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An annual financial report accounts 1'01'

the assets and liabilities of the insti
tution and assures that the hooks are

balanced. Genuine accountability also means
assuring that the financial management
is strong and that the enterprise is a worthy
investment.

I am proud to say 1989-90 was a year of
increasing strength in the financial management
of the University of ~linnesota. Throughout the
finance and operations structure, the weak
nesses of the past are being corrected. Simul
taneously, the strength 1'01' the future is being
huilt through a systematic quality management
program, an effort. that I believe will have
very important implications throughout the
Lniversity.

The investment. value or the Vniversity also
grew this year. More than 10,000 students earned
degrees, and 7,000 of those graduates will stay
here in Minnesota 1'01' their first jobs.

Lniversity researchers won competitive con
tracts and grants totaling $275 million, most of
whil'h came from outside ~Iinnesota and would
have been spent elsewhere if the work of our fac
ulty and staff were not so well regarded. Not inci
dentally, those funds also mean 6,000 to 7,300
jobs that otherwise wouldn't. be here. And, those
dollars have a multiplier effect as they circulate
in thp \Iinnesota economy. Annually, the effect
of the outside support is greater than the
University's appropriation from lax revenues.

That's already a good investment, but the
greater returns will be in t.he future. The new
knowledge from our research will be shared
more aggressively than ever before through
strengthened teaching, technology transfer,
and outreach programs.
Cordially,

Nils Hasselmo

Presidenl

Oclober 31, 1990



The University of Minnesota was founded

in 1851, seven years before Minnesota

became astate. It is the state's land-grant

university with a strong tradition of education

and public service, a major research institution

with scholars of national and international repu

tation, and the urban university for the Twin

Cities of Minneapolis and St. Paul. This combina

tion of functions makes it one of the most com

prehensive universities in the country.

The University has five campuses and numer

ous centers throughout the state.

• The Twin Cities campus in Minneapolis and

St. Paul is the largest campus; composed of 20

colleges, it offers a full range of academic and

professional degrees.

• The Duluth campus's six colleges offer master's

and baccalaureate degrees and, in conjunction

with Twin Cities departments, doctoral degrees.

In addition, the Duluth School of Medicine offers

a two-year basic science program leading to com

pletion of the M.D. through the Twin Cities

Medical School.

• The Morris campus offers bachelor of arts

degrees in 28 majors and is rated one of the coun

try's top public liberal arts campuses. It

is one of 13 colleges cited in "Gems in Higher

Education" in the December 1989 issue of

Changing Times.

• The Crookston campus offers two-year associ
ate degrees in science or applied science

in the Divisions of Arts and Sciences, Agriculture,

Business, and Hospitality and Home Economics.

• The Waseca campus offers two-year associate

degrees in applied science in seven areas re.lated

to agriculture and services to rural homes and

communities.

• Other important University units include:

Minnesota Supercomputer Center, Minneapolis

Hormellnstitute, Austin

Lake Itasca Porestry and Biological Station,

Itasca State Park

Gray Preshwater Biological Institute, Navarre

O'Brien Observatory, Marine on St. Croix

Natural Resources Research Institute, Duluth

Cloquet Porestry Cent.er

Cedar Creek Natural Hist.ory Area, Bet.hel

Rosemount Research Center

Horticultural Research Center, Excelsior

Minnesota Landscape Arboretum, Chanhassen

Sand Plain Experimental Pield, Becker

Agricultural Experiment Stations, Rosemount,

Crookston, Grand Rapids, Lamberton, Morris,

and Waseca

• Through t.he Minnesota Extension Service, the

University is present. in each of Minnesot.a's 87

counties. The University of Minnesota Hospital

and Clinic is on t.he Twin Cit.ies campus in

Minneapolis.

Pirst- time readers of college and university

financial statements may not be used t.o t.he

accounting and report.ing style of these institu

tions. Most nonprofit agencies, including colleges

and universities, use aspecial type of accounting

called "fund accounting." In this kind of account

ing, resources used for similar purposes are

grouped and managed together in a fund, and t.he

fund name reOects its purpose (for example, loan

funds, endowment funds). "Punds" in this con

text does not mean cash, although each fund has

cash and ot.her balances and its own balance

sheet (assets, liabilities, and fund balances).

Each fund's annual act.ivity is described in t.he

"Statement of Changes in Pund Balances." Within

these fund groups, a distinction is made between

unrestricted and restricted funds. This distinc

t.ion is fundamental, since restrict.ed funds have

legally binding limitations on t.heir use.

To help explain the University of Minnesota's

financial activity and condition, this annual

financial report conforms to prescribed stan

dards for colleges and universities. The following

discussion highlights and supplements the state

ments of condition (balance sheet) and activity

(changes in fund balances and current funds

revenues, expenditures, and other changes).

,



;urrent Funds

As the title suggests, Current Funds support day
to-day University operations. Since the majority
of the University's activity occurs in the current
funds, an entire statement details this activity:
the "Statement of Current Funds Revenues,
Expenditures, and Other Changes." In addition
to separating C'ment Funds into unrestricted
and restricted, expenditures are categorized by
Education and General, Auxiliary Enterprises,
and Hospitals.

The University's Current Funds are financially
and programmatically sound. For 1989-90, rev
enues exceeded expendit.ures by $14 million,
bringing the current fund balance to

$378,365,000. Of this amount, $103,835,000
is restricted as to use by the donor, $135 million
orthe unrestricted balance is designated, and
the undesignat.ed remainder includes collegiate
balances and $19.7 million of the total central
reserve balance of $45.4 million. In 1989-90, the
University established accruals for future pay
ments related to workers' compensation and
other employee benefits and also restated its
1988-89 financial statements to reflect these
accruals. See Note 2 to the financial statements
for further information. Based primarily on the
strength of the Current Funds balance sheet and
financial operations, Moody's gave the University
an Al rating in a JlIl~' 16, lfl90, credit report.

