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Hispanic

American Indian or Alaskan

2,800

International :btdent6

(ball quarter 1997)

Degree6 Granted

International students

representing 126 countries

Degrees awarded in

1997-98, including

679 Ph.D.'s

Total degrees awarded

through June 1998

(including 24,070 Ph.D.'s)

66,135

Women Total

18,948 37, 615

3,631 7,442

1,247 2, 21 9

1,094 1,908

Duluth

rnroLLment

(tall quarter 1997)

Men

African American

Asian or PaCific Islander

Twin Cities

Crookston 972

Morris 814

Grand Total

Total

Collegiate

University College

Classes

Total All Campuses

Minority fnrollment

(ball quarter 1997)

Hi6tory

The University of Minnesota was founded

as a preparatory school in 1851, seven

years before the territory of Minnesota

became a state. The Morrill Act or Land

Grant Act, signed into law by President

Lincoln in 1862, played a big part in the

school's survival. The act gave each state

a grant of land within its borders; the

income from the land was to be used

to provide education for people of

the state.

In 1869 the school reorganized and

became an institution of higher

education. At the first commencement

four years later, two students received

bachelor of arts degrees. The first doctor

of philosophy degree was awarded in

1888. In that same year, the Department

of Agriculture opened on the University

Farm in St. Paul.

The Duluth campus joined the University

in 1947; the Morris campus opened in

1960, the Crookston campus in 1966. The

Waseca campus, which opened in 1971,

closed in 1992.

UNIVERSITY OF MINNESOTA



By Qny mea6Ure ,

yudob traveled the Mate learning about what

Minne60tan6 wanted brom their Univenity and it6

new pre6ident. He qUickly became known bor hi6 wit.

hi6 love ob pancake6, and 60me important 6ymboLic

geMure6.

In AuguM he planted blowen in a maroon and gold

garden in bront ob CoUman Union. In October. on

Beautibul U Day. he helped paint the Wa6hington

Avenue Bridge. Amateur and probeMional cheb6

entered their beM pancake recipe6 in the Golden

Gopher Pancake Cook-obb in May.

(1, tremendoua au
ccedd.

Community i6 one ob the value6Yudob named in

hi6 October '7, '997, inaugural addreM. "Without

community the Univer6ity i6 a broMier environment

than even the coldeM Minne60ta day, .. he Mid.

''Without community we will never achieve our

higher purp06e6. ,. An October 6un wa6 6hining

on aLL the inauguration week event6.

The Mandout achievement ob hi6 birM year wa6

hi6 6ucceM with the governor and the legi6lature.

Aided by a Mrong Mate economy and a budget

6urplu6, yudob put together a package that won

unprecedented 6UppOrt bor academic prioritie6.

hiMoric pre6ervation. and new conMruction.

Thank6 to a record $207 million in the Mate bonding

bill. buiLding6 will be going up on aLL bour Univer6ity

campu6e6, and the hiMoric Northrop maLL will be a

conMruction zone. The biggeM item6 in the bonding

bill are $53.6 million bor a digital technology center

in Walter Library. $35 million bor the bint pha6e ob a

molecular and cellular biology building, $22.3 million

bor a Duluth Library. and $28.2 million bor a Morri6

6cience and math building.

The legi6lature al60 approved a 6upplemental bill

with $36 million bor the Univenity'6 molecular

and ceLLular biology. digital technology, new

media. de6ign. and agricultural re6earch initiative6.

Among other thing6, the money will help to attract

blue chip baculty.

In an interview bor the Annual Report, Yudob

reblected on 60me ob the accompLi6hment6 and

6urpri6e6 ob hi6 birM year.





What did you moM hope bor a<l you began your

pre<lidency, and did your bir6t year meet or <lurpaM

your expectation<l?

What I hoped for most was an overall improvement in

faculty and staff morale, a rededication to the academic

side of the institution and less emphasis on the things

that divide us, and of course a good response in the

legislature to the capital program.

