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February 6, 1997

The Honorable Don Sundquist, Governor
and
Members of the General Assembly
State Capitol
Nashville, Tennessee 37243
and
The Honorable Charles E. Smith, Chancellor
Tennessee Board of Regents
1415 Murfreesboro Road, Suite 350
Nashville, Tennessee 37217

Ladies and Gentlemen:

Transmitted herewith is the financial and compliance audit of the State University and
Community College System of Tennessee - Central Office for the years ended June 30, 1995, and
June 30, 1994. You will note from the independent auditor’s report that a qualified opinion was
given on the fairness of the presentation of the financial statements. The Central Office has
elected not to record the liability for accrued compensated absences in its financia statements. In
our opinion, accrued compensated absences should be recorded to conform with generaly
accepted accounting principles.

Consideration of the internal control structure and tests of compliance disclosed a
deficiency, which is detalled in the Results of the Audit section of this report. The Centra
Office’'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
procedures instituted because of the audit finding.

Very truly yours,

W. R. Snodgrass
Comptroller of the Treasury

WRS/tp
96/086



State of Tennessee

Audit Highlights

Comptroller of the Treasury Division of State Audit

Financial and Compliance Audit
The State University and Community College
System of Tennessee - Central Office
For the Y ears Ended June 30, 1995, and June 30, 1994

AUDIT OBJECTIVES

The objectives of the audit were to consider the Central Office’sinterna control structure; to de-
termine compliance with laws, regulations, contracts, and grants; to determine the fairness of the
presentation of the financial statements, and to recommend appropriate actions to correct any
deficiencies.

INTERNAL CONTROL FINDING

Inadequate Controls in the Office of Fiscal Services

Interna controls deficiencies were noted as follows. no written certification of receipt of goods
or services for some purchases; alack of monitoring of collateral pledged to secure bank deposits;
no documentation of approva for equipment disposals, missing or unsupported journa vouchers;
no accounts receivable listings, incomplete accounts payable listings; reporting errors in the
endowment and similar funds; and errors in the notes to the financial statements.

OPINION ON THE FINANCIAL STATEMENTS
The opinion on the financiad statements is qualified because of the omission of the liability for
accrued compensated absences from the financial statements.
REPORT ON THE INTERNAL CONTROL STRUCTURE
The Report on the Internal Control Structure Based on an Audit of the Financial Statements Per-

formed in Accordance With Government Auditing Standards (page 4) indicates the following
material weakness:



Internal controls in the Office of Fiscal Services are not adequate.

A material weakness is a reportable condition in which the design or operation of the specific
internal control structure elements does not reduce to a relatively low level the risk that errors or
irregularities in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions.

“Audit Highlights” is a summary of the audit report. To obtain the complete audit report which contains all findings,
recommendations, and management comments, please contact

Comptroller of the Treasury, Division of State Audit
1500 James K. Polk Building, Nashville, TN 37243-0264
(615) 741-3697
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TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE
SYSTEM OF TENNESSEE - CENTRAL OFFICE
FOR THE YEARS ENDED JUNE 30, 1995, AND JUNE 30, 1994

INTRODUCTION

POST-AUDIT AUTHORITY

This is a report on the financial and compliance audit of the State University and
Community College System of Tennessee - Central Office. 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 all accounts and other financial records of the state govern-
ment, and of any department, institution, office, or agency thereof in accordance with generally
accepted auditing standards and in accordance with such procedures as may be established by the
comptroller.”

Section 8-4-109, Tennessee Code Annotated, authorizes the Comptroller of the Treasury
to audit any books and records of any state governmenta entity that handles public funds when
the Comptroller considers an audit to be necessary or appropriate.

OBJECTIVES OF THE AUDIT

The objectives of the audit were

1. to consider the Central Office’s internal control structure to determine auditing pro-
cedures for the purpose of expressing an opinion on the financial statements,

2. to determine compliance with laws, regulations, contracts, and grants,
3. to determine the fairness of the presentation of the financial statements; and

4. to recommend appropriate actions to correct any deficiencies.

SCOPE OF THE AUDIT

The audit was limited to the period July 1, 1993, through June 30, 1995, and was con-
ducted in accordance with generally accepted government auditing standards. Financial state-
ments are presented for the years ended June 30, 1995, and June 30, 1994. The State University
and Community College System of Tennessee is a part of the Tennessee Board of Regents, which



is an integral part of state government. As such, the Tennessee Board of Regents has been
included as a component unit in the Tennessee Comprehensive Annual Financial Report.

BACKGROUND AND ORGANIZATION

BACKGROUND

The State University and Community College System of Tennessee was created by the
General Assembly in 1972. The system now includes six universities, 12 community colleges, two
technical institutes, and 26 technology centers. The Tennessee Board of Regents is vested with
the responsibility of governing the system. The Central Office provides essential centralized
services and uniform procedures for the institutions in the system.

Among the Central Office’s magjor responsibilities are prescribing curricula and require-
ments for diplomas, approving operating and capital budgets, and establishing policies and pro-
cedures regarding campus life.

Effective October 1983, the Job Training Partnership Act (JTPA) replaced the Compre-
hensive Employment and Training Act (CETA) and redirected significant management and policy
responsibilities from Washington to the governor of each state. In Tennessee, the Governor des-
ignated the State University and Community College System of Tennessee as the state education
agency and recommended that the system’s two-year institutions be selected as the administrative
entities by the local elected officials and private industry councils in each Job Skills Training Dis-
trict. Community colleges were subsequently selected in seven of the 14 districts to administer
the programs funded by the act. The system’s Office of Job Training Programs manages the
JTPA program and provides technical assistance to the seven administrative entities. Walters
State, Roane State, Cleveland State, Motlow State, Columbia State, Jackson State, and Dyers-
burg State Community Colleges.

ORGANIZATION

The governance of the State University and Community College System of Tennessee 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 Commission
serve ex officio on thisboard. The chief administrative officer of the system is the chancellor.



PRIOR AUDIT FINDINGS

There were no findings in the prior audit report.

RESULTS OF THE AUDIT

AUDIT CONCLUSIONS

Internal Control Structure

As part of the audit of the Central Office's financial statements for the years ended
June 30, 1995, and June 30, 1994, we considered the interna control structure to determine
auditing procedures for the purpose of expressing an opinion on the financial statements, as
required by generally accepted government auditing standards. The report on the internal control
structure is on the following pages. A material weakness, along with the recommendation and
management’ s response, are detailed in the finding and recommendation, which follow the report
on the internal control structure.