CURRENT FUND BALANCES AS A PERCENTAGE OF CURRENT FUND REVE!'IUES
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1990 CURRENT FUND EXPENDITURES

8% Auxiliary Enterprises

19% niversit)' Hospital

i3% Education and General



Education and General Expend/tuN'

The Education and General expenditure
component of the Current Funds includes
the University's three primary activities of
instruction, research, and public service; the
support activities of academic, student, institu
tional, and physical plant; and scholarships and
fellowships. Nearly two thirds of the University's
Education and General Funds are spent on the
three primary activities. However, instruction
and support activi ties are financed primarily
from unrestricted sources, while the research
and public service activities are financed mostly
from restricted sources.

EDUCATION AND GENERAL EXPENDITURES 1990
(in thousands)
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INSTRUCTION- As expected, instruction is the
largest single category of Education and General
expense. The University offers undergraduate
and graduate degrees in more than 250 fields
of study. Nearly 450,000 degrees have been
awarded, almost 20,000 of which have been
Ph,O.'s, In 1989-90, 10,835 degrees were awarded
including 623 Ph.O.'s.

In order to improve the quality of instruction,
the University is reducing enrollment, Revised
preparation requirements that take effect in fall
1991 have already resulted in better prepared
entering freshmen, and retention of students
has started to improve. More than 80 percent of
University students are residents of Minnesota,
and nearly 70 percent of our graduates stay in
Minnesota for their first job,

1989-90 ENROLLMENT BY CAMPUS

2% Waseca

2% Crookston

4% Morris

15% Duluth

77% Twin Cities



HEADCOUNT ENROLLMENTS-FALL QUARTER
(excludes CEE)
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RESEARCH-The University is also a major force
in the research arena, often ranking in the top
10 nationally in terms of federal grants and con
tracts awarded to universities. In August 1989, a
five-year, $66.9 million contract- the largest in
the University's history-was awarded to estab
lish the High Performance Computing Research
Center.

While the health sciences lead the way,
research in the basic sciences, agriculture, and
the social sciences thrives as well. Technology
transfer activities at the University have grown
steadily in recent years. In calendar year 1989, 41
patents-a 50 percent increase over 1988 -were
issued to faculty and assigned to the regents of
the University of Minnesota, placing Minnesota
seventh among public and private universities.

RESEARCH EXPENDITIJRES 198~90

(current dollars in millions)
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PUBLIC SERVlCE-The University's public service
mission is evident in all of its endeavors, but the
primary outreach programs are administered by
the Minnesota Extension Service (MES) and
Continuing Education and Extension (CEE).

Atransformed MES is present in each of
Minnesota's 87 counties, providing programs
in home, family, and agri-economics; water and
soil management; and livestock and crop man
agement, as well as responding to such issues as
grasshopper infestations, drought, and Dutch elm
disease.

CEE provides both credit and noncredit
instruction in the Twin Cities, Duluth, Morris,
Rochester, and other locations. These services
complement and supplement the regular day pro
grams of the University. For 1989-90, Continuing
Education and Extension registered approxi
mately 75,000 people in credit programs and
40,000 people in noncredit programs.

The University also supports art museums on
the Twin Cities, Morris, and Duluth campuses;
sponsors music, theater, and dance programs;
and hosts several other cultural activities.
Opportunities to examine current public policy
issues are provided by the Humphrey Institute
for Public Affairs.

6
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..
SUPPORT ACTIVlTlES- The University's support
activities, though less visible, are vital to the
primary mission of instruction, research, and
public service. The University's library ranks
15th nationally in collection size, with more than
4 million cataloged volumes, nearly 2 million
microforms, and 50,000 serials. LUMINA, the
University's automated library system, contains
more than 2 million bibliographic records and is
the most complete on-line catalog among North
American research libraries. It lends more than
150,000 items each year to other libraries in
Minnesota and across the United States, a larger
interlibrary lending program than the Library
of Congress.

Researchers and students also have access
to one of the most sophisticated supercomputer
centers in the nation through the Minnesota
Supercomputer Center and the University's
Supercomputer Institute.

The University's facilities- its physical plant
encompass nearly 25 million gross square feet,
more than the office space of downtown
Minneapolis and St. Paul combined.

COST OF ATTENDANCE

9% Fees, Books, Supplies

22% Other

46% Room and Board

23% Tuition

STUDENT Am- Scholarships and fellowships,
the last component of Education and General,
totaled $46,236,000 for 1989-90. Student financial
aid is a complex area of financial reporting. The
amount reported under current funds includes
most of the nonrepayable need-based and talent
grants. However, none of the repayable (loan)
aid is reported here.

To put the student financial aid picture in
perspective, the calculated need for University
students in 1989-90 was $188.5 million; of this
amount, $53.5 million was met with nonrepayable
aid, $8 million was met through work aid, and
$84 million was provided through loans. The
remainder, $43 million, represents the unmet
financial need of University students. This unmet
need is presumed to be met by students working
in unsubsidized employment settings and
through reduced living expenses.

1989-90 STUDENT FINANCIAL AlD

Auxiliary Enterprises

In addition to the Education and General
activities, the University operates several
self-sustaining enterprises. Called Auxiliary
Enterprises, these activities include residence
halls, food services, student unions, bookstores,
men's intercollegiate athletics, etc. While these
activities support the University's operations and
clients, they operate as freestanding enterprises,
responsible for covering their operating costs
with fees charged.