I would say that the treatment in the legislature was

even better than I hoped. I am very grateful for the trust

that the governor, the legislative leaders, and the

members demonstrated in the University.

I'm always Pollyannaish and optimistic about the

University, and we are about where I thought we would

be. Maybe that's because I didn't understand how hard

the job is!

I really wanted to establish rapport with people of

Minnesota. I visited 60 plus towns, I met with tribal

councils, I met with farm groups, I drove a John Deere

tractor at Farm Fest, I was given a miniature birch canoe

by the people at the White Earth Reservation, I've got

warehouses full of pancake flour and syrup. I've been

pleased and mildly surprised about how wonderful that

part of the job has been.

Abter <luch a <lucceMbul biT<lt year. are you concerned

about whether you wiLL be able to keep it up?

I'm a very optimistic person. I don't think you ought to

take one of these jobs if you don't think you can do it.

My theory is that you give it 110 percent, you're highly

consultative, you think very carefully and analytically

about the problems, and then you move.

I'm going to try my best to keep doing my job. I think

we'll just continue along the same trajectory. In many

areas, like the five research initiatives and the

improvement of undergraduate education, I think the

game plan's there. We just have to make sure we have

flawless execution on the blocking and tackling.

Why wa<l the legi<llative appropriation <10 important?

It takes place at all sorts of levels. It's the pride people

of the state take in this great historic institution.

We're going to renovate the buildings to maintain that

history. A lot of what we're doing creates a stronger

sense of community.

I think that the capital funding for buildings and

laboratories is an absolutely essential but not sufficient

condition for moving ahead in those research areas.

Innovation is achieved by people, but they can't do it

without the right equipment and appropriate buildings

to do their work in. I also think it will help in outreach.

We have put more positions in the agricultural

experiment stations.



What are 60me other accompli6hment6 you're

e6peciaLly proud of

On July I we sent out a CD-ROM to every entering

freshman saying "Look, here's how you can get on

our computer system, here's an introduction to the

University, here's where the dorms are, here's where

you can get tickets to football games." To me that's

an exciting little victory.

I'm very service oriented. We had a retreat and I said

there are three principles in real estate-location,

location, location. There are also three principles of

public universities-service, service, service.

A lot of times the big picture changes because of

incremental changes in the small picture. Painting the

Washington Avenue Bridge was an example. There are

big issues out there-how we're going to reorganize

biology-but there are also little issues like washing the

windows, planting more flowers.

It's my view that the University is fundamentally sound

but we need to do some little things to make the place

more humane, and we need to do some big things to

make sure we're competitive in the 21st century.

Why i6 Beautiuul U Day important to you?

It's important because it shows a strong sense of

community. It is a finite task. You throw out equipment.

The windows are washed. It makes people feel better.

It's very symbolic. It shows that we care about our

environment. It also sends a message to the governor

and the legislators that we're proud of what we have

and we're going to keep it up.

Are there other achievement6 you'd like to

talk about?

One of the things that hasn't been mentioned much,

I think we're doing a lot better at diversifying central

administration. We have a woman vice president for

research, we have a woman vice president for human

4

resources, we have an African American woman who's

our treasurer. Mac Boston of course is here, Tonya

Brown is my chief of staff, Sandra Gardebring is vice

president for institutional relations.

We need to do better with underrepresented groups, but

if you look at the total complexion of the administration

there are three African Americans, half a dozen women

out of 12 people who report to me. I want the highest

level of competence and the highest level of diversity,

and I believe I have it.
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What are your plan6 uor improving the

undergraduate experience?

The undergraduate experience on all of our campuses

is foundational for the University. This is what the

taxpayers expect. This is what they're entitled to.

It's not inconsistent with graduate education, it's

not inconsistent with research.

What I'm trying to do is create a more hands-on

education. The faculty is 100 percent behind this. It's a

question of resources, not will. What is it I want? I like

the residential college concept. I like small freshman

classes. Every student in my eyes is an honors student

and deserves the best.