Compliance with Laws and Regulations

The results of our tests disclosed no instances of noncompliance that are required to be
reported herein under generally accepted government auditing standards. The compliance report
follows the finding and recommendation.

Fairness of Financia Statement Presentation

The Centra Office has elected not to accrue the liability for compensated absences. Since
this accounting practice is contrary to generally accepted accounting principles, the Division of
State Audit has rendered a qualified opinion on the Central Office's financia statements. The in-
dependent auditor’ s report follows the compliance report.



Report on the Internal Control Structure
Based on an Audit of the Financial Statements
Performed in Accordance With
Government Auditing Standards

June 14, 1996

The Honorable W. R. Snodgrass
Comptroller of the Treasury
State Capitol

Nashville, Tennessee 37243

Dear Mr. Snodgrass:

We have audited the financial statements of the State University and Community College
System of Tennessee - Central Office, which is a part 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, 1995, and
June 30, 1994, and have issued our report thereon dated June 14, 1996. Our report was qualified
because the Central Office excluded the liability for accrued compensated absences from the bal-
ance sheets.

We conducted our audit in accordance with generally accepted government auditing stan-
dards. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.

The Centra Office’s management is responsible for establishing and maintaining an inter-
na control structure. In fulfilling this responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of internal control structure policies and
procedures. The objectives of an internal control structure are to provide management with rea-
sonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized
use or disposition, and that transactions are executed in accordance with management’s authori-
zation and recorded properly to permit the preparation of financial statements in accordance with
generaly accepted accounting principles. Because of inherent limitations in any internal control
structure, errors or irregularities may nevertheless occur and not be detected. Also, projection of
any evaluation of the structure to future periods is subject to the risk that procedures may become

4



The Honorable W. R. Snodgrass
June 14, 1996
Page Two

inadequate because of changes in conditions or that the effectiveness of the design and operation
of policies and procedures may deteriorate.

In planning and performing our audit of the Central Office's financial statements for the
years ended June 30, 1995, and June 30, 1994, we obtained an understanding of the internal con-
trol structure. With respect to the internal control structure, we obtained an understanding of the
design of relevant policies and procedures and whether they have been placed in operation, and
we assessed control risk in order to determine our auditing procedures for the purpose of express-
ing our opinion on the financial statements and not to provide an opinion on the internal control
structure. Accordingly, we do not express such an opinion.

We noted a matter involving the internal control structure and its operation that we con-
sider to be a reportable condition under standards established by the American Ingtitute of Certi-
fied Public Accountants. Reportable conditions involve matters coming to our attention relating
to significant deficiencies in the design or operation of the internal control structure that, in our
judgment, could adversely affect the Central Office's ability to record, process, summarize, and
report financial data consistent with the assertions of management in the financia statements.

The following reportable condition was noted:
Internal controls in the Office of Fiscal Services are not adequate.
This condition is described in the Finding and Recommendation section of this report.

A material weakness is a reportable condition in which the design or operation of one or
more of the specific internal control structure elements does not reduce to a relatively low level
the risk that errors or irregularities in amounts that would be materia in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions.

Our consideration of the internal control structure would not necessarily disclose al mat-
ters in the internal control structure that might be reportable conditions and, accordingly, would
not necessarily disclose all reportable conditions that are also considered to be materia weak-
nesses as defined above. However, we believe the reportable condition concerning inadequate
internal controls in the Office of Fiscal Services described above is a materia weakness. This
condition was considered in determining the nature, timing, and extent of the procedures to be
performed in our audit of the financia statements of the Centra Office for the years ended
June 30, 1995, and June 30, 1994.



The Honorable W. R. Snodgrass
June 14, 1996
Page Three

We aso noted other matters involving the internal control structure and its operation that
we have reported to the Central Office’ s management in a separate | etter.

This report is intended for the information of the General Assembly of the State of Ten-
nessee and management. However, this report is a matter of public record, and its distribution is

not limited.

Sincerely,

Arthur A. Hayes, Jr., CPA, Director
Division of State Audit

AAH/tp



FINDING AND RECOMMENDATION

FINDING:

INTERNAL CONTROLSIN THE OFFICE OF FISCAL SERVICES
SHOULD BE STRENGTHENED

Internal controls deficiencies in the Office of Fiscal Services resulted in weaknesses per-
taining to the safeguarding of assets and to the preparation of financial statements. Deficienciesin
the safeguarding of assets included the following:

No written certification of receipt of goods or services was found for 18 of 61
applicable expenditures tested (30%). Tennessee Board of Regents Polices and
Procedures states,

When supplies, equipment, or materials are shipped to the Cen-
tral Office, the Business Office shall make written certification
that the supplies, equipment, or materials were inspected and
are equa in quality and quantity to those requisitioned. Com-
plete receiving records shal be maintained by the Business
Office in order to provide a clear audit trail on the receipt of al
purchases.

Although not required by the policies and procedures, the receipt of services
should aso be documented as an internal control measure. Failure to document
the receipt of goods and services could result in overpayments to vendors as well
as payments for goods or services which are either not received or are not of ade-
guate quality.

The collateral pledged was not adequately monitored to ensure it met the collateral
requirements. Also, a security agreement meeting the requirements of the Finan-
cia Institutions Reform, Recovery, and Enforcement Act was never obtained.

By not adequately monitoring collateral securities pledged and not obtaining a
security agreement, the office increases the risk of financia loss in the event of
bank failure.

Documentation of approval for equipment disposals could not be located. By not
obtaining appropriate approvals, an improper disposition of equipment could
occur.

Deficiencies pertaining to the preparation of financia statements included the following:



a Adequate supporting documentation was not maintained for many journal vouch-
ers and the numerous manual entries made at each year end. Also, some journal
vouchers could not be located.

b. No year-end accounts receivable listings were prepared, and the year-end accounts
payable listings were incomplete. Because of this, accounts payable amounts on
the balance sheet were understated by $44,664.48 at June 30, 1995, and
$15,225.88 at June 30, 1994, and agency fund receivables were understated by
$61,861.19 at June 30, 1995, and $101,632.26 at June 30, 1994.