Hospitals

The University operates a 719-bed hospital. This
enterprise also is self-sustaining, but, by conven
tion, it is categorized separately for financial
reporting purposes. The University Hospital and
Clinic uses accounting and reporting conventions
for hospitals, and hospital records are audited
separately.

Loan Funds

Loan Funds consist of money lent to or available
for loan to students. This fund grows modestly
each year, the result of interest on loans out
standing and minimal new federal and state con
tributions. The vast majority of student loans are
granted by the private sector under the guaran
teed student loan program. For 1989-90, approxi
mately $75 million was loaned to University
students by external sources.

4% Work Assistance

23% Unmet. Need

45% Loan Assistance

28% Nonrepayable Aid
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Endowment Funds

Endowment and Similar Funds include true,

term, and quasi-endowments and annuity and life

income funds. By provision of the grantor, true

and term endowment principal cannot be spent;

quasi-endowments may be spent.

This fund group is managed in a way that pre

serves the endowment's real value by limiting the

earnings payout to innation-adjusted amounts.

Any addition to the endowment resulting from

earnings in excess of payout is recorded as an

increase to the quasi-endowment portion.

Plant Funds

The last classification of funds relates to the

University's physical plant assets. This fund

maintains a record of the historical cost of

acquired capital assets, funds reserved for capi

tal additions, and indebt.edness incurred

for capital additions. Funds for operating the

facilities (custodial, utilities, day-to-day mainte

nance) are accounted for in the Current Fund

group.

In addition to numerous remodeling projects

and construction in progress in 1989- 90, the

University opened its new swim facility and out

door track facility in time to host the Olympic

Festival in the summer of 1990.

The University's investment in its physical

plant is substantial. Total plant fund balances

exceed Sl.8 billion, or more than 70 percent of

the total University Fund balance. As with most

other public entities, the funds available to pre

serve facilities are inadequate. Nearly 50 percent

of the University's square footage is over 30 years

old, and half of that space is more than 50 years

old. While the University's space needs are con

siderable, its deferred maintenance needs are
acute.

1990 FUND BALANCES BY FUND GROUP

This quick walk-through of fund groups and

the University's activity in each is not meant as

a substitute for reading the IInancial statements.

Because accountability is much more than "bal

ancing the books," this discussion has provided

some examples of the public benefit derived from

the expenditure of these funds.

2% Loan Funds

11% Endowment Funds

15% Current Funds

72% Plant Funds





Minneapolis, Minnesota

October 26, 1990

TA Tceo

in fund balances and current funds revenues,

expenditures, and other changes for the year

then ended in conformity with generally accepted

accounting principles.

We also reviewed the adjustments described

in 1\ote 2 that were applied to restate the 1989

financial statements. In our opinion, such adjust·

ments are appropriate and have been properly

applied to the 1989 financial statements.

This audit was conducted for the purpose

of forming an opinion on the basic financial state·

ment.s taken as a whole. The supplementary

information included in the accompanying state·

ment of nonmandatory transfers among funds is

presented for purposes of additional analysis and

is not a required part of the basic financial state

ments. Such information has been subjected to

the auditing procedures applied in the audit of

the basic financial statements and,

in our opinion, is fairly stated, in all material

respects, in relation to the basic financial state

ments taken as a whole.

REPORT OF INDEPE. DE T

To the Board of Regents

University of Minnesota:

We have audited the accompanying balance

sheet of the l niversity of ~1innesota as or June

30, 1990, and the related statement~ of changes

in fund balances and current funds revenues,

expenditures, and other changes 1'01' the year

then ended. These financial statements are the

responsibility of the University's management.

Our responsibility is to express an opinion on

these financial statements based on our audit.

The financial statements of the University of

Minnesota for the year ended June 30, 1989,

before restatement, which condensed statements

are presented for comparative purposes only,

were audited by other auditors, whose report,

dated November 3,1989, expressed an unquali

fied opinion on those statements.

We conducted our audit in accordance with

generally accepted auditing standards. 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 a test basis, evidence supporting the

amounts and disclosures in the financial st~te

ments. An audit also includes assessing the

accounting principles used and significant esti

mates made by management, as well as evaluat

ing the overall financial statement. presentation.

We believe t.hat our audit provides a reasonable

basis for our opinion.

In our opinion, the financial stat.ements

referred to above present fairly, in all material

respects, t.he financial position of the L'niversity

of Minnesota as of June 30, 1990, and the changes



tVERSITY OF MINNESOT

B LAC E S II E E T (in thousands)

June 30,1990 (with comparative totals for 1989)

Endowment Tolal aU funds
Current funds Loan and similar Plant 1989

[nrestricled Restricted funds funds funds 1990 (ReSlated)

Assets:
Cash and temporary investments $210,731 $ 54,064 $ 1,786 $ 5,844 $ 179,469 $ 451,894 $ 431,576
Receivables 106,825 41,825 46,287 103,149 298,086 231,296
Inventories 27,441 36 27,477 29,183
Prepaid expenses and deferred charges 11,038 5,226 16,264 17,598
Investments 55,216 25,192 361 267,978 61,594 410,341 :358,951
Investment in unconsolidated subsidiary 6,525 6,525 11,:362
Investment in plant 1,806,180 1,806,180 1,713,024
Other assets 8,137 8,137 8,500

Total assets $425,913 S121,117 $48,434 S273,822 $2,155,618 $3,024,904 $2,801,490
Liabilities and Fund Balances:
Liabilities:

Accounts payable 53,603 11,674 37 4,972 70,286 48,359
Accrued liabilities and other 81,699 5,405 35 9,429 96,568 86,295
Unearned income 13,738 13,738 12,220
Bonds payable and capital lease obligations 288,859 288,859 294,297
Interfund borrowing 2,343 203 177 (2,723)

