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TENNESSEE
COMPTROLLER

OF THETREASURY

Jason E. MUMPOWER
Comptroller

March 4, 2021

The Honorable Bill Lee, Governor
Members of the General Assembly
Mr. Randy Boyd, President

Ladies and Gentlemen:

Transmitted herewith is the financial and compliance audit of the University of Tennessee for the
year ended June 30, 2020. You will note from the independent auditor’s report that unmodified
opinions were given on the fairness of the presentation of the financial statements.

Consideration of the internal control over financial reporting and tests of compliance disclosed
certain deficiencies, which are detailed in the Findings and Recommendations section of this
report. The university’s management has responded to the audit findings; the responses are
included following each finding. The Division of State Audit will follow up the audit to examine
the application of the procedures instituted because of the audit findings.

Sincerely,

//&% / Sbibe/

Katherine J. Stickel, CPA, CGFM, Director
Division of State Audit
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Financial and Compliance Audit

The University of Tennessee
For the Year Ended June 30, 2020

Opinions on the Financial Statements

The opinions on the financial statements are unmodified.

Audit Findings

As Reported in the Prior Three Audits, the University of Tennessee Did Not Provide
Adequate Internal Controls in One Area Because Human Resources and Department
Processes Were Not Operating Effectively*

For the fourth consecutive year, the University of Tennessee did not design and monitor effective
internal controls in one area. Pursuant to Standard 4.40 of the U.S. Government Accountability
Office’s Government Auditing Standards, we omitted details from this finding because they are
confidential under the provisions of Section 10-7-504(i), Tennessee Code Annotated (page 96).

The University of Tennessee at Chattanooga Did Not Comply With Return of Funds
Requirements for Federal Student Financial Aid

For 21 of 40 federal student financial aid recipients tested who withdrew, dropped out, or were
terminated from classes prior to completing 60% of an academic term, an error was made in
calculating the student’s return of Title IV funds (page 96).

Student Financial Aid Office Staff at the University of Tennessee at Knoxville Did Not
Prepare Federal Direct Loan Reconciliations on a Timely Basis

The United States Department of Education (ED) requires a mandatory Direct Loan reconciliation
to be performed monthly. The reconciliation should reconcile Direct Loan data between the
school’s financial aid office and business office, and between school data, ED’s Common
Origination and Disbursement (COD) System, and ED’s Grants Management (G5) System. At
the University of Tennessee at Knoxville, during the fiscal year ended June 30, 2020, 9 of 12
reconciliations (75%) were not completed timely at the end of each month (page 99).



CARES Act Information Was Not Included or Was Inaccurate in a Required 30-Day Report
at UT Chattanooga

Per a review of UT Chattanooga’s website and inquiry of management, management did not report
one of the required items, “the total amount of Emergency Financial Aid Grants distributed to
students under Section 18004(a)(1) of the CARES Act as of the date of submission,” on a required
30-day report. In addition, management underreported the number of students who received an
Emergency Financial Aid Grant on or prior to May 15, 2020, by 18 students (page 100).

*This finding is repeated from prior audits.
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Independent Auditor’s Report

The Honorable Bill Lee, Governor
Members of the General Assembly
Mr. Randy Boyd, President

Report on the Financial Statements

We have audited the accompanying financial statements of the University of Tennessee, which is
a component unit of the State of Tennessee, and its discretely presented component units as of and
for the year ended June 30, 2020, and the related notes to the financial statements, which
collectively comprise the basic financial statements as listed in the table of contents.

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 opinions on these financial statements based on our audit. We did not
audit the financial statements of the University of Chattanooga Foundation, Inc.; the University of
Tennessee Foundation, Inc.; and the University of Tennessee Research Foundation, Inc., discretely
presented component units. Those statements were audited by other auditors, whose reports have
been furnished to us. Our opinion, insofar as it relates to the amounts included for the foundations, is
based solely on the reports of the other auditors. 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 university’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

3
CorpeLL HuLL BuiLbinGg | 425 Fifth Avenue North | Nashville, Tennessee 37243



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 opinions.

