





Top-of-the-line public
universities do so much for
their states. They power the
economy, they build reputation,
they keep the best and
brightest students at home.

Adding Value to the State of Tennessee

During my first year as president of the University of Tennessee, I traveled, listened, and
learned. I visited with alumni and other friends, faculty and staff, students, state and federal
officials, community leaders, and university partners to lay the groundwork for a strategic plan
for the future of the University of Tennessee. I asked for opinions on how to apply UT’s strengths
to the challenges faced by the state of Tennessee. I've learned a lot—and continue to learn more

each day—about our university.

My aspirations were bolstered when Governor Phil
Bredesen, in his state-of-the-state address, advocated for
the role of the flagship university. He said: “Top-of-the-line
public universities do so much for their states. They power
the economy, they build reputation, they keep the best
and brightest students at home. The governor went on to
urge that the state commit to the growth of the University
of Tennessee as a top-ranked teaching and research
institution.

That endorsement, in my view, crystallized the mission
of the University of Tennessee in the new century. It's no
longer enough to educate students and pursue a research
and outreach agenda. Now each of those time-honored
missions must be approached strategically and in concert
so they positively impact the economic and cultural
development of the state.

Our goal for the University of Tennessee is to bring
value to the state of Tennessee, to help drive the economy
(by educating students, growing the research enterprise,
and working with partner organizations), enhance the state’simage, and help attract new
businesses. We think the university’s proven contributions and our strategic plans for the future
make a compelling case for increased state investment.

The decisions made during the first year of my administration were targeted toward the
long-term success of the institution and the unique opportunities I am convinced lie ahead.
After a year, I am more than ever convinced we are on a road to great success for this university
and for the state of Tennessee.
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ADDING VALUE: Allin a Year's Work

With the advent of the Hope scholarship, the University of Tennessee enrolled its best
freshman class ever. Keeping these best and brightest students in Tennessee greatly benefits
the state’s economy in the long run. With that success comes the added pressure to provide
a top quality academic experience. Given the needs and the available resources—and despite
making cost cuts throughout the university—we had no choice but to raise tuition to maintain
the quality of education our students deserve and demand.

The campuses and institutes of the UT system are all distinctive, with specific goals
and strengths. We began the process of working with each campus to differentiate programs
and build budgets accordingly. Each unit

Determined key expenditures over the last five years.

Studied the method in which the budgets in the key areas were enhanced (new money,
reallocation of funds, cost cutting or a combination of all three.)

Established the series of priorities and justifications for the upcoming year and indicated which
priorities would be funded as a function of tuition and fee increase levels.

Assembling the Leadership Team

Among the most critical tasks of my first year was assembling the leadership team to build
the strongest UT possible and move the university to a position of greater national prominence.
I believe the appointments we made will do just that. I am confident these appointments—
along with the other very excellent system officers who serve so ably—will constitute a team
that can lead this organization with great effectiveness.

Maximizing Resources through Partnerships

Partnerships with other organizations drive our ability to maximize resources. We looked
for opportunities to leverage our state appropriations, grants, contracts, and contributions.
Several partnerships resulted in successes.

State of Tennessee

A proposal to Governor Bredesen to fund positions for world-class faculty in conjunction with
Oak Ridge National Laboratory and our four areas of joint expertise: biology, computational
science, neutron science, and nanomaterials. ORNL committed $10 million toward this initiative
if matched by the state. The governor recommended and the legislature approved the first $2.5
million for 2005-2006.

The state also appropriated $25 million for an Electrical and Computer Engineering Building

to match a private donation of $12.5 million for the building and $5 million for programs from
Dr. Min Kao, chairman and CEO of Garmin Ltd. The gift from Kao (Knoxville '77) is the largest in
UT Knoxvilles history.






the College o earned
free-standing accreditation this year by the Association
to Advance Collegiate Schools of Business (AACSB)
International. The college is among an elite group to
earn AACSB International accreditation. Only one in six
business schools worldwide has earned this credential; one
s has earned the ction.

rst cohort of can s for the doctorate in

educational learning and leadership began in May. More
than 100 applicants vied for the 40 slots in the program that
ties together curriculum development, learning techniques,
and organizational leadership.

More than 63 percent of UTC students on the Tennessee
Lottery Scholarship retained eligibility from spring 2005 to
fall 2005. This includes both freshmen and sophomores who
earned the scholarship in its first year.

MADE IN TENNESSEE:
The UT/0ak Ridge Partnership

Last December, the U.S. Department of Energy announced it would extend UT-Battelle’s
contract to manage Oak Ridge National Laboratory—the nation’s largest multi-purpose science
laboratory—for another five years. The contract extension, worth $4.8 billion, runs through
2010. UT-Battelle also received the Department of Energy’s highest rating for its management
of ORNL. During recent years, new facilities have been added, the operating budget has

by 50 percent, and the huge Spallation Neutron Source project has progressed on time and
within budget. When completed in 2006, the SNS will be the world’s premier site for neutron
research and will attract researchers from the U.S. and abroad. ORNL also is home to the
world’s largest unclassified supercomputer.