I think also it's service. Our students deserve the best

advising, the easiest registration, and so on. We're

trying to create for our undergraduates something akin

to what students would get at a small outstanding liberal

arts college.

Part of that whole process of improving undergraduate

education and improving the ranking of the University

is to put more resources into arts and humanities and

social sciences. It's my job to explain that to people. It

may not have as much pizzazz as leukemia research in

the public mind, but great universities treasure the

liberal arts.

We're sort of on a roll at the moment. Our applications

are up 13 percent, more than any other university

in the Big Ten. Roughly 80 percent of our students,

including the vast majority of students of color, say

they're satisfied.

It's hard to speculate on the reasons. President Hasselmo

made major changes to improve undergraduate education.

Our recruitment efforts are outstanding. Our curriculum

has improved. Maybe it's because private education

has become so expensive. The only thing the staff has

ruled out is the personal charisma of the president!

For whatever reasons we seem to be doing well.
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You've Mid you will be teaching a ure6hman 6eminar

your6elU. Why do you want to do that?

I'm going to teach a seminar on students and the

constitution with [general counsell Mark Rotenberg.

I did it twice in Texas, the first time I ever taught

undergraduates. I thought it was good. Students are

interested in the constitution. They're interested in

student rights. It's an engaging set of materials. I like

the book in the course. I'm using mine.



I actually found I learned a lot. You can learn a lot

about life in the residence halls, how the bureaucracy

is working, the pressures on the students from mom and

dad, who has advanced placement credit, and so on by

interacting with freshmen.

There are multiple reasons for doing it. One is I enjoy it.

The second is I can say, 'Tm a busy president. If I can

find time, Ms. or Mr. Professor of biology or history,

you also should think about making time." And the third

thing is it does sort of keep you a little better in tune.

A president doesn't have that much exposure to students

in their educational life. I tend to meet with student

leaders. It's another cut, another source of information

about what students think.

Willt>trengthening undergraduate education be

the UOCU6 OU the next Legi6Lative requet>t?

Yes. That will be a primary focus. As part of that request,

we'll be asking for resources to hire 100 additional

faculty members so that we can offer the freshman

seminars. We need to put more money into libraries,

we need to do more about advising, we want to offer

more study-abroad opportunities, we need to do more

about access for underprepared students, we're looking

at a broader role for General College in developmental

education.

Another focus will be competitive compensation.

To be competitive as a university, we really need to

be competitive in what we pay our faculty and staff.

We made some modest gains in the last legislative

session, but it takes multiple years to catch up.

Another area of emphasis will be financing health

profeSSional education. In the past we have counted on

clinical revenue and federal grants, and all the signs are

that we can't look to those sources to the same extent

any more. This is a very serious issue. It's going to take

a lot of work to figure out how we can educate the

health professionals that the state needs and deserves.
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What have you Learned about Minne60ta vaLue6?

On a personal level, Judy and I have been very warmly

received. Minnesotans are wonderful people, although

the one complaint I have about them is that they don't

know how to give directions. I've been lost in virtually

everyone of the 60 towns I've visited.

I've had to learn some of the cultural symbols. "Not bad"

means "Gosh, you were fantastic." "We have some

challenges" means "Watch out, Mr. President, there's a

disaster around the turn of the hallway there."

I told the regents that in Minnesota language, we had

a not bad year. Maybe next year it could even get to

be pretty good.





UNIVERSITY OF MINNESOTA

FISCAL YEAR 1998

FINANCIAL HIGHLIGHTS

The University of Minnesota's audited financial

statements for the year ended June 30, 1998, are

presented on the following pages. Fiscal year 1998

was an excellent year financially for the University.

The University's financial statements reflect an improved

balance sheet, strong revenues and investment gains,

and reduced risk as a result of the 1996 merger of

the University of Minnesota Hospital with Fairview

Health System.

This summary highlights some of the significant items

from the financial statements.