C. Severa reporting errors occurred in the endowment and similar funds. Revenue
and expenditure amounts for the endowed scholarship accounts were reported in
the endowment funds rather than in the restricted current funds. Revenues and
expenditures of the Stark endowment for the year ended June 30, 1995, were
overstated by $36,387.97. The June 30, 1994, ending balance for the Stark
endowment fund was reported at market value rather than at cost, understating the
ending fund balance by $23,585.30. The Floyd endowment fund was incorrectly
classified as a true endowment rather than as an unrestricted quasi-endowment.

d. Errors were made in preparing the notes to the financial statements. The amounts
reported as total payroll, TCRS-covered payroll, and TCRS contributions for 1995
and 1994 were incorrect. The errors ranged from $581.52 to $410,960.10. The
annual leave amount was reported as $434,119.61; however, the correct amount
was $384,325.22.

Management is responsible for ensuring that accounting information is correct and that
financial statements are prepared in accordance with generally accepted accounting principles.
The Office of Fiscal Services apparently lacks sufficient internal controls to ensure that records
and accounts are properly maintained and documented.

RECOMMENDATION:

The Vice Chancellor and Associate Vice Chancellor for Business and Finance and the
Director of Fiscal Services should determine the underlying cause for the problems noted during
the audit and take appropriate remedial actions. They should ensure that an adequate system of
internal controlsisin place in the Office of Fiscal Services. The Director of Fiscal Services should
monitor the work of accounts payable personnel to ensure invoices are not paid until documenta-
tion of the receipt of goods or services is provided by the employees receiving them. Controls
should be established to provide for complete documentation of journal entries, accounts receiv-
able, accounts payable, and a thorough audit trail. Controls should aso provide adequate proce-
dures for filing documentation and monitoring pledged collatera requirements. Controls should
be reviewed periodically and updated as needed to ensure that information in the accounting
records and the financial statements is correct. Top management should monitor the procedures
implemented to ensure that the appropriate actions have been taken.



MANAGEMENT’'S COMMENT:

We concur. The Director of Fiscal Services has implemented sufficient internal controls to
ensure that records and accounts are properly maintained and documented. Controls for safe-
guarding assets will be strengthened as follows:

a.  All centra office staff have been notified by memorandum that written certification of
receipt of goods and services will be required for payment of invoices. The Accounts
Payable Supervisor will review invoices submitted for payment to ensure the certifi-
cation is provided. The Director of Fiscal Serviceswill monitor this work.

b.  Since we have maintained documentation that our bank has been in the state's bank
collateral pool since November 1, 1995, monitoring of collateral securities pledged is
no longer necessary.

c. Documentation of approval for equipment disposals will be maintained.

Although the deficiencies noted in the preparation of financial statements appear immate-
ria to the financial statements taken as a whole, care will be taken to ensure that such deficiencies
do not recur. Complete documentation will be maintained for journa vouchers, accounts receiv-
able, and accounts payable. Reporting errors in the endowment and similar funds and the notes to
the financial statements will be corrected.

Controls will be reviewed periodically by the Associate Vice Chancellor for Business and
Finance and updated as needed to ensure that information in the accounting records and financial
statements is correct.



Compliance Report Based on an Audit of the
Financial Statements Performed in Accordance
With Government Auditing Standards

June 14, 1996

The Honorable W. R. Snodgrass
Comptroller of the Treasury
State Capitol

Nashville, Tennessee 37243

Dear Mr. Snodgrass:

We have audited the financial statements of the State University and Community College
System of Tennessee - Central Office, which is a part 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, 1995, and
June 30, 1994, and have issued our report thereon dated June 14, 1996. Our report was qualified
because the Central Office excluded the liability for accrued compensated absences from the bal-
ance sheets.

We conducted our audit in accordance with generally accepted government auditing stan-
dards. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.

Compliance with laws, regulations, contracts, and grants applicable to the Central Officeis
the responsibility of the Central Office’s management. As part of obtaining reasonable assurance
about whether the financial statements are free of material misstatement, we performed tests of
the Central Office's compliance with certain provisions of laws, regulations, contracts, and grants.
However, the objective of our audit of the financial statements was not to provide an opinion on
overall compliance with such provisions. Accordingly, we do not express such an opinion.
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The Honorable W. R. Snodgrass
June 14, 1996
Page Two

The results of our tests disclosed no instances of noncompliance that are required to be
reported herein under generally accepted government auditing standards.

We did, however, note certain immateria instances of noncompliance that we have re-
ported to the Central Office’s management in a separate |etter.

This report is intended for the information of the General Assembly of the State of Ten-
nessee and management. However, this report is a matter of public record, and its distribution is
not limited.

Sincerely,

Arthur A. Hayes, Jr., CPA, Director
Division of State Audit

AAH/tp
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Independent Auditor’s Report

June 14, 1996

The Honorable W. R. Snodgrass
Comptroller of the Treasury
State Capitol

Nashville, Tennessee 37243

Dear Mr. Snodgrass:

We have audited the accompanying balance sheets of the State University and Commu-
nity College System of Tennessee - Central Office, which is a part of the Tennessee Board of
Regents, which is a component unit of the State of Tennessee, as of June 30, 1995, and June 30,
1994, and the related statements of changes in fund balances and current funds revenues, expendi-
tures, and other changes for the years then ended. These financial statements are the responsibil-
ity of the Central Office’'s management. Our responsibility is to express an opinion on these fi-
nancial statements, based on our audit.

We conducted our audit in accordance with generally accepted government auditing stan-
dards. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes exam-
ining, on atest basis, evidence supporting the amounts and disclosures in the financia statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

As described in Note 2 to the financial statements, the Central Office has excluded the li-
ability for accrued compensated absences from the accompanying balance sheets. In our opinion,
accrued compensated absences should be included to conform with generally accepted accounting
principles.

12



The Honorable W. R. Snodgrass
June 14, 1996
Page Two

In our opinion, except for the effects of not including the liability for accrued compen-
sated absences in the accompanying balance sheets, as discussed in the preceding paragraph, the
financia statements referred to above present fairly, in al material respects, the financial position
of the State University and Community College System of Tennessee - Central Office as of
June 30, 1995, and June 30, 1994, and the changes in fund balances and the current funds
revenues, expenditures, and other changes for the years then ended in conformity with generally
accepted accounting principles.

In accordance with generally accepted government auditing standards, we have also issued
reports dated June 14, 1996, on our consideration of the Central Office’s internal control struc-
ture and on its compliance with laws and regulations.