--- --
Total liabilities 151,3R;l 17,282 214 35 300,537 469,451 441,171

Fund balances:
Unrestricted:

'ndesignated 139,209 139,209 119,528
Designated 135,321 136 213,367 348,824 :338,733

Restricted 103,835 11,495 94,983 210,313 167,211
U,S. government grants and other refundables 36,589 36,589 36,464
Endowment 144,631 144,631 135,975
Term endowment 6,666 6,666 6,678
Quasi-endowment, restricted 74,713 74,713 66,703
Quasi-endowment, unrestricted 47,690 47,690 38,009
Life income 87 87 112
Net investment in plant 1,546,731 1,546,731 1,450,906

Total fund balances 274,530 103,835 48,220 273,787 1,855,081 2,55,5,453 2,360,:319
Total liabilities and fund balances $425,9l3 $121,117 $48,434 $273,822 $2,155,618 -53,024,904 $2,801,490

The or-companying notes are an integrat part ojthe Jina.ncial statements.

II



ll. I

STAT

Eill ITY OF MI E 'OTA

ME T OF CHA 'GES ] FUND B A LAN C E S (i1J tho'llsands)

For the year ended June ,10, 1990 (with comparative totalsIor 1989)

Current funds Loan funds Endowment funds

Unrestricted Restricted True Quasi
Revenues and other additions:

Unrestricted revenues $992,877
Federal appropriations $ 14,643
State appropriations 74.1 19
Federal grants and contracts 175,496 $ 627
State grants and contracts 19,106
Local grants and contracts 2,314
Private gift.';, grants, and contracts 121,959 66 $ 535
Endowment income 9,865
lnvestment income 3,458 217 982 $ 338
Realized gains (losses) and adjustments to market value, net (240) 8,452 8,8.59
Student loan interest 1,467
Expended for plant facilities (including

$64,341 charged to current funds expenditures)
Notes and bonds payable expended
Retirement of indebt,edness
Other additions 99--

Total revenues and other additions 992,877 420,720 2,476 9,969 9,197
Expenditures and other deductions:

Education and general 593,136 378,032
Auxiliary enterprises 101,358 III
University hospitals 250,057 613
lndjrect costs recovered 37,118
Loan cancellation 530
Administrative and collection cost.'; 519
Expended for plant facilities, including $8,090 not capitalized
Expended for plant facilities, funded by debt
Retirement of indebtedness
Interest on indebtedness
Disposal of plant facilities
Other deductions 388

Total expenditures and other ded uctions 944,551 416,262 1,049
lnterfund transfers, additions (deductions):

Mandatory:
Principal and interest (2,043) (14)
Renewals and replacement.'; (317)
Loan fund matching grant (70) 70

Nonmandatory (32,791) (3,513) ~) (1,350) 8,494
Total transfers (35,221) (3,527) ~) (1,350) 8,494

Net increase (decrease) for the year 1:3,105 931 1,184 8,619 17,691
Fund balances, beginning of year, as restated 261,425 102,904 47,036 142,765 104,112
Fund balances, end of year $274,530 $103,835 $48,220 $151,384 $122,403

The accompanying notes ure an inlegrat part oj' the financiat statl?ments.

L



Plant funds
Net Totals

investment 1989
Unrestricted Restricted in plant 1990 (Restated)

$ 992,877 $ 947,896
14,64:3 14.013

$ 74,880 148,999 85,636
176,123 165,644

19,106 19,025
2,281 4,595 2,421

~ ;100 1,008 12:3,868 112,942'.
9,865 12,964

17,619 2,045 24,659 24,251
581 (259) 17,393 19,150

1,467 1,252

$ 112,50:3 120,112
21,014

6,172 6,172 7,386
548 4,185 4,832 119--

19,048 84,140 118,675 1,657,102 1,553,825

971,168 914,214
101,469 92,748
250,670 245,217
:17,118 34,S28

530 1,118
519 525

43,374 12,878 56,252 53,079
21,662

6,172 6,172 7,386
18,364 18,364 18,335

19,318 19,318 15,263
388 336

43,374 37,414 19,318 1,461,968 1,404,711

(14,871) 24,898 (7,970)
419 (102)

41,530 (16,495) 4,4:38
27,078 8,:301 (:3,5:32)
2,752 55,027 95,825 195,134 149,114

196,578 53,993 1,450,906 2,360,319 2,211,205
$199,330 $109,020 $1,546,731 $2,555.453 $2,360,319-

l:l



NIVER ITY OF .IINNESOTA

STATEM T OF CURRENT F DS REVENU

ADO THE R C HAN G E S (;11 thoJl.~tlnd )

for the year ended June 30,1990 (with comparative totals for 1.989)

t EXPENDITURES,

Revenues:
Tuition and fees
Federal appropriations
State appropriations
Federal grants and contracts
State grants and contracts
Local grants and contracts
Private girts, grants, and contracts
Endowment income
Investment income
Realized gains (losses) and adjustments to market value, net
Other revenue
Equity in earnings (losses) of unconsolidated subsidiary
Sales and services of educational activities
Sales and services of auxiliary enterprises
Sales and services of hospitals

Total revenues

Expenditures and mandatory transfers:
Education and general:

Instruction
Research
Public service
Academic support
Student services
Institutional support
Operation and maintenance of plant
Scholarships and fellowships

Education and general expenditures

Mandatory transfers for:
Principal and interest
Loan fund matching grant

Total education and general

Auxiliary enterprises:
Expenditures
Mandatory transfers for:

Principal and interest
Renewals and replacements

Total auxiliary enterprises

University hospitals:
Expenditures
Mandatory principal and interest transfers

Total University hospitals

Total current expenditures and mandatory transfers

Other transfers, additions (deductions):
Excess of restricted additions over expenditures
Refunded to grantors
Nonmandatory transfers

Total other transfers, additions (deductions)

Net increase in fund balances

I~

Unrestricted

$140,427

367,566
33,536

169
19

5,530
276

26,899
(578)

(I,837)
65,181

106,205
249,484

992,877

289,168
17,466
17,474
84,683
36,928
57,694
74,132
15,591

593,136

712
70

593,918

101,358

1,137
317

102,812

250,057

-----.lM
250,251

946,981

(32,79 I)

(32,791)

$ 13,105

1990
Restricted

$ 14,473
71,859

149,294
18,256

1,993
113,782

7,958
1,155

378,770

57,621
211,370
56,804
16,120
3,330

733
1,409

30,645

378,032

14

378,046

III

III

613

613

378,770

4,832
(388)

(3,513)

931

$ 931

1989 Total
Total (Restated)

$ 140,427 $ 128,993
14,473 14,135

439,425 408,044
182,830 166,980

18,425 12,810
2,012 2,181

119,312 108,345
8,234 9,300

28,054 23,751
(578) (804)

3,873
(I,837) 1,057
65,181 71,502

106,205 101,527
249,484 243,652

1,371,647 1,295,346

346,789 325,928
228,836 199,738

74,278 75,460
100,803 95,173
40,258 37,419
58,427 62,125
75,541 76,292
46,236 42,079

971,168 914,214

726 998
70

97 I,964 915,212

101,469 92,748

1,137 1,193
317 276

102,923 94,217

250,670 245,2 I7
194 732

250,864 245,949

1,325,751 1,255,378

4,832 15,830
(388) (336)

(36,304) (32,486)

(31,860) (16,992)

$ 14,036 $ 22,976



MI NE OTA

CIAL STATEME. T

ACCOU1\TING BASIS

(1) ulllmaryof 'Ignificant
Accounting Policle '

PLANT

occurrence of a particular event. Quasi-endow

ment restricted funds represent restricted gifts,
other amounts and accumulated earnings
in excess of the University's spending rate policy
designated by the University for specific pur
poses for which the University has established
endowments. Quasi-endowment unrestricted
funds are funds without restrictions that have
been allocated by the University for investment
purposes.

CASH AND TEMPOIlAIlY INVESUIENTS

lnventories held for resale are carried at
the lower of cost (first-in, first-out) or market
value and other inventories are carried primarily
at cost.

INVE\TORIES

IKVESTMEKTS

Funds to be used for acquisition of physical prop
erties for institutional purposes but unexpended
at the date of reporting, funds set aside for
renewal and replacement of institutional proper
ties, funds set aside for debt service charges and
for retirement of indebtedness related to institu
tional properties, and funds invested in institu
tional properties.

The cash balances of t.he various fund groups of
the University are invested primarily in domestic
and foreign commercial paper, money market
mutual funds, and short-term U.S. government
and agency securities. These investments are car
ried at amortized cost, which approximates the
market value at June 30, 1990. Also included in
cash and temporary investments are investments
restricted for sinking funds and bond reserve
funds (see Note 4).

Investments in securities are recorded at market
value and adjusted periodically for changes in
'market value. The University holds a substantial
portion of the assets in investment pools.

LOAN

cellRENT RESTRICTED

8xternally restricted operating funds that may
be utilized only in accordance with the purpose
established by the source of the funds.

The University's fund balance allocations rep
resent those fund balances that are restricted for
specific future uses by legal covenants, state poli
cies or granting agencies, or otherwise designat
ed by University policies. Undesignated amounts
represent collegiate balances and central
reserves.

All gains and losses arising from the sale
or other disposition of investments, and other
noncash assets and ordinary income derived
from investments, receivables, and the like, are
accounted for in the fund owning such assets,
except for income derived from investments
of endowment and similar funds, which is
accounted for in the fund to which it is restricted
or, if unrestricted, as revenues in the unre
stricted current funds.

The accounts of the University are summa
rized for financial reporting purposes into the fol
lowing fund classifications:

Funds provided by the federal government,
the State of :'vlinnesota, and private donors for
student loans. These are revolving funds in that
repayments become available for loans to other
students.

CCRRE,,"T 'NIlESTRIC'TED

Funds over which the University retains full con
trol to use in achieving its institutional purposes
including instruction, research, public service,
general supporting activities, and the investment
and cumulative earnings of the University's
wholly owned captive insurance company,
RUMINCO, Ltd.

E@O\\'\1ENT

Funds donated by individuals, agencies, and oth
ers that, as a condition of the gift instrument,
generally require the maintenance of principal.
The principal of true endowment funds is invest
ed permanently to produce income. Term endow
ment funds are similar to true endowment funds
except that all or part of the principal may be
expended after a specified period of time or the

OF
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fUSD ACCOUNTI'IG

In order to observe the limitations and restric
tions placed on the use of available resources,
the University uses the principles of "fund
accounting." Resources for various purposes are
classified into funds that characterize and reflect
sources of revenue and specified activities or
objectives. Separate accounts are maintained for
each fund; however, in the accompanying finan
cial statements, funds that have similar charac
teristics have been combined into fund groups.

The financial statements of the University of
Minnesota (the University) are presented on the
accrual basis in accordance with accounting prin
ciples outlined in the American Institute
of Certified Public Accountants' audit guide,
"Audits of Colleges and Universities," and guide
lines suggested by the National Association of
College and University Business Officers,

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 state
ment of income or a statement of revenues and
expenses.