Building on a rich tradition of partnership, UT and ORNL have enhanced their relationship,
centering on four key areas of mutual strength: neutron science, computational science,
biological science, and materials science. Our people and our facilities in these areas
provide an edge that can propel our two institutions to an unquestioned position of national
prominence.

Joint Institutes in three of these scientific fields—neutron science, computation, and biology—
already exist or are in planning stages at ORNL. The state of Tennessee has provided funding
for the buildings for each. A fourth joint institute in advanced materials will be built on t
Knoxville campus with funding from both the federal and state governments. Without s
partnerships, these projects that promise so much for the future of science and the economic
vitality of Tennessee could never have happened.

Many other areas of joint research thrive as well-genome science, homeland security,
transportation, to name a few.

As UT and ORNL build research programs that draw on compl ry strengths and work
together to attract world-class scientists, the partnership takes on new dimensions.The two
institutions share 35 joint appointments and 10 distinguished scientists. Ten new Governor's
Chair appointments, funded jointly by UT-Battelle and the state of Tennessee, will staff the joint
institutes. UT students, both graduate and undergraduate, experience unparalleled research
experiences through the cooperation of the university and the lab.

Our exceptional partnership shares tremendous resources that continue to improve. The
growth of “big science” is drawing increased national and international attention and helping
power the state economy. Collaboration between our two institutions is a super selling point
for Tennessee.



Spotlight on
Campuses
and Institutes
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Spring 2005 was Environmental Semester, which brought
a campus-wide focus on environmental issues through
classes, programs, speakers, and activities. Another major
effort, this one encompassing not just the campus, but

the Knoxville community as well, was the James Agee
Celebration, which called attention to the life and works
of the famous author and Knoxville native. The university
donated land near campus for a park that bears Agees
name.

UT Martin

UT Martin had a record fall enrollment of 6,104 students,
besting the previous high of 6,012 students set in fall 1997.
Freshmen numbered 1,132, topping a previous high in
1998. These students had an average high school grade
point average of 3.28 and an average ACT score of 22.18.

UT Martin was among the top 25 master's level public
universities in the South in the 2005 edition of America’s
Best Colleges compiled by U.S. News and World Report.
The rankings placed UT Martin 23rd in the South, the
highest ranking ever achieved by the university in the
annual listings. Also, PrincetonReview.com listed UT
Martin as one of 136 schools to receive a “Best in the
Southeast” designation.

The UT Martin Electrical Generation Facility progressed
toward an opening in mid-October 2005. The $4.9 million
Sacility will help control utility costs and allow more funds
to be channeled to academics. The facility will also serve

as a laboratory for business and engineering students.

External grant and contract activity increased more

than 100 percent during the last two years with million-
dollar awards targeting technology applications, teacher
education and children's services. The campus total
neared $10 million.

In the realm of academic programs, a new major in
finance was approved, and the athletic training education
program in the Department of Health and Human
Performance received initial accreditation from the
Commission on Accreditation of Allied Health Education
Programs. Also the College of Business and Public Affairs
earned reaffirmation of accreditation for its bachelors and
masters degree programs in business.

Institute of Agriculture

Economic studies indicated

that the UT Institute of

Agricultures programs in

research and Extension

deliver $1.3 billion in benefits

to society on an annual

budget of $90 million in

state and federal funds, achieving a 14-to-1 return on each
funding dollar over a six-year period.

Sponsored project funding totaled $30 million from
outside granting agencies. The total is more than double
the amount of research and outreach grants and contracts
generated five years ago.

UT crop variety test research and demonstrations
included 11,445 plots in 2004. An estimated 91 percent of
the states producers choose varieties based on UT data.

UT Extension’s Family and Consumer Sciences
Department launched an obesity prevention initiative

in cooperation with several corporate funding partners.
“Tennessee Shapes Up”is a $255,000 pilot effort to deliver
health messages to residents of five Middle Tennessee
counties.

UT's beneficial insects laboratory, dedicated in May 2005,
seeks to produce predators to combat the hemlock woolly
adelgid on public lands. UT's lab is at the forefront of
aggressive collaborations by federal, state, and private
partners to protect hemlocks from the adelgid threat.

The lab will also allow UT researchers to test solutions to
manage other invasive pests.