Sincerely,

Arthur A. Hayes, Jr., CPA, Director
Division of State Audit

AAH/tp
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TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE SYSTEM OF TENNESSEE - CENTRAL OFFICE
BALANCE SHEETS

JUNE 30, 1995, AND JUNE 30, 1994

Exhibit A

ASSETS

Current funds:
Unrestricted:
General:

Cash (Notes 3 and 4)
Accounts receivable
Inventories (Note 6)
Due from restricted current funds
Prepaid expenses
Other assets

Total unrestricted

Restricted:
Cash (Notes 3 and 4)
Accounts and grants receivable

Total restricted
Totd current funds

Endowment and similar funds
Cash (Notes 3 and 4)
Investments (Note 5)

Tota endowment and similar funds

Plant funds:
Unexpended:
Cash (Notes 3 and 4)

Total unexpended

Renewals and replacements:
Cash (Notes 3 and 4)

Total renewals and replacements

Investment in plant (Note 8):
Land
Buildings
Equipment

Total investment in plant
Total plant funds

Agency funds (Note 15)
Cash (Notes 3 and 4)
Accounts receivable

Total agency funds

LIABILITIESAND FUND BALANCES

June 30, 1995 June 30, 1994
$ 50847310 $ 584,274.37
156,512.88 26.00
10,335.26 11,774.78
239,521.95 -
1,11551 7,875.43
600.00 600.00
916,558.70 604,550.58
27,280.21 111,910.54
440,501.06 151,225.23
467,781.27 263,135.77

$ 1,384,339.97 $_ 867.686.35
$ 891,179.20 $ 300,000.00
578,725.89 578,138.34

$ 1469,905.09 $_ 878,138.34
$ 13743944 $  26,039.44
137,439.44 26,039.44
747,733.56 403,634.96
747,733.56 403,634.96

- 30,000.00

- 229,571.79

1,283,700.89 1,303,957.86
1,283,700.89 1,563,529.65

$_2,168,873.89

$_1,993,204.05

$ 3,573,889.67
162,167.00

$ 1,184,691.34
101,632.24

$_3,736,056.67

$_1,286,323.58

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

Current funds:
Unrestricted:
General:
Liabilities:
Accounts payable
Accrued liabilities

Total liabilities

Fund balances:
Nondiscretionary allocations:
Allocation for working
capital (Note 7)
Allocation for encumbrances
Allocation for designated
appropriations
Discretionary allocations:
Allocation for subsequent budget
Unallocated

Totd fund balances
Total unrestricted
Restricted:
Liabilities:
Accounts payable
Due to unrestricted current funds
Totdl liabilities
Fund balance
Total restricted
Totd current funds

Endowment and similar funds:
Fund balances:
Endowment
Quasi-endowment - unrestricted

Tota endowment and similar funds

Plant funds:
Unexpended:
Fund baance:
Unrestricted

Total unexpended

Renewals and replacements:
Fund balance:
Unrestricted

Total renewals and replacements

Investment in plant:
Net investment in plant

Total investment in plant
Total plant funds
Agency funds: (Note 15)
Liabilities:
Accounts payable
Deposits held in custody for others

Total agency funds

June 30, 1995 June 30, 1994
$ 3231804 $ 3365658
8,036.64 7,541.48
40,354.68 41,198.06
168,613.65 20,326.21
209,129.70 29,246.91
223,839.22 265,079.92
171,000.00 150,000.00
103,621.45 98,699.48
876,204.02 563,352.52
916,558.70 604,550.58
14,994.40 258.72
239,521.95 -
254,516.35 258.72
213,264.92 262,877.05
467,781.27 263,135.77

$ 1,384,339.97 $_ 867.686.35
$ 97872589 $ 87813834
491,179.20 -

$ 1469,905.09 $_ 878,138.34
$ 13743944 $  26,039.44
137,439.44 26,039.44
747,733.56 403,634.96
747,733.56 403,634.96
1,283,700.89 1,563,529.65
1,283,700.89 1,563,529.65

$_2,168,873.89

$_1,993,204.05

$ 2,414,598.95
1,321,457.72

$ 2315895
1,263,164.63

$_3,736,056.67

$_1,286,323.58




TENNESSEE BOARD OF REGENTS

THE STATE UNIVERSITY AND COMMUNITY COLLEGE SYSTEM OF TENNESSEE - CENTRAL OFFICE
STATEMENT OF CHANGES IN FUND BALANCES

FOR THE YEAR ENDED JUNE 30, 1995

Exhibit B

REVENUES AND OTHER ADDITIONS
Unrestricted current fund revenues
Federa grants and contracts
State grants and contracts
Private gifts, grants, and contracts
Investment income
Endowment income
Expended for plant facilities (including

$88,489.65 charged to current fund
expenditures)
Reslized gain on investment
Proceeds from sale of residence
Other

Total revenues and other additions

EXPENDITURES AND OTHER DEDUCTIONS

Education and general expenditures

Indirect costs recovered

Refunded to grantors

Expended for plant facilities (including
noncapitalized expenditures of
$7,403.40)

Disposd of plant facilities

Other

Total expenditures and other deductions

Current Funds Plant Funds
Endowment and Renewas and Investment

Unrestricted Restricted Similar Funds Unexpended Replacements In Plant
$ 6,110,235.56 $ -$ - $ - $ - -
- 615,156.17 - - - -
- 1,395,574.57 - - - -
- - 100,000.00 - - -
- - - 1,723.27 21,122.32 -
- 47,372.36 - - - -
- - - - - 156,287.65
- - 587.55 - - -
- - - 491,179.20 - -
- 350.00 - - - -
6,110,235.56 2,058,453.10 100,587.55 492,902.47 21,122.32 156,287.65
5,280,929.65 1,907,100.97 - - - -
- 20,964.26 - - - -
- 180,000.00 - - - -
- - - - 75,201.40 -
- - - - - 411,483.46
- - - 8,600.00 - 24,632.95
5,280,929.65 2,108,065.23 - 8,600.00 75,201.40 436,116.41




Exhibit B (Cont.)

TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE SYSTEM OF TENNESSEE - CENTRAL OFFICE
STATEMENT OF CHANGES IN FUND BALANCES
FOR THE YEAR ENDED JUNE 30, 1995

Current Funds Plant Funds
Endowment and Renewalsand Investment
Unrestricted Restricted Similar Funds Unexpended Replacements In Plant
TRANSFERS AMONG FUNDS - ADDITIONS
(DEDUCTIONS)
Nonmandatory:
Endowment and similar funds - - 491,179.20 (491,179.20) - -
Unexpended (118,276.73) - - 118,276.73 - -
Renewals and replacements (398,177.68) - - - 398,177.68 -
Total transfers (516,454.41) - 491,179.20 (372,902.47) 398,177.68 -
Net increases (decreases) for the year 312,851.50 (49,612.13) 591,766.75 111,400.00 344,098.60 (279,828.76)
Fund balances at beginning of year 563,352.52 262,877.05 878,138.34 26,039.44 403,634.96 1,563,529.65
Fund balances at end of year $ 876,204.02 $ 213,264.92 $ 1,469,905.09 $ 137,439.44 $ 747,733.56 $ _ 1,283,700.89

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



Exhibit C

TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE SYSTEM OF TENNESSEE - CENTRAL OFFICE
STATEMENT OF CHANGES IN FUND BALANCES
FOR THE YEAR ENDED JUNE 30, 1994

Current Funds Plant Funds

Endowment and Renewals and [nvestment
Unrestricted Restricted Similar Funds Unexpended Replacements In Plant

REVENUES AND OTHER ADDITIONS

Unrestricted current fund revenues $ 4,847,208.20 $ -8 - $ -$ -$ -
Federa grants and contracts - 476,449.91 - - - -
State grants and contracts - 177,260.03 - - - -
Loca grants and contracts - 21,000.00 -
Private gifts, grants, and contracts - - 100,000.00 - -
Investment income - 1,741.35 - 1,811.93 4,219.65 -
Endowment income - 40,583.89 1,549.83 - - -
Expended for plant facilities (including

$159,192.58 charged to current fund

expenditures) - - -
Reslized gain on investment - - 17,802.71 - -
Other (Note 11) - 13,125.00 - 27,128.40 - 16,200.00

- - 263,757.62

Total revenues and other additions 4,847,208.20 730,160.18 119,352.54 28,940.33 4,219.65 279,957.62

EXPENDITURES AND OTHER DEDUCTIONS
Educational and general expenditures 4,363,296.29 569,285.50 - - - -
Indirect costs recovered - 26,580.23 - - -
Expended for plant facilities - - - - 104,565.04 -
Disposd of plant facilities - - - - - 124,907.40
Extraordinary maintenance - technology centers - - - 114,423.46 - -
Other (Note 11) - - 30,698.53 - - -

Total expenditures and other deductions 4,363,296.29 595,865.73 30,698.53 114,423.46 104,565.04 124,907.40

TRANSFERS AMONG FUNDS - ADDITIONS
(DEDUCTIONS)
Nonmandatory:
Unrestricted current funds 1,616.35 (1,616.35) - -
Unexpended (18,188.07) - - 18,188.07 -
Renewals and replacements (359,980.35) - - - 359,980.35 -

Total transfers (376,552.07) (1,616.35) - 18,188.07 359,980.35 -




TENNESSEE BOARD OF REGENTS

Exhibit C (Cont.)

THE STATE UNIVERSITY AND COMMUNITY COLLEGE SYSTEM OF TENNESSEE - CENTRAL OFFICE

STATEMENT OF CHANGES IN FUND BALANCES

FOR THE YEAR ENDED JUNE 30, 1994

Current Funds

Plant Funds
Endowment and Renewalsand Investment
Unrestricted Restricted Similar Funds Unexpended Replacements In Plant
Net increases (decrease) for the year 107,359.84 132,678.10 88,654.01 (67,295.06) 259,634.96 155,050.22
Fund balances at beginning of year (Note 14) 455,992.68 130,198.95 789,484.33 93,334.50 144,000.00 1,408,479.43
Fund balances at end of year $ 563,352.52 $ 262,877.05 $ 878,138.34 $ 26,039.44 $ 403,634.96 $ _ 1,563,529.65

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



TENNESSEE BOARD OF REGENTS

Exhibit D

THE STATE UNIVERSITY AND COMMUNITY COLLEGE SYSTEM OF TENNESSEE - CENTRAL OFFICE
STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES, AND OTHER CHANGES

FOR THE YEAR ENDED JUNE 30, 1995

REVENUES
State appropriations
Federa grants and contracts
State grants and contracts
Investment income
Endowment income
Capital projects savings
Chargebacks to ingtitutions
Other sources

Tota current revenues

EXPENDITURES AND TRANSFERS
Educational and general:
Ingtitutional support
Operation and maintenance of plant
Scholarships and fellowships

Total educational and general expenditures

Nonmandatory transfers for:
Unexpended plant
Renewals and replacements

Total expenditures and transfers

OTHER ADDITION
(DEDUCTIONS)
Excess of restricted receipts over
transfers to revenues
Indirect costs recovered
Refunded to grantors

Net increases (decrease) in fund balances

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

$

Unrestricted

2,945,700.00
20,964.26
45,000.00
716,906.79
12,524.61
146,512.88
2,199,900.00

22,727.02

6,110,235.56

5,033,871.52
247,058.13

5,280,929.65

118,276.73

398,177.68

5,797,384.06

$ 312,851.50

Restricted

450,540.33
1,410,568.97

45,991.67

1,907,100.97

1,861,109.30

45,991.67

1,907,100.97

1,907,100.97

151,352.13
(20,964.26)

(180,000.00)

$ (49,612.13)

$

Total

2,945,700.00
471,504.59
1,455,568.97
716,906.79
58,516.28
146,512.88
2,199,900.00

22,727.02

8,017,336.53

6,894,980.82
247,058.13

45,991.67

7,188,030.62

118,276.73

398,177.68

7,704,485.03

151,352.13
(20,964.26)

(180,000.00)

$ 263,239.37



TENNESSEE BOARD OF REGENTS

Exhibit E

THE STATE UNIVERSITY AND COMMUNITY COLLEGE SYSTEM OF TENNESSEE - CENTRAL OFFICE
STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES AND OTHER CHANGES

FOR THE YEAR ENDED JUNE 30, 1994

REVENUES
State appropriations
Federa grants and contracts
State grants and contracts
Local grants and contracts
Private gifts, grants, and contracts
Investment income
Endowment income
Chargebacks to ingtitutions
Other sources

Tota current revenues

EXPENDITURES AND TRANSFERS
Educational and general:
Ingtitutional support
Operation and maintenance of plant
Scholarships and fellowships