To the extent that current funds are used to
finance plant assets, the amounts so provided are
accounted for as (I) expenditures in the case of
normal additions and replacements; (2) manda
tory transfers, in the case of required provisions
for debt amortization and interest and equip
ment renewal and replacement; and (3) transfers
of a nonmandatory nature for all other cases.

Current fund revenues include all unrestricted
resources earned during the year and restricted
revenues to the extent such funds were expend
ed for current operating purposes.
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Investment in plant at .June 30,1990, consisted of the following (in thousands):

Land
Buildings and improvements
Equipment
Other

I~\'ESTMF.'\T 1\ PL\\T

Land, buildings, and other property are recorded
at cost, except those received as gifts or bequests,
which are recorded at market value at date of
gift. Depreciation has not been recorded.

Interest is normally expensed as incurred,
except when it is incurred in conjunction with
major capital additions, and then it is shown as
an addition to investment in plant. The amount
of interest capitalized, net of interest income on
bond trustee-held investments, is determined by
applying current interest rates to the funds
required to finance the construction.

L\EARNED I~CO\lE

Tuition revenues and prepaid costs for summer
school sessions are deferred at year end and are
recognized in the following year when the classes
have been completed.

RECI:ASSIFICATIONS

Certain 1989 financial statement amounts have
been reclassified to conform with the 1990 pre
sentation.

(2) Re UlIeU!I'Jll

The prior year's financial statements have
been restated to adjust for accruals of workers'
compensation claims, the Faculty Retirement
Supplemental Defined Benefit Plan, and vacation
pay for certain academic employees. The effect.s
on the fiscal 1989 statement of changes in fund
balance for the current unrestricted fund as
reported at June 30, 1989, are as follows
(in thousands):

(3) Other Ba.lllDce h lOt JJIformation

Heceivables at June 30,1990, consisted of the following (in thousands):

Current unrestricted funds:
niversity hospitals

State appropriations
Accrued income
Student and other
Less allowance for uncollectible accounts

Current restricted funds:
Un billed charges, due principally from federal government
Other

Loan funds:
Notes receivable
Accrued interest
Less allowance for uncollectible accounts

Plant funds:
Notes receivable
Federal grants
State appropriations
Other

Total

$ 88,677
30,584

7,192
16,068

(35,696)

30,086
11,739

53,676
1,222

(8,611)

146
48

101,907
1,048

$ 106,825

41,825

43,287

103,149
$ 298,086

$ 30,186
1,191,473

466,792
117,729

$1,806,180

(4) I1bh and Trmporllr)' ul\'es m n s

Cash and temporary investments at June 30, 1990, consisted of the following (in thousands):
Temporary Trustee-
investment held

pool assets

Fund balance at June 30, 1988,
as previously reported

Effect of adjustments on June 30, 1988,
fund balance

Fund balance at June 30, 1988,
as restated

Net increa~e for the year ended
June 30,1989, as previously reported

Effect of adjustmenl~ on net increase
!"und balance at June 30, 1989,

as restated

S 266.371

(37,278)

229,093

35,885

(3,553)

S261,425

Current unrestricted
Current restricted
Loan
Endowment
Plant

Total

Market value per unit

$210,731
54,064

1,786
5,844

140,757
$413,182

$"'i.OO

$38,712
$38,712

Total
S21O,731

54,064
1,786
5,844

179,469
$451,894

10

Included in cash and temporary investments are
restricted investments that are held by the bond
trustee for sinking funds and for reserve funds
required to be maintained by the bond inden-

tures. The amount held by the trustee aggregated
$12,898,000 for sinking funds and $25,814,000 for
reserve funds at June 30,1990.



(5) Investments

Investments at June 30,1990, consisted of the following (in thousands):

vidual endowment. These excess earnings, which
are shown as a nonmandatory transfer, aggregat
ed 81,024,000 for the year ended June 30, 1990.

To enhance the return on investment.s, the
University maintains a securities lending and
arbitrage program involving the University's port
folios. As governed by defined guidelines and
agreements, the securit.ies lending t.ransactions
involve t.he loan of securit.ies by the University to
brokerage firms, banks, and other approved insti
tutional borrowers in exchange for cash or other
collateral acceptable to the University that is at
least 95 percent of the market value of the securi
ties loaned. This collateral, in accordance with
University guidelines, is invested in other arbi
trage transactions. Under the written agreements
with the borrowers, the University retains all
rights of ownership to the loaned securities,
receives all dividend and interest income, and
reserves t.he right to terminate at. any time any
loan of securities. At June 30, 1990, t.he University
had securities of approximately S116,000,000
involved in loans. These loans were supported by
collateral of approximately $115,000,000.

Under the other arbitrage transactions, the
University employs other portfolio management
strategies involving the purchase or borrowing of
securities and the subsequent. sale of these and
other University securities with a corresponding
hedge against market fluctuations using options,
futures, and other securities. As with the lending
of securities, these strategies are designed to
improve investment return by utilizing hedged,
minimal risk techniques that are short-term in
duration. At June 30, 1990, the University owned
investments of approximately $4,000,000
involved in these strategies. Some of these trans
actions also require the University to pledge cash
or securities as collateral, which is held at the
University's custodian bank. The total market
value of such collateral on June 30, 1990, was
approximately 850,000,000. Total income earned
on the securities lending and arbitrage strategies
including University-owned investments was
$961,159 for the year ended June 30, 1990.

Market Cost

$ 51,004 $ 51,004
218,316 213,136
126,365 107,316

8,499 8,553
6,157 6,157

$410,341 $386,166

Funds (SIF). GIF, PUF, and GIP are investment
pools that are unitized on a market value basis
with each participant subscribing to or disposing
of units on the basis of the market value per unit
at the beginning of the month.