Opinions

In our opinion, based on our audit and the reports of the other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the
University of Tennessee and its discretely presented component units as of June 30, 2020; and the
respective changes in financial position and, where applicable, cash flows thereof for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matters

As discussed in Note 3, the financial statements of the university include investments valued at
$960,102,975.28 (28% of net position), whose fair values have been estimated by management in
the absence of readily determinable fair values. Management’s estimates are based on information
provided by the fund managers or the general partners. Our opinion is not modified with respect
to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 6 through 14; the schedule of the University of
Tennessee’s proportionate share of the net pension liability — Closed State and Higher Education
Employee Pension Plan within TCRS on page 82; the schedule of the University of Tennessee’s
proportionate share of the net pension asset — State and Higher Education Employee Retirement Plan
within TCRS on page 83; the schedule of the University of Tennessee’s contributions — Closed State
and Higher Education Employee Pension Plan within TCRS on page 84; the schedule of the
University of Tennessee’s contributions — State and Higher Education Employee Retirement Plan
within TCRS on page 85; the schedule of the University of Tennessee’s contributions for the Federal
Retirement Plans administered by the U.S. Office of Personnel Management on page 86; the
schedule of the University of Tennessee’s proportionate share of the collective net OPEB liability —
Closed State Employee Group OPEB Plan on page 87; the schedule of the University of Tennessee’s
contributions — Closed State Employee Group OPEB Plan on page 88; and the schedule of the
University of Tennessee’s proportionate share of the collective total OPEB liability — Closed
Tennessee OPEB Plan on page 89 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, which considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context.
We have applied certain limited procedures to the required supplementary information in accordance
with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the



information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during the audit of the basic financial statements. We
do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the university’s basic financial statements. The supplementary combining
schedule of net position on page 90; the supplementary combining schedule of revenues, expenses,
and changes in net position on page 91; and the supplementary schedule of unrestricted net position
on page 92 are presented for purposes of additional analysis and are not a required part of the basic
financial statements.

The supplementary combining schedule of net position; the supplementary combining schedule of
revenues, expenses, and changes in net position; and the supplementary schedule of unrestricted net
position are the responsibility of the university’s management and were derived from, and relate
directly to, the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare
the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America
by us and other auditors. In our opinion, the supplementary combining schedule of net position; the
supplementary combining schedule of revenues, expenses, and changes in net position; and the
supplementary schedule of unrestricted net position are fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 11, 2020, on our consideration of the university’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 the 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 university’s internal control over financial reporting and compliance.

//ﬁ&, f %ééa/

Katherine J. Stickel, CPA, CGFM, Director
Division of State Audit
December 11, 2020



THE UNIVERSITY OF TENNESSEE
Management’s Discussion and Analysis

Introduction

This section of the University of Tennessee’s annual financial report presents a discussion and
analysis of the financial performance of the university during the year ended June 30, 2020, with
comparative information presented for the year ended June 30, 2019. This discussion has been
prepared by management along with the financial statements and related note disclosures and
should be read in conjunction with the independent auditor’s report, the financial statements, and
the notes to the financial statements.

The university is a component unit of the State of Tennessee and an integral part of the state’s
Comprehensive Annual Financial Report (CAFR). The financial reporting entity for the financial
statements is comprised of the university and three component units. The component units are
discretely presented based on the nature and significance of their relationship to the university.
The reader may refer to Note 1 for detailed information on the financial reporting entity. More
detailed information about the foundations is presented in Notes 24, 25, and 26 to the financial
statements. This discussion focuses on the university and does not include the foundations.

Overview of the Financial Statements

The financial statements have been prepared in accordance with generally accepted accounting
principles as prescribed by the Governmental Accounting Standards Board (GASB), which
establishes standards for external financial reporting for public colleges and universities. The
financial statements are presented on a consolidated basis to focus on the university as a whole.
The full scope of the university’s activities is considered to be a single business-type activity and,
accordingly, is reported within a single column in the basic financial statements.

The university’s financial report includes the statement of net position; the statement of revenues,
expenses, and changes in net position; and the statement of cash flows. Notes to the financial
statements are also presented to provide additional information that is essential to a full
understanding of the financial statements.

The Statement of Net Position

The statement of net position is a point-in-time financial statement. The statement of net position
presents the financial position of the university at the end of the fiscal year. To aid the reader in
determining the university’s ability to meet immediate and future obligations, the statement
includes all assets, liabilities, deferred outflows/inflows of resources, and net position of the
university and segregates the assets and liabilities into current and noncurrent components.
Current assets are those that are available to satisfy current liabilities, inclusive of assets that will
be converted to cash within one year. Current liabilities are those that will be paid within one year.
The statement of net position is prepared under the accrual basis of accounting; assets and



liabilities are recognized when goods or services are provided or received, despite when cash is
actually exchanged.