BALANCE SHEET

The current unrestricted fund balance increased $41,839

during fiscal year 1998, largely the result of increased

state appropriation funding. Cash and accounts

receivable grew by a combined $63,760, offset by an

increase in accounts payable and accrued liabilities

of hO,298. Higher levels of state appropriation revenue

resulted from the conversion of $28,500 of restricted

special funding to unrestricted operations and

maintenance funds. Additionally, an increase of

$47,000 was approved by the state to fund the faculty

compensation strategy, financial aid, technology

infrastructure improvements, and programmatic

investments.

The net change in the endowments fund balance of

$87.304 was the result of $67,350 and $31,054 realized

gains and adjustments to market value of true and

quasi-endowments respectively, due to appreciation

of invested assets in the combined endowment fund

pool. Realized gains and adjustments to market value

during the current fiscal year exceeded those recorded

in fiscal year 1997 by $16,363.

The fund balance in the plant funds decreased $111,494

during the year, principally due to a reduction in

accounts receivable of approximately $116,000 as a

result of the change in the University's method of

accounting for restricted state appropriations. Prior

to July I, '997, all state appropriation revenue was

recognized when made available by legislative acts.

Under the new method, the University recognizes this

revenue only to the extent that eligible expenditures

are incurred.

Investments in the plant funds decreased $90,138

largely to finance $83,426 of net property, plant,

and equipment additions during the year. Buildings

completed during the year, which were in progress last

year and, therefore, included in capital equipment as

ongoing construction projects, totaled approximately

$87,500 and $12,000 for the Twin Cities and Duluth

campuses respectively. Almost $50,000 of the increase

in the Twin Cities related to the new Carlson School of

Management building. New construction in progress was

largely related to the Twin Cities steam plant renovation

project, with $40,000 in current year expenditures. Net

equipment additions totaled approximately $32,000,

including a single large computer expenditure for

$15,000 by the Department of Aerospace Engineering

and Mechanics.
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As of September 30, 1998, the market value of the

University's investments had decreased $35,505, or 5.2

percent, due to overall investment market conditions.

Endowment fund revenues and other additions

increased by $13,184 from the prior year. The increase

was due to larger realized gains and adjustments to

market value on endowment investments, reflecting

the strength of equity markets during fiscal year 1998.

Plant fund revenues and other additions increased by

$27,061 in fiscal year 1998 as a result of higher additions

for property, plant, and equipment assets during the

year. Plant fund expenditures, transfers, and deductions

increased by approximately $93,719, due to increased

capital spending and the transfer of reserve balances

previously held in the plant funds by the University of

Minnesota Hospital. In addition, restricted plant fund

balances were reduced by a one-time charge of $72,686

because of the change in accounting for restricted

state appropriations for capital projects (see earlier

discussion).



Overall, current fund balances increased by $34,357, or

11 percent. This compares very favorably to a current

fund balance decrease of approximately $25,716 in fiscal

year 1997.

Current fund revenues increased overall by $156,398,

or approximately 10 percent. Tuition and fees increased

by $11,259 as a result of enrollment gains coupled with

1998 tuition increases that were approved by the Board

of Regents. Strong public support for the University

resulted in increased appropriations from the state of

Minnesota of $59,827 and higher income of $56,912 from

federal, state, and other government grants and

contracts and private gifts, grants, and contracts.

Current fund expenditures and mandatory transfers

were up by $160,708 in fiscal year 1998, reflecting

increases in salaries and benefits, sponsored grant and

contract spending, and new expenditures for major

systems projects (see Year 2000 discussion that follows).

Additionally, the prior year's expenditures reflected

losses of $31,939 related to the December 31, 1996,

merger of the University of Minnesota Hospital with

Fairview Health System.

.'

The Year 2000 problem results from computer programs

that were written using two digits rather than four

to define the applicable year. Any of the University's

computer systems that have date-sensitive software may

recognize a date using 00 as the year 1900 rather than

the year 2000, or vice versa. This could result in a

system failure or miscalculation causing disruption of

operations, including a temporary inability to process

transactions or engage in normal business activities.