Total educational and general expenditures

Nonmandatory transfers for:
Unexpended plant
Renewals and replacements

Total expenditures and transfers

OTHER TRANSFERS AND ADDITIONS
(DEDUCTIONS)
Excess of restricted receipts over
transfers to revenues
Indirect costs recovered
Transfer from restricted to unrestricted

Net increases in fund balances

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

$

$

Unrestricted

2,798,736.07
26,580.23
40,000.00

6,000.00
444,146.15

1,531,500.00
245.75

4,847,208.20

4,145,559.37
217,736.92

4,363,296.29

18,188.07

359,980.35

4,741,464.71

1,616.35

107,359.84

Restricted

309,734.03
177,260.03
21,000.00

48,041.44

13,250.00

569,285.50

521,244.06

48,041.44

569,285.50

569,285.50

160,874.68
(26,580.23)

(1,616.35)

$ 132,678.10

$

Total

2,798,736.07
336,314.26
217,260.03
21,000.00
6,000.00
444,146.15
48,041.44
1,531,500.00

13,495.75

5,416,493.70

4,666,803.43
217,736.92

48,041.44

4,932,581.79

18,188.07

359,980.35

5,310,750.21

160,874.68
(26,580.23)

$_ 240,037.94



TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE
SYSTEM OF TENNESSEE - CENTRAL OFFICE
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 1995, AND JUNE 30, 1994

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

REPORTING ENTITY

The State University and Community College System of Tennessee - Centra Office,
which is a part of the Tennessee Board of Regents, is a component unit of the State
of Tennessee because the state appoints a mgority of its governing body and pro-
vides financial support; the system is discretely presented in the Tennessee Compre-
hensive Annual Financial Report.

BASIS OF PRESENTATION

The financia statements of the Central Office have been prepared in conformity with
generally accepted accounting principles as prescribed by the Governmental
Accounting Standards Board. The Central Office uses the AICPA College Guide
model for accounting and financial reporting.

BASIS OF ACCOUNTING

The financial statements of the Central Office have been prepared on the accrua
basis, except that depreciation on plant assets is not recorded. All restricted
resources are recorded as additions to the fund balances of the appropriate fund
groups. Restricted current resources are then recorded as revenues during the period
in which they are expended. The statement of current funds revenues, expenditures,
and other changes is a statement of financial activities of current funds related to the
current reporting period. It does not purport to present the results of operations or
the net income or loss for the period, as would a statement of income or a statement
of revenues and expenses.

To the extent that current funds are used to finance plant assets, the funds are ac-

counted for as expenditures, for normal replacement of movable equipment, and
nonmandatory transfers, for all other cases.
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TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE
SYSTEM OF TENNESSEE - CENTRAL OFFICE
NOTES TO THE FINANCIAL STATEMENTS (CONT.)
JUNE 30, 1995, AND JUNE 30, 1994

FUND ACCOUNTING

To ensure observance of limitations and restrictions placed on the use of the
resources available, the Central Office maintains accounts in accordance with the
principles of fund accounting. With this procedure, resources for various purposes
are classified for accounting and reporting purposes into funds for specified activities
or objectives. Separate accounts are maintained for each fund; however, in the
accompanying financial statements, funds with similar characteristics have been
combined into fund groups. Accordingly, al financial transactions have been
recorded and reported by fund group.

Within each fund group, fund balances restricted by outside sources are so indicated
and are distinguished from unrestricted funds which are alocated to specific purposes
by the governing board. Externally restricted funds may be used only in accordance
with the purposes established by the source of such funds and contrast with
unrestricted funds over which the governing board retains full control to use in
achieving any of itsinstitutional purposes.

All gains and losses arising from the sae, collection, or other disposition of
investments and other noncash assets are accounted for in the fund that owned such
assets.  Ordinary income derived from investments, receivables, and the like is ac-
counted for in the fund owning such assets, except for income derived from invest-
ments of endowment and similar funds. This income is accounted for in the fund to
which it isrestricted or, if unrestricted, as revenues in unrestricted current funds.

All other unrestricted revenue is accounted for in the unrestricted current funds.
Restricted gifts, grants, appropriations, endowment income, and other restricted re-
sources are accounted for in the appropriate restricted funds. Restricted current
funds are reported as revenues and expenditures when expended for current operat-
iNg purposes.

Current Funds

Unrestricted current funds consist of those funds over which the Central Office
retains full control for use in achieving any of its authorized institutional purposes.
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TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE
SYSTEM OF TENNESSEE - CENTRAL OFFICE
NOTES TO THE FINANCIAL STATEMENTS (CONT.)
JUNE 30, 1995, AND JUNE 30, 1994

NOTE 2.

Restricted current funds are externaly restricted and may be used only in accordance
with the purposes established by their source.

Endowment and Similar Funds

Endowment funds are subject to the restrictions of gift instruments requiring in
perpetuity that the principal be invested and only the income be used. Although
guasi-endowment funds have been established by the governing board for the same
purposes as endowment funds, any portion of quasi-endowment funds may be
expended.

Plant Funds

The plant funds group consists of (1) funds set aside for the acquisition of physica
properties for institutional purposes, (2) funds set aside for the renewa and replace-
ment of institutional properties, and (3) funds expended for, and thus invested in,
institutional properties.

Agency Funds

In handling these funds, the Central Office acts solely as an agent; consequently,
transactions of these funds do not affect the Central Office’ s operating statements.

COMPENSATED ABSENCES

The Central Office's employees accrue annua leave at varying rates, depending on
length of service or classification. Generally accepted accounting principles require
that certain accrued compensated absences, the effects of which are materia to the
financia statements, be recorded as earned. The Central Office’s policy is to record
such benefits as paid. The recognition of this liability for accrued compensated
absences and related benefits would have increased the liabilities of the unrestricted
current fund by $515,585.33 at June 30, 1995, and $384,325.22 at June 30, 1994,
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TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE
SYSTEM OF TENNESSEE - CENTRAL OFFICE
NOTES TO THE FINANCIAL STATEMENTS (CONT.)
JUNE 30, 1995, AND JUNE 30, 1994

NOTE 3.

NOTE 4.

and increased the unrestricted current fund expenditures by $131,260.11 and
$60,109.98 for the years ended June 30, 1995, and June 30, 1994.

CASH

This classification includes demand deposits and petty cash on hand. At June 30,
1995, cash consisted of $32,101.16 in bank accounts, $50.00 of petty cash on hand,
and $5,853,844.02 in the State of Tennessee Local Government Investment Pool
administered by the State Treasurer. At June 30, 1994, cash consisted of $61,940.37
in bank accounts, $50.00 of petty cash on hand, and $2,548,560.28 in the State of
Tennessee Local Government Investment Pool.