From the data presented, readers of the statement are able to determine the assets available to
continue the operations of the university. They are also able to determine how much the university
owes vendors, lenders, and others. Net position represents the difference between the university’s
assets and liabilities, along with the difference between deferred outflows and deferred inflows of
resources, and is one indicator of the university’s current financial condition.

The statement of net position also indicates the availability of net position for expenditure by the
university. Net position is divided into three major categories. The first category, net investment
in capital assets, represents the university’s total investment in property, plant, and equipment, net
of outstanding debt obligations and deferred outflows/inflows of resources related to these capital
assets. To the extent debt or deferred inflows of resources have been incurred but not yet expended
for capital assets, such amounts are not included. The next category is restricted net position,
which is subdivided into two categories, nonexpendable and expendable. Nonexpendable
restricted net position includes endowment and similar resources whose use is limited by donors
or other outside sources and, as a condition of the gift, the principal is to be maintained in
perpetuity. Expendable restricted net position is available for expenditure by the university but
must be spent for purposes as determined by donors and/or external entities that have placed time
or purpose restrictions on the use of the resources. The final category is unrestricted net position.
Unrestricted net position is available to the university for any lawful purpose of the institution.

The following table summarizes the university’s assets, liabilities, deferred outflows/inflows of
resources, and net position at June 30, 2020, and June 30, 2019:

Summary of Net Position
(in thousands of dollars)

2020 2019

Assets:

Current assets $ 567,087 $ 587,594

Capital assets, net 2,908,748 2,793,048

Other assets 2,047,647 2,000,359
Total assets 5,523,482 5,381,001
Deferred outflows of resources:

Deferred outflows of resources 139,719 165,411
Liabilities:

Current liabilities 345,948 369,296

Noncurrent liabilities 1,706,749 1,853,023
Total liabilities 2,052,697 2,222,319
Deferred inflows of resources:

Deferred inflows of resources 137,431 56,118




Net position:

Net investment in capital assets 1,862,267 1,731,284
Restricted — nonexpendable 534,516 525,498
Restricted — expendable 498,978 539,123
Unrestricted 577,312 472,070
Total net position $ 3,473,073 $ 3,267,975

Total net position increased by $205 million, or 6.3%, during the 2020 fiscal year. Increased net
position changes are the university’s objective and expectation. The discussion and analysis
sections that follow address the university’s net increases.

The Statement of Revenues, Expenses, and Changes in Net Position

The statement of revenues, expenses, and changes in net position presents the results of operations
for the fiscal year. Revenues and expenses are recognized when earned or incurred, regardless of
when cash is received. The statement indicates whether the university’s financial condition has
improved or deteriorated during the fiscal year.

The statement presents the revenues received by the university, both operating and nonoperating;
the expenses paid by the university, operating and nonoperating; and any other revenues, expenses,
gains, or losses received or spent by the university.

Generally speaking, operating revenues are received for providing goods and services to the
various customers and constituencies of the university. Operating expenses are those expenses
paid to acquire or produce the goods and services provided in return for the operating revenues,
and to carry out the mission of the university. Nonoperating revenues are revenues received for
which goods and services are not provided directly to the payor. Although the University of
Tennessee is dependent upon state appropriations and gifts to fund educational and general
operations, under GASB standards these funding sources are reported as nonoperating revenues,
as is investment income. As a result, the university has historically reported an excess of operating
expenses over operating revenues, resulting in an operating loss. Therefore, the “increase in net
position” is more indicative of overall financial results for the year.

A summary of the university’s revenues, expenses, and changes in net position for the year ended
June 30, 2020, and the previous year follows:



Summary of Revenues, Expenses, and Changes in Net Position
(in thousands of dollars)

2020 2019

Operating revenues $ 1,370,676 $ 1,381,008
Operating expenses 2,339,965 2,311,797

Operating loss (969,289) (930,789)
Nonoperating revenues and expenses 978,888 980,910
Incople (loss) before other revenues, expenses, 9,599 50,121

gains, or losses
Other revenues, expenses, gains, or losses 195,499 117,988

Increase in net position 205,098 168,109
Net position, beginning of year 3,267,975 3,125,138
Prior-period adjustment - (25,272)
Net position, beginning of year, restated 3,267,975 3,099,866
Net position at end of year $ 3,473,073 $ 3,267,975