The University has determined that it must upgrade

or replace parts of its computer systems so they will

properly recognize dates beyond December 31, 1999,

and has initiated a Year 2000 Project to address the

problem. More than 400 high priority systems

throughout the University have been identified. In

addition to the Year 2000 Project, an Enterprise Systems

Project, designed to replace applications for student,

payroll, and human resources management systems,

addresses Year 2000 concerns because the system

vendors have certified in writing that the new systems

will be Year 2000 compliant. The University's plan to

resolve Year 2000 issues involves a number of phases

ranging from inventory and assessment through

remediation, testing, and implementation. As of

September 1998, the inventory phase has been
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completed for most areas. The assessment phase is

85 percent complete with an estimated completion date

of December 1998. Remediation and testing is 25 percent

complete, with expected completion of more than 90

percent of the identified systems by June 1999. Year

2000 issues related to the University's general ledger

system have already been resolved.

Because of the University's decentralized nature,

continued reinforcement of expectations, priorities,

and resources on the more than 400 high priority

systems will be required in order to meet the June 30,

1999, Year 2000 Project deadline.

The cost of the University's Year 2000 compliance

efforts, including those in the Enterprise Systems

Project, amounted to approximately $15,000 during

fiscal year 1998. The overall cost, including the

Enterprise Systems Project and department-based

systems, has been estimated at $50,000. The project

costs and the completion dates are based on the

University's best estimates derived from assumptions

of future events including the availability of resources,

third-party modification plans, and other factors.

The University believes that with modifications to

existing software and conversions to new software,

the Year 2000 issue can be mitigated or eliminated.

If such modifications and conversions are not made,

or are not completed on a timely basis, the Year 2000

problem could have a material adverse effect on the

University's business, financial condition, and results

of operations.



INDEPENDENT AUDITORS' REPORT

To the Board ob Regent6

Univenity ob Minne60ta

We have audited the accompanying consolidated

balance sheet of the University of Minnesota (the

University) as of June 30, 1998, and the related

consolidated statements of changes in fund balances

and of current funds revenues, expenditures, and other

changes for the year then ended. These consolidated

financial statements are the responsibility of the

University's management. Our responsibility is to

express an opinion on the consolidated financial

statements based on our audit.

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 consolidated financial

statements are free of material misstatement. An audit

includes examining, on a test basis. evidence supporting

the amounts and disclosures in the consolidated

financial statements. An audit also includes assessing

the accounting principles used and significant estimates

made by management, as well as evaluating the overall

financial statement presentation. We believe that our

audit provides a reasonable basis for our opinion.
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In our opinion, the consolidated financial statements

referred to above present fairly, in all material respects,

the consolidated financial position of the University as

of June 30, 1998. and the consolidated changes in fund

balances and current funds revenues, expenditures, and

other changes for the year then ended, in conformity

with generally accepted accounting principles.

As discussed in Note I to the consolidated financial

statements, the University changed its method of

accounting for appropriations in the restricted plant

funds during the year ended June 30, 1998.

Minneapolis, Minnesota

October 16, 1998



(with comparative totals for 1997)

(in thou6and6)

Current Funds Loan Endowment and Plant Totals (Memorandum Only)

Unrestricted Restricted Funds Similar Funds Funds 1998 1997
ASSETS Cash and temporary investments $276,4 11 $ 89.569 $ 2.099 $ 42,938 $ 209.204 620.221 $ 561 .576

Receivables. net 141.581 83.000 .. 62.978 902 288.461 370.860
Inventories 15.230 15.230 15.297
Prepaid expenses and deferred charges 1.845 6.014 1.726 9.585 8.196
Investments 40.233 1.529 577.783 57. 039 676.584 679.347
Property. plant. and equipment. net 1.197.710 1.197.710 1.114.284
Other assets 358 358 376

TOTAL ASSETS 475. 658 180,112 65. 077 620.721 1.466.581 2.808.149 2.749,936

LIABILITIES LIABILITIES Accounts payable 65. 260 11