DEPOSITS

Deposits with financial institutions are required to be categorized to indicate the level
of risk assumed by the Central Office. Category 1 consists of deposits that are
insured or collateralized with securities held by the Central Office or by its agent in
the Central Office's name. Category 2 consists of deposits collateralized with
securities held by the pledging financial ingtitution’s trust department or agent in the
Central Office’'s name. Category 3 deposits are uncollateralized. This category
includes any bank balance that is collateralized with securities held by the pledging
financial ingtitution or by its trust department or agent but not in the Central Office’s
name.

At June 30, 1995, the carrying amount of the Central Office's deposits was
$32,101.16, and the bank balance including accrued interest was $633,893.62. Of
the bank balance, $100,000.00 was category 1, and $533,893.62 was category 3.
The uncollateralized amounts were related to a court decision by the U.S. Court of
Appeds for the Eighth Circuit which raised a question about the enforceability of
security interests in collateral pledged to secure deposits held in financial institutions.
The court decision was based on Section 1823(e) of the Financia Institutions
Reform, Recovery and Enforcement Act of 1989 (FIRREA). Because the Centrdl
Office did not have a security agreement meeting the requirements outlined in
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TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE
SYSTEM OF TENNESSEE - CENTRAL OFFICE
NOTES TO THE FINANCIAL STATEMENTS (CONT.)
JUNE 30, 1995, AND JUNE 30, 1994

NOTE 5.

Section 1823(e) of the act, it is uncertain whether the Central Office had any priority
claim to the collateral pledged to secure deposits in excess of FDIC insurance cover-

age.

At June 30, 1994, the carrying amount of the Central Office's deposits was
$61,940.37, and the bank balance including accrued interest was $426,595.30. Of
the bank balance, $100,000.00 was category 1, and $326,595.30 was category 3. As
discussed in the preceding paragraph, the university’s security agreement did not
meet the FIRREA requirements.

The laws of the State of Tennessee require that collateral be pledged to secure all
uninsured deposits. Tennessee Board of Regents policies require that the market
value of collateral pledged equal 105% of the uninsured deposits.

INVESTMENTS

The Centra Office 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 asso-
ciations, bankers acceptances;, commercia paper; money market mutual funds; and
the State of Tennessee Local Government Investment Pool. The policy requires that
investments of endowments in equity securities be limited to funds from private gifts
or other sources externa to the Central Office and that endowment investments be
prudently diversified.

The Central Office’'s only investments are endowment funds that are invested in
mutual funds. At June 30, 1995, the carrying amount of these investments was
$578,725.89, and the market value was $585,589.27. At June 30, 1994, the carrying
amount was $578,138.34, and the market value was $554,553.04.
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TENNESSEE BOARD OF REGENTS
THE STATE UNIVERSITY AND COMMUNITY COLLEGE
SYSTEM OF TENNESSEE - CENTRAL OFFICE
NOTES TO THE FINANCIAL STATEMENTS (CONT.)
JUNE 30, 1995, AND JUNE 30, 1994

NOTE 6.

NOTE 7.

NOTE 8.

NOTE 9.

INVENTORIES

Inventories consist of office supplies and are valued at the lower of cost or market.
All items are maintained on afirst in, first out basis.

ALLOCATION FOR WORKING CAPITAL

The unrestricted fund balance is alocated for the amount of working capital.
“Working capital” is defined as the total of al petty cash, accounts receivable, in-
ventories, and prepaid expenses in the unrestricted fund at the balance sheet date.

PLANT ASSETS

The physical plant and equipment are stated at cost at date of purchase or at fair
value at date of donation. Depreciation on the physical plant and equipment is not
recorded.

Under a contract with the Tennessee Department of Labor, the Central Office is a
grant recipient for the Job Training Partnership Act. The title to al the equipment
purchased by the Central Office under the provisions of the act resides with the
U.S. Department of Labor. Therefore, this equipment is not included in the Central
Office' s plant fund assets.

PENSION PLANS

Defined Benefit Plan

All the Central Office's regular employees may participate in a cost-sharing multiple-
employer pension plan administered by the Tennessee Consolidated Retirement
System (TCRS). The payroll for employees covered by the TCRS plan was
$2,570,242.40 for the year ended June 30, 1995, and $2,107,201.28 for the year
ended June 30, 1994. The Central Office's total payroll was $3,621,975.37 for the
year ended June 30, 1995, and $2,871,717.90 for the year ended June 30, 1994.
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NOTES TO THE FINANCIAL STATEMENTS (CONT.)
JUNE 30, 1995, AND JUNE 30, 1994

TCRS members may retire at age 60 with five years of service or a any age with 30
years service. Early retirement with reduced benefits is available to vested members
who are at least age 55 or have 25 years of service. TCRS benefits are based on the
number of years of creditable service and highest average salary for five consecutive
years. Members attain vesting rights after five years of service. The TCRS aso
provides death and disability benefits. Benefits are established by state statute.

The Central Office is required by state statute, effective July 1, 1981, to contribute
the amounts necessary to pay benefits when due. Prior to that date, the employee
bore a portion of the contribution. Members with contributory service who leave the
Central Office are eligible for a refund of their contributions, along with contri-
butions made after July 1, 1981, on the employees’ behalf by the Central Office. The
actuarially required contribution made for the year ended June 30, 1995, was
$162,765.29, which represented 6.33% of the covered payroll, and for the year ended
June 30, 1994, was $140,972.19, which represented 6.69% of the covered payroll.

