the accumulation is added to the fund. The remaining portion of the
donor-restricted endowment fund that is not classified in permanently restricted net assets is
classified as temporarily restricted net assets until those amounts are appropriated for
expenditure by the foundation in a manner consistent with the standard of prudence prescribed
by the Act. In accordance with the Act, the foundation considers the following factors in making
a determination to appropriate or accumulate donor-restricted endowment funds:

the duration and preservation of the fund;
the purposes of the foundation and the endowment fund;
general economic conditions;

the expected total return from income and the appreciation of investments;

1
2
3
4. the possible effect of inflation or deflation;
5
6. other resources of the foundation; and

5

the investment policies of the foundation.

Composition of Endowment by Net Asset Class
As of June 30, 2015

Permanently Temporarily
Restricted Restricted  Unrestricted Total

Donor-restricted endowment
funds $6,048,371.84 $2,041,687.28 $ - $8,090,059.12
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Board-designated endowment
funds - 120,575.22  168,899.33 289,474.55
Total funds $6,048,371.84 $2,162,262.50 $168,899.33 $8,379,533.67

Changes in Endowment Net Asset Class
For Fiscal Year Ended June 30, 2015

Permanently Temporarily
Restricted Restricted  Unrestricted Total

Endowment net assets,

beginning of year $5,880,780.50 $2,233,612.20 $178,471.57 $8,292,864.27
Investment return:
Investment income 1,726.60 209,761.04 2,655.36 214,143.00
Net appreciation (realized and
unrealized) 488.32 10,109.81 1,518.04 12,116.17
Total investment return 2,214.92 219,870.85 4,173.40 226,259.17
Contributions 170,055.00 1,500.00 - 171,555.00
Appropriations of endowment
assets for expenditure - (147,690.49) (4,886.50) (152,576.99)
Pledge write-offs (4,000.00) - - (4,000.00)
Pledge discounts 44.91 - - 44.91
Transfers - (145,030.06) (8,859.14)  (153,889.20)
Other changes:
Change in value split-interest
agreement 976.26 - - 976.26
Distributions to trust
beneficiaries (1,699.75) - - (1,699.75)
Endowment net assets, end of
year $6,048,371.84 $2,162,262.50 $168,899.33 $8,379,533.67

Composition of Endowment by Net Asset Class
As of June 30, 2014

Permanently Temporarily

Restricted Restricted  Unrestricted Total
Donor-restricted endowment
funds $5,880,780.50 $2,132,428.25 $ - $8,013,208.75
Board-designated endowment
funds - 101,183.95 178,471.57 279,655.52
Total funds $5,880,780.50 $2,233,612.20 $178,471.57 $8,292,864.27
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Changes in Endowment Net Asset Class
For Fiscal Year Ended June 30, 2014

Permanently = Temporarily
Restricted Restricted  Unrestricted Total

Endowment net assets,

beginning of year $5,763,584.60 $1,388,571.75 $169,438.86 $7,321,595.21
Investment return:
Investment income 1,776.73 143,297.08 2,786.67 147,860.48
Net appreciation (realized and
unrealized) 5,083.12 945,266.99 18,594.66 968,944.77
Total investment return 6,859.85 1,088,564.07 21,381.33 1,116,805.25
Contributions 103,598.86 - - 103,598.86
Appropriations of endowment
assets for expenditure - (103,138.19) 2,294.05 (100,844.14)
Pledge discounts (7.16) - - (7.16)
Transfers - (140,385.43)  (14,642.67) (155,028.10)
Other changes:
Change in value split-interest
agreement 8,505.76 - - 8,505.76
Distributions to trust
beneficiaries (1,761.41) - - (1,761.41)
Endowment net assets, end of
year $5,880,780.50 $2,233,612.20 $178,471.57 $8,292,864.27

Return Objectives and Risk Parameters

The foundation has adopted investment and spending policies for endowment assets that attempt
to provide a predictable stream of funding to programs supported by its endowment while
seeking to maintain the purchasing power of the endowment assets. Endowment assets include
those assets of donor-restricted funds that the organization must hold in perpetuity or for a
donor-specified period(s) as well as board-designated funds. Under this policy, as approved by
the Board of Directors, the endowment assets are invested in a manner that is intended to
preserve and protect its assets by earning a total return for each category of assets (a “fund”),
which is appropriate for each fund’s time horizon, distribution requirements, and risk tolerance.
The specific objectives, risk parameters, and asset allocations will vary, as appropriate, from
fund to fund. The foundation expects its endowment funds, over time, to provide an average rate
of return of approximately 5% annually. Actual returns in any given year may vary from this
amount.
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Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the foundation relies on a total return strategy
in which investment returns are achieved through both capital appreciation (realized and
unrealized) and current yield (interest and dividends). The foundation targets a diversified asset
allocation which includes equities, fixed income, alternative, and cash and cash equivalents with
a greater emphasis on equity-based investments to achieve its long-term return objectives within
prudent risk restraints.

Spending Policy and How the Investment Objectives Relate

The foundation has a policy of appropriating for distribution each year a percentage of the three-
year rolling average of the total endowment balance. This percentage is reviewed and revised
annually by the Investment Committee. In establishing this policy, the foundation considered the
long-term expected return on its endowment. Accordingly, over the long-term, the foundation
expects the current spending policy to allow its endowment to grow at an average of 2%
annually. This is consistent with the foundation’s objective to maintain the purchasing power of
the endowment assets held in perpetuity or for a specified term as well as to provide additional
real growth through new gifts and investment return.

Note 10. Subsequent Events
In connection with the preparation of the financial statements, the foundation evaluated

subsequent events after the statements of financial position dates of June 30, 2015, and June 30,
2014, through July 8, 2016, the date the financial statements were available to be issued.
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STATE OF TENNESSEE
COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT PHONE (615) 401-7897
DIVISION OF STATE AUDIT FAX (615) 532-2765
SUITE 1500, JAMES K. POLK STATE OFFICE BUILDING

505 DEADERICK STREET
NASHVILLE, TENNESSEE 37243-1402

Independent Auditor’s Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in
Accordance With Government Auditing Standards

The Honorable Bill Haslam, Governor

Members of the General Assembly

The Honorable David Gregory, Acting Chancellor

Ms. Melinda Hillman, Vice President Development and Community Relations

We have audited the statements of financial position of the Roane State Community College
Foundation, a discretely presented component unit of Roane State Community College, as of and
for the years ended June 30, 2015, and June 30, 2014, and the related statements of activities,
statements of cash flows, and notes to the financial statements, and have issued our report
thereon dated July 8, 2016. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the foundation’s
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the
foundation’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the foundation’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
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not identify any deficiencies in internal control 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 foundation’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.

\Aebowi-ﬂ- o Tretoas)

Deborah V. Loveless, CPA
Director
July 8, 2016
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