Operating Revenues

The following summarizes the operating revenues by source that were used to fund operating
activities for the last two fiscal years:

Tuition and Fees | $533

| $516

Grants and Contracts $500

| $509
32020

93
Other |$$104 02015
Auxiliaries |$244
| [s252

SO $100 $200 $300 $400 $500 $S600
Millions




Comparison of Fiscal Year 2020 to Fiscal Year 2019

Tuition and fees increased by $17.1 million, or 3.3%, primarily due to a 2-2.5% increase in tuition
rates at the Knoxville, Chattanooga, and Martin campuses. This was coupled with an overall
increase in enrollment.

Operating grants and contracts experienced a decrease of $8.6 million, or 1.7%. This decrease is
primarily due to UT Knoxville having a large number of federal projects coming to an end during
FY 2020.

Auxiliaries experienced a decrease of $8.1 million, or 3.2%, primarily due to dormitories closing
during the spring semester as a result of the COVID-19 pandemic.

Operating Expenses

Operating expenses may be reported by nature or function. The university has chosen to report the
expenses in their natural classification on the statement of revenues, expenses, and changes in net
position and has displayed the functional classification in the notes to the financial statements. The
following summarizes the operating expenses by natural classifications for the last two fiscal years:

| | | |
1,577
Salaries, wages, and benefits | >
| $1,548
534
Utilities, supplies, and other services >
$563
02020
. . $84
Scholarships and fellowships 02019
$67
144
Depreciation >
$133
S0 $500 $1,000 $1,500 $2,000
Millions

Comparison of Fiscal Year 2020 to Fiscal Year 2019

The increase in salary and benefit expenses from 2019 to 2020 is due to a 2% increase in salary
pool that each campus/unit distributed in accordance with its compensation strategy.

10



Utilities, supplies, and other services decreased $29.4 million, or 5%, due to the COVID-19
pandemic. Travel related expenses decreased $15 million due to non-essential travel being
discontinued during much of the spring semester.

Other categories of significant decrease include utilities expense ($3.9 million), maintenance and
repair expense ($4.8 million), and special commercial services ($3.9 million). These decreases are
due to campus closures and other activity being limited across campus.

Scholarships and fellowships increased $17.3 million, or 26%. This increase is primarily due to
the CARES Act Higher Education Emergency Relief Fund. The Knoxville, Chattanooga, Martin
and Health Science Center campuses received these grants for which emergency financial aid was
distributed to students for unexpected expenses brought on by the COVID-19 pandemic.

Nonoperating Revenues and Expenses

Certain revenue sources that the university relies on to provide funding for operations, including
state and local noncapital appropriations, certain gifts and grants, and investment income, are
defined by the GASB as nonoperating. Nonoperating expenses include capital financing costs and
other costs related to capital assets. The following summarizes the university’s nonoperating
revenues and expenses for the last two fiscal years:

| $665
State and local noncapital appropriations |$
644

$299

Gifts, grants, and contracts
$262

0202

____1 67 0

| $117

Investment income

$51)
Other
$42

S0 $100 $200 $300 $400 $500 $600 $700

Millions

Comparison of Fiscal Year 2020 to Fiscal Year 2019

In fiscal year 2020, state and local appropriations increased $20.5 million, or 3.2%, mostly due to
THEC formula outcomes, productivity gains, and increased salary funds for nonformula units.

Gifts, grants, and contracts increased $37 million, or 14.3%. Approximately $21 million of this
increase is from the CARES Act Higher Education Emergency Relief Fund grants. These grants were
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distributed to Higher Education entities for COVID-19 related expenses and payments to students in
need. There was also a $4.5 million increase in federal and state grants to be distributed as financial
aid to students. This increase is due to the increase in cost of attendance as well as an increase in
enrollment. The remaining increase is due to the Health Science Center seeing an increase in mission
support funding at their campus as well as other increases in grant and contract revenue.

Investment income decreased $50.8 million, or 43.3%, due to flat capital markets and an overall
fair value decrease at June 30.

Other nonoperating expense increased $8 million due to a recognized loss on the disposal of two
large assets. Morrill Hall was razed during FY 2020, resulting in a loss on asset of $4.2 million.
An IBM Pure Application System was also surplused in FY 2020, resulting in a $3.5 million loss
on asset.