The pension benefit obligation is a standardized disclosure measure of the present
value of pension benefits, adjusted for the effects of projected salary increases and
step-rate benefits, estimated to be payable in the future as a result of employee
service to date. The measure, which is the actuarial present value of credited pro-
jected benefits, is intended to help users assess the funding status of the TCRS on a
going-concern basis, assess progress in accumulating sufficient assets to pay benefits
when due, and make comparisons among public employee retirement systems and
among employers. The TCRS does not make separate measurements of assets and
pension benefit obligation for individual state employers. Therefore, the following
information is provided for the entire state employee portion of the TCRS. The
pension benefit obligation at June 30, 1995, and at June 30, 1994, determined
through an actuarial vauation performed as of June 30, 1995, was $10,697.4 million
and through an actuarial update performed as of June 30, 1994, was $9,344.5 mil-
lion. The net assets, at cost or amortized cost, available for benefits were $11,566.8
million at June 30, 1995, and $10,772.4 million at June 30, 1994, leaving assets in
excess of pension benefit obligation of $869.4 million at June 30, 1995, and $1,427.9
million at June 30, 1994. The market value of the net assets available for benefits
was $12,552.1 million at June 30, 1995, and $11,106.5 million at June 30, 1994. The
Central Office’s 1995 and 1994 contributions represented .06% and .05% of total
contributions required of al participating entities.
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JUNE 30, 1995, AND JUNE 30, 1994

Ten-year historical trend information showing the progress of the TCRS in
accumulating sufficient assets to pay benefits when due is presented in the June 30,
1995, Tennessee Consolidated Retirement System Comprehensive Annual Financial
Report.

Defined Contribution Plans

The Central Office has three defined contribution plans offered through the 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 available only to digible staff exempt
from the overtime provision of the Fair Labor Standards Act. In a defined
contribution plan, benefits depend solely on amounts contributed to the plan plus in-
vestment earnings. State statute requires the Central Office to contribute an amount
equal to 10% of the employee’s base salary below the social security wage base and
11% above the socia security wage base. Members are fully vested upon entry into
the plans.

The payroll for employees covered by the defined contribution plans was
$967,332.50 for the year ended June 30, 1995, and $714,825.36 for the year ended
June 30, 1994. The Central Office's total payroll was $3,621,975.37 for the year
ended June 30, 1995, and $2,871,717.90 for the year ended June 30, 1994. The
required contribution made by the Central Office for the year ended June 30, 1995,
was $98,426.48, which represented 10.18% of the covered payroll, and for the year
ended June 30, 1994, was $72,196.46, which represented 10.10% of the covered

payroll.

NOTE 10. OTHER POST-EMPLOYMENT BENEFITS

The State of Tennessee administers a group health insurance program which provides
post-employment health insurance benefits to eligible Central Office retirees. This
benefit is provided and administered by the State of Tennessee. The Central Office
assumes no liability for retiree health care programs. Information related to this plan
is available at the statewide level in the Tennessee Comprehensive Annual Financial
Report.
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NOTE 11. OTHER ADDITIONS AND DEDUCTIONS

NOTE 12.

Other deductions on the Statement of Changes in Fund Balances for the year ended
June 30, 1994, consist of $30,698.53 in endowment and similar funds for the trans-
fer of the Roy S. Nicks endowment to East Tennessee State University. Other
additions for the year ended June 30, 1994, include $27,128.40 in unexpended plant
funds for contributions from the Tennessee Technology Centers to the extraordinary
maintenance pool.

INSURANCE-RELATED ACTIVITIES

The state purchases commercial insurance for real property losses above $5 million
per year and surety bond coverage on the state' s officials and employees. In the past
three fiscal years, the state has not had any claims filed with the commercia insurer.
A designation for casualty losses in the amount of $5 million has been established in
the state's general fund to provide for any property losses other than the commercial
insurance coverage.

At June 30, 1995, the scheduled coverage for the Central Office was $982,000 for
contents. At June 30, 1994, the scheduled coverage was $446,000 for buildings and
$980,000 for contents.

The state has set aside assets for clam settlement in an interna service fund, the
Claims Award Fund. Thisfund servicesal clamsfor risk of lossto which the state is
exposed, including genera liability, automotive liability, professional malpractice, and
workers compensation. The Central Office participates in the Claims Award Fund.
The fund allocates the cost of providing clams servicing and clams payment by
charging a premium to the Central Office based on a percentage of the Central
Office's expected loss costs, which include both experience and exposures. This
charge considers recent trends in actual claims experience of the state asawhole. An
actuarial valuation is performed as of fiscal year-end to determine the fund liability
and premium allocation. Since the Central Office participates in the Clams Award
Fund, it is subject to the liability limitations under the provisions of the Tennessee
Clams Commission Act, Tennessee Code Annotated, Section 9-8-101 et seq.
Liability for negligence of the Central Office for bodily injury and property damage is
limited to $300,000 per person and $1,000,000 per occurrence. The limits of liability
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NOTE 13.

NOTE 14.

under workers compensation are set forth in Tennessee Code Annotated, Section
50-6-101 et seg. Claims are paid through the state’ s Claims Award Fund.

The state has also set aside assets in the Employee Group Insurance Fund, an interna
service fund, to provide a program of health insurance coverage for the employees of
the state with the risk retained by the state. The Central Office participates in the
Employee Group Insurance Fund. The fund allocates the cost of providing claims
servicing and claims payment by charging a premium to the Central Office based on
estimates of the ultimate cost of claims that have been reported but not settled and of
claims that have been incurred but not reported. Employees and providers have 13
months to file medica clams.

COMMITMENTS AND CONTINGENCIES

Sick Leave - The Centra Office records the cost of sick leave when paid. Generaly,
since sick leave (earned one day per month with unlimited accumulation) is paid only
when an employee dies or is absent because of illness, injury, or related family death,
there is no liability for sick leave at June 30. The dollar amount of unused sick leave
was $1,872,247.58 at June 30, 1995, and $1,605,701.09 at June 30, 1994.

Operating Leases - The Central Office has entered into operating leases for build-
ings. Such leases will probably continue to be required. Expenditures under operat-
ing leases were $240,939.80 for the year ended June 30, 1995. The amount for the
year ended June 30, 1994, was $222,800.04. All operating leases are cancelable at
the lessee’s option.

Litigation - The Centra Office is involved in severa lawsuits, none of which are
expected to have a materia effect on the accompanying financial statements.

PRIOR-YEAR RESTATEMENT
The restricted current funds and endowment funds balances at July 1, 1993, were
restated by $45,881.68 on the Statement of Changes in Fund Balances for the year

ended June 30, 1994, to appropriately include the Jones Scholarship account as
restricted current funds rather than as endowment funds.
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NOTE 15. TENNESSEE FOREIGN LANGUAGE INSTITUTE

Section 49-50-1306(b), Tennessee Code Annotated, states that the Tennessee For-
eign Language Institute shall be attached to the Tennessee Board of Regents for
administrative purposes. The ingtitute’s financia records, investments, and other fi-
nancial transactions are handled by the Central Office, and the assets and the liabili-
ties of the institute are included in the agency funds on the Central Office’s balance
sheet.
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