Doctors and students in the UT College of Veterinary
Medicine’s teaching hospital treat an average of 36,000
animals a year. That includes 18,000 cattle and 3,800
horses. Most of the hospital’s patient base consists of
large animals, and the hospital’s service to them has a
sizeable economic impact, given the fact that Tennessee
ranks ninth nationally in its number of beef cows and the
state has the second largest horse population in the U.S.
The hospital also handles about 9,000 dog cases a year,
and it has the largest avian and exotic animal caseload
of any U.S. veterinary school.
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Institute for Public Service

Last year, agencies of UT s Institute for
Public Service responded to more than
18,000 requests for assistance or information
received from government and business
officials, held more than 700 training
programs attended by 23,000 persons, and
completed more than 2,900 projects.

The total economic impact of services
provided by agencies of UT s Institute for
Public Service (IPS) exceeded $400 million
and helped create 7,600 jobs.

UT's one-of-a-kind National Forensic
Academy continued to train crime scene
investigators from throughout the nation.
Investigators from 37 states and nine of the
ten largest law enforcement agencies in the
US. have been trained in the unique and
intense 10-week program.

Housing state prisoners in Johnson County
is affordable thanks to a study done by
UT's County Technical Assistance Service.
An updated reimbursement rate from the
state as a result of the study will net Johnson
County an estimated $390,000 in new
revenue. The Johnson County mayor and
county budget director requested the study.
UT initiated a program in conjunction
with the US. Department of Agriculture

to promote the creation and expansion of
businesses in 19 rural Tennessee counties.

Space Institute

UTSI began an effort to develop low-cost
carbon fiber production technologies with
multiple commercial applications. The U.S.
Department of Transportation provided
first-year funding of $950,000. Rese archers
intend to produce high-strength, light-weight,
low-cost materials that will have a major
impact on the manufacturing economy.

A micro-gravity experiment co-designed

by Dr. Basil N. Antar, UTSI professor, was
completed aboard the International Space
Station in May. The experiment—UT's first
to be performed on the Space Station—is
expected to confirm Antar’s theory of a new,
more accurate way to measure the thickness
or viscosity of fluids. The study could help
scientists improve processing of materials—
on Earth as well as in space.

The appointment of Dr. Jack Britt
and strategic planner in the
UT system.

Dr. David Millhorn 1s an
researcher and 1s in that
be the point of difference
is absolutely critical as we
of UT.






THE UNIVERSITY OF TENNESSEE

ASSETS
Current assets:
Cash and Cash Equivalents
Investments
Accounts, Notes and Grants Receivable (net) (Note 4)
Inventories

Prepaid Expenses and Deferred Charges
Total Current Assets
Noncurrent assets:
Cash and cash equivalents (Note 2)
Investments (Note 2)
Investment in UT - Battelle, LLC (Note 11)
Accounts, notes, and grants receivable (net) (Note 4)
Lease payments receivable (Note 15)
Capital assets (net) (Note 5)
Prepaid expenses and deferred charges
Total noncurrent assets
Total assets

LIABILITIES

Current liabilities:

Accounts payable

Accrued liabilities

Deferred revenue

Deposits payable

Annuities payable

Long-term liabilities, current portion (Note 7)
Deposits held in custody for others

Deposits held in custody for component units

Total current liabilities

UNAUDITED STATEMENT OF NET ASSETS

$ 169,633,793.82
62,581,151.65
81,197,921.84
8,280,697.62
3,207,594.53
324,901,159.46

325,136,322.13
410,843,947.50
2,517,991.00
109,850,081.42
25,928,972.67
973,785,127.02
2,178,525.16
1,850,240,966.90

$ 2,175,565,569.07

$  73,749,840.70
40,605,375.66
65,916,569.11
418,306.18
1,303,987.55
44,581,114.67
9,386,941.32
2,775,428.05
238,737,563.24

Noncurrent liabilities:

Deferred revenue (Note 7)

Long-term liabilities, noncurrent portion (Note 7)

Due to grantors (Note 7)
Annuities payable (Note 7)

NET ASSETS

Total noncurrent liabilities
Total liabilities

Invested in capital assets, net of related debt

Restricted:

Nonexpendable:

Scholarships and fellowships
Libraries

Research

Instructional department uses
Academic support

Other

Expendable:

Unrestricted (Note 18)

Scholarships and fellowships
Libraries

Research

Instructional department uses
Academic support

Loans

Capital projects

Debt service

Other

Total net assets

June 30, 2005

15,500,438.71
274,490,686.38
36,722,743.00
1,787,941.02
334,501,809.11

$ 573,239,372.35

$ 723,850,879.80

144,664,221.85
13,199,439.21
17,275,653.50
107,796,337.92
25,973,736.57
26,949,199.61

108,658,308.35
1,457,248.72
28,798,631.54
80,113,547.96
43,741,865.40
8,942,885.20
19,760,332.15
302,603.33
50,116,222.53
194,266,123.10
$ 1,602,326,196.72



INVESTMENTS

Total funds invested to benefit UT increased by $51 million
during fiscal year 2005, marking a new high for this important
support measurement. Generous private support and solid capital
market investment returns were responsible for this record total. The
accompanying graph depicts the growth of these funds over the past ten
years and reflects an increase of more than 12 percent during that period.