The following t.abulation summarizes all
pooled and nonpooled investments by fund
(in thousands, except for market value per unit,
including accrued income):

each individual endowment. During the year
ended June 30, 1990, net non mandatory transfers
of $1,898,000 were made from the endowment to
current funds.

The distributed endowment earnings of the
Permanent University Fund are limited to the
lesser of 5.5 percent of the three-year moving
average of the market value of the fund assets or
the actual investment. income. When investment
income exceeds the 5.5 percent return, the
excess is transferred to quasi-endowment funds
from current funds for the benefit of each indi-

GIP GIF PUF SIF Total

Current funds:
Unrestricted $ 55,134 $ 33 $ 49 $ 55,216
Restricted 21,511 $ 1,362 2,314 5 25,192

Loan fund 361 361
Endowment fund 33,931 109,174 100,734 24,139 267,978
Plant fund 24,739 36,855 61,594

Total $135,676 $110,536 $103,081 S6t048 $410,341
Total pooled units ~ ~ 825 N/A N/A
Market value per unit,

including accrued income $ 114.21 $ 31.93 $ 124.95 N/A N/A

Based on the University's spending policy, earn
ings of the Group Investment Fund are distribut
ed at a rate of 5.5 percent of the three-year mov
ing average of the market value of the fund
assets; therefore, in certain years accumulated
capital gains are used to supplement investment
income. When capital gains are so used, they are
reported as a nonmandatory transfer from
endowment to current funds. When investment
income exceeds the above-stated 5.5 percent
return, the excess is transferred to quasi-endow
ment funds from current funds for the benefit of

Cash and temporary investments
Government and corporate bonds
Corporate stock
Venture capital
Mortgages and other

The combined investment return, including secu
rities lending and other portfolio management
strategies revenue, based on average month-end
market values was 9.5 percent for the year ended
June 30, 1990.

The University's endowment funds are
invested in the Group Investment Fund (GIF),
the Permanent University Fund (PUF), the Group
Income Pool (GIP), and in Separately Invested

17
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Fiscal year Capital lease
ending June 30 Bonds payable obligations Total

1991 $ 5,425 $ 675 $ 6,100
1992 6,445 563 7,008
1993 6,625 206 6,831
1994 6,820 116 6,936
1995 8,045 47 8,092
Thereafter 253,969 72 254,041

--
287,329 1,679 289,008

Less interest portion 149 149
-- ---

$287,329 $1,530 $288,859

renewals and replacements and .57,012,000 for
retirement of indebtedness as required by relat
ed debt covenants.

The University leases certain data processing
and office equipment under capital leases.
Included in the plant fund group at June 30, 1990,
is equipment acquired under capital leases of
$4,030,000.

Maturities and sinking fund requirements on
notes and bonds payable outstanding as well as
minimulTI future lease payments on capital leases
atJune 30,1990, are as follows (in thousands):

(6) Bonds Payable and Capital Le e Obligations

Outstanding indebtedness at June 30, 1990, consisted of the following (in thousands):

General Obligation Refunding Bonds, Series 1986A, at 6% to 7.82%,
due at various dates through 2005 except capital appreciation
bonds at 6% to 7.75%, due 2005-2011

Variable Rate Demand Bonds, Series 1985E, 1985F, 1985G, 1985H,
and 19851, F&G at 6.175% and E, H, and I at 5%, due at various
dates through 2017

Various alLXiliary enterprise bonds, at 3%, due at various dates
through 2013, collateralized by revenues of self-supporting
auxiliary enterprises and the full faith and credit of the University

Obligation under capital leases, at 4.45% to 11.75%

Other

Total

The full faith and credit of the University is
pledged for payment of principal and interest
related to the 1985 and 1986 bonds. The Variable
Rate Demand Bonds are subject to optional ten
der and mandatory tender by the bondholders in
certain circumstances. The University expects
that tendered bonds will be resold to the public
by a remarketing agent. To provide for the pur
chase of tendered bonds that are not remarketed,
the University has entered into a credit agree
ment with a bank.

Included as part of restricted plant fund
balances at June 30, 1990, are $7,025,000 for

IH

$106,995

162,500

17,720

1,530

114

$288,859

(1) Pl'nsion E p nditures
All employees of the University meeting age and
length of service requirements participate in
either civil service (Minnesota State Retirement
System-MSRS), faculty (University of
Minnesota), or Police Department (Police and
Fire Fund of Public Employees Retirement
Association-PERA) pension plans (the plans).
The plans require contributions by both employer
and employees. Pension expense of the
University for the year ended June 30,1990, was
$40,663,000, which includes the amortization of
prior service cost through 2012.

The Faculty Retirement plan of the University
is a defined contribution plan and is fully funded.
For faculty members employed prior to 1963, the
University provides a Faculty Retirement
Supplement Defined Benefit Plan that is being
funded in t.he amount equal to the annual bene
fits payable to retirees, plus the amount neces
sary to fund, over a four-year period, benefit
improvements.

Statewide plans (MSRS and PERA) cover
employees of the State of Minnesota, school dis
tricts, counties, cities, and other political subdivi
sions. The unfunded vested benefit liabilities of
the plans are not act.uarially segregated by
employer unit. As of June 30,1990, University
employees represented approximately 28 percent
and one percent of active plan participants in
MSRS and P'ERA, respectively.

At June 30, 1989, the date of the latest actuari
al valuation, net assets available for benefits
were 812,310,300, $1,824,416,000, and $637,868,000
for the Faculty Retirement Supplement, MSRS,
and PERA plans, respectively. The actuarial
present value of accumulated plan benefits was
not calculated.