Other Revenues

This category is composed of state appropriations for capital purposes, capital grants and gifts,
additions to permanent endowments, and other revenue. These amounts were as follows for the
last two fiscal years:

| $147

Capital appropriations

$39
Capital grants and gifts
$21

02020

$5
Additions to permanent endowments :|4—| 02019

$5
Other revenue
$3

$0 $20 $40 $60 $80 $100 $120 $140 $160

Millions

Comparison of Fiscal Year 2020 to Fiscal Year 2019

Capital appropriations increased $61 million due to new capital projects. UT Knoxville had a $35.7
million increase due to the Engineering Services Facility project. The UT Health Science Center
had a $36 million increase due to the Classroom and Laboratory Building Renovations project.

Capital grants and gifts increased $17.6 million due to a $6.7 million gift from the University of

Chattanooga Foundation for the Lupton Building renovations at UT Chattanooga, a $6.7 million
transfer of gifts from the University of Tennessee Foundation for the STEM building at UT Martin,
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and a $6.3 million transfer of gifts from the University of Tennessee Foundation for the Dentistry
Faculty Practice Research Building at the UT Health Science Center.

Capital Asset and Debt Administration

Capital Assets

The University of Tennessee had $2,908,748,496.92 invested in capital assets, net of accumulated
depreciation at June 30, 2020; and $2,793,048,647.47 invested in capital assets, net of accumulated
depreciation at June 30, 2019. Depreciation charges totaled $144,372,258.98 and $133,019,422.30
for the years ended June 30, 2020, and June 30, 2019, respectively.

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

2020 2019

Land $ 86,773 $ 86,405
Land improvements & infrastructure 144,935 136,392
Buildings 2,167,796 2,205,566
Works of art/historical treasures 3,826 3,851
Equipment 122,886 115,757
Software 708 570
Library holdings 97,810 94,734
Projects in progress 284,014 149,773

Total $ 2,908,748 $ 2,793,048

Projects in progress increased $134.2 million due to $206.4 million of capital additions, including the
following larger projects: the Classroom and Laboratory Building Renovations project at Memphis,
the West Campus Redevelopment project in Knoxville, the Academic Classroom Buildings
Renovations project in Chattanooga, and the Engineering Services Facility project in Knoxville.
Completed buildings and infrastructure increased capitalized buildings by $54 million and land
improvements and infrastructure by $18 million. This decreased projects in progress by $72 million.

At June 30, 2020, outstanding commitments under construction contracts totaled $189,574,497.07
for various renovations and repairs of buildings and infrastructure. Future state capital outlay
appropriations will fund $112,696,442.42 of these costs.

More detailed information about the university’s capital assets is presented in Note 6 to the
financial statements.

Debt
The university had $1,070,553,019.43 and $1,088,460,469.66 in debt outstanding at June 30, 2020,

and June 30, 2019, respectively. The table below summarizes these amounts by type of debt
instrument.
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Outstanding Debt Schedule
(in thousands of dollars)

2020 2019
Bonds-current portion $ 38,563 $ 41,079
Bonds-noncurrent 873,110 897,648
Unamortized bond premium 119,835 126,080
Revolving credit facility-noncurrent 39,044 23,653
Total Debt $ 1,070,553 $ 1,088,460

The Tennessee State School Bond Authority (TSSBA) issued bonds with interest rates ranging
from .18% to 5.0% due serially to 2048 on behalf of the University of Tennessee. The university
is responsible for the debt service of these bonds. The current portion of the $1,070,553,019.43
outstanding at June 30, 2020, is $38,562,802.55.

The ratings on debt issued by the Tennessee State School Bond Authority at June 30, 2020, were
as follows:

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

More detailed information about the university’s long-term liabilities is presented in Note 9 to the
financial statements.

Economic Factors That Will Affect the Future

For fiscal year 2021, no increases are proposed for tuition and fees. Tuition and fees for some
programs will be reduced. UT Knoxville proposes a temporary 10% reduction to housing and
meal plan rates for the fall semester. Over $324 million is allocated to scholarships and
fellowships, an increase of $52 million over the last four years. State funding is expected to be
flat due to declines in recent tax collections and uncertainty about future revenues.

Requests for Information
This financial report is designed to provide a general overview of the university’s finances for all
those <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>