The market value of these funds totaling $767 million at June 30
comprises five distinct components. University pooled endowments
($499 million), university separate endowments ($9 million), life income
funds ($51 million), University of Chattanooga Foundation ($104
million), and the Tennessee Chairs of Excellence ($104 million).

The top two layers shown on the graph are funds managed outside
the university. Tennessee Chairs of Excellence, managed by the state
of Tennessee, provided $3.1 million during the year to support chair
programs at all UT campuses. The University of Chattanooga Foundation,
managed by the foundation board, provided $4.1 million for programs at
the university’s Chattanooga campus.

The bottom three layers are funds managed by the university
consistent with the objectives of the funds. One of the layers consists
of university-administered Life Income Trusts which are invested trust
funds that provide an annual income to beneficiaries for a specified
period of years or for the life of the beneficiary. These funds totaled
$51 million at June 30, 2005. The remaining two layers are university
endowment funds consisting of separately invested endowments
and a pooled investment fund. The university pooled endowments
are managed in a consolidated investment pool created in 1954 to
provide the advantages of a well diversified investment portfolio to all
participating endowments regardless of size. Reported June 30, 2005,
investment returns for the pooled endowments totaled 11.2 percent
and 9.2 percent for the one and ten year periods respectively. Income
distributed from the pooled endowments for the year totaled $20.6
million, an increase of $1.4 million over the previous year. This amount
was in accordance with the spending plan articulated as 5 percent of a
three-year moving average market value measured each December 31.
The long-term goal of the pooled endowment investment program is
to provide a sustainable and increasing level of support for university
programs while preserving the real purchasing power of the endowment.
The measurement of this goal is over a rolling ten-year period, and as
of June 30, 2005, the goal had been achieved with the reported total
return of 9.2 percent adding real value to the fund of 1.5 percent after
distributions and inflation.
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THE UNIVERSITY OF TENNESSEE

FROM CONGRESSIONAL DISTRICTS
Lynn Johnson, Kingsport, First District

William Stokely I1I, Knoxville, Second District
John Thornton, Chattanooga, Third District
Don Stansberry Jr, Huntsville, Fourth District
James Murphy, Nashville, Fifth District
Andrea Loughry, Murfreesboro, Sixth District
Waymon Hickman, Columbia, Seventh District
Jerry Jackson, Dyersburg, Eighth District

Johnnie Amonette, Memphis, Ninth District

FROM ANDERSON, BEDFORD, COFFEE, FRANKLIN, LINCOLN,
MOORE, AND WARREN COUNTIES

Steven Ennis, Tullahoma

FrROM DAVIDSON COUNTY
Clayton McWhorter, Nashville

From HAMILTON COUNTY
James Wolford, Chattanooga

FroM KNOX COUNTY
James Haslam II, Knoxville

Susan Richardson-Williams, Knoxville

The University of Tennessee does not discriminate on the basis of race, sex, color, religion,
national origin, age, disability or veteran status in provision of educational programs and
services or employment opportunities and benefits. This policy extends to both employment by
and admission to the University.

The University does not discriminate on the basis of race, sex or disability in its education
programs and activities pursuant to the requirements of Title VI of the Civil Rights Act of 1964,
Title IX of the Education Amendments of 1972, Section 504 of the Rehabilitation Act of 1973,
and the Americans with Disabilities Act (ADA) of 1990.

Inquiries and charges of violation concerning Title VI, Title IX, Section 504, ADA or the Age

BOARD OF TRUSTEES 2004-2005

FROM SHELBY COUNTY
Rhynette Hurd, Memphis

Karl Schledwitz, Memphis

FROM WEAKLEY COUNTY
Barbara Castleman, Martin

STUDENT MEMBER
Lauren Brannon, UT Martin

FAacuLTY MEMBER
Susan Vickerstaff, UT Martin

EX OFFICIO MEMBERS
Governor of Tennessee, Phil Bredesen

Commissioner of Education, Lana Seviers
Commissioner of Agriculture, Ken Givens
President of the University, John Petersen

Executive Director, Tennessee Higher
Education Commission, Richard Rhoda

Discrimination in Employment Act (ADEA) or any of the other above referenced policies should
be directed to the Office of Equity and Diversity (OED), 1840 Melrose Avenue, Knoxville,

TN 37996-3560, telephone (865) 974-2498 (V/TTY available) or 974-2440. Requests for
accommodation of a disability should be directed to the ADA Coordinator at the UTK Office of
Human Resources, 600 Henley Street, Knoxville, TN 37996-4125.

PA#E17-0405-002-010-06
A project of the Office of the President, with assistance from UT Creative Services, 974-2225.
Revisions: 7194.