( ) Related Partl s
The University of Minnesota F'oundation, the

niversity of Minnesota Medical Foundation, and
the Minnesota Landscape Arboretum Foundation
are independent corporations formed for the pur
pose of obtaining and disbursing funds for the
sole benefit of the University. At June 30, 1990,
the combined net assets of these foundations
(not included in the financial statements of the
University) were approximately $276,570,000, of
which approximately $269,570,000 were restrict
ed funds. During the year ended June 30, 1990,
these foundations distributed approximately
826,663,000 to the University, which has been
recorded as private gifts.

In addition, the University leases computing
services from Research Equipment, Inc., doing
business as the Minnesota Supercomputer
Cent.er, Inc. (MSC), a majority-owned subsidiary
of the University of Minnesota Foundation.
During the year ended June 30, 1990, t.he
University made net payments of approximately
$7,264,000 to MSC for computer usage. The

niversity has a one-year, noncancellable agree
ment commencing July 1, 1990, with :VISC for a
minimum of 87,400,000 in computer usage pay
ments. Additionally, MSC has outstanding future
minimum operating lease payments totaling
82,318,000 for building space under a noncan
cellable agreement with the University.

The University has extended a line of credit of
S5,000,000 at 9.7 percent, expiring June 30,1992,
to MSC. As of June 30, 1990, none of this line of
credit has been used.

The University owns 22,500 shares of $10
cumulative nonvoting preferred stock in
Research Equipment, Inc., with a cost of
84,500,000. This investment is recorded at cost in
"other assets" of the current unrestricted fund.
As of June 30, 1990, there was $675,000 in pre
ferred stock dividends in arrears due to the
University on its investment, which have not
been recognized as income by the University.

The University has a $3,637,000 nonmember
deposit in the University of Minnesota Fedeml
Credit Union, which is noninterest bearing and is
to be repaid in semiannual installments from
July 1, 1990, to July 1,1993. The amount is includ
ed in "other assets" in the current unrestricted
fund.

(9) ommJtmen 'and Contlngencl
Construction projects in progress, principally
buildings, that have been included in the assets
of the plant funds at June 30, 1990, approximat.e
852,324,000. The estimated cost to complete
these facilities is $54,854,000.

Groundwater and surface contaminat.ion,
which may have been caused by disposal of
hazardous wastes, was discovered in 1984 on
rniversity-owned property called Rosemount
Research Cent.er. The total remaining cost of this
cleanup is estimated at 88,000,000, which has
been accrued on the financial statements. The
majority of the cleanup is scheduled t.o begin in
1991, barring potential community problems.

The University has long held that medical resi
dent.s are students for social security purposes
and therefore has not collected social security
taxes from these individuals or remitted to the
Social Security Administration the employer
share of these taxes. In August 1990, the
University was notified by the Social Security
Administration that medical residents are not
considered by their agency to be students for
social security purposes. If that is the case, the
University estimates it would owe approximately
$5,000,000, excluding interest, in social security
taxes for calendar years 1985 and 1986, represent
ing both the employer and employee share. The
University is vigorously contesting this assess
ment. No liability for these taxes has been
recorded on the financial statements.

The University is a defendant in other cases
involving, among other matters, aUeged medical
malpractice, civil right.s violations, and breaches
of contract. While any litigation has an element
of uncertainty and the University cannot" there
fore, predict how these cases will be finally
resolved, management and its general counsel
believe the outcomes of the cases, individually
and combined, will not have a mat.erially adverse
effect on the University's financial condition.

(10) Income Taxes
The University is generally exempt from federal
and state income taxes as an instrumentality
of the State of Minnesota and under Section
501(c)(3) of the Internal Revenue Code.
Certain activities are subject to unrelated busi
ness income tax. Related to t.hese activities, the
University has a net operating loss carryforward
of approximately $512,000 at June :30,1989, which
expires in fiscal years 200:3 and 2004.
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for the year ended June 30, 1990

Current funds

Unrestricted Restricted Current Quasi-

Other AIIXiliary funds Loan Endowment endowment Plant

unrestricted enterprises Hospitals Total total funds funds funds funds

Transfers between current funds:

Amounts from restricted funds $ 240 $ 240 $ (240)
Amounts to restricted funds (2,059) (2,059) 2,059
Amounts from auxiliary enterprises 535 $ (536) (I) I

Amounts to auxiliary enterprises (361) 369 8 (8)
Reclassification from restricted

to unrestricted ~) ~) 33

Total (1,678) ~) ~) ~
Transfers from current to other funds:

Endowment and similar funds (4,002) (4,002) (6,839) $(10,841) $ 1,939 $8,902
Plant funds (18,903) (18,986) $(3,150) (41,039) (1,797) (42,836) $42,836

Total (22,905) (18,986) (3,150) (45,041 ) (8,636) (53,677) 1,939 8,902 42,836

Transfers to current from other funds:

Loan funds 374 374 I 375 $(375)
Endowment and similar funds 420 100 520 3,090 3,610 (2,134) (1,476)
Plant funds ~ 5,320 13,201 187 13,388 (13,388)

Total ~ ~ 14,095 3,278 17,373 (375) (2,134) (1,476) (13,388)

Transfers not affecting current funds:

Loan funds to endowment funds (2) 2
Endowment funds to loan funds 64 (22) (42)
Endowment funds to plant funds (25) 25
Between endowment funds (1,135) 1,135

-- --
Total 62 (1,155) 1,068 25

Total nonmandatory transfers $(15,908) $(13,733) $(3,150) $(32,791) $(3,51:3) $(36,304) $(313) $(1,350) $8,494 $29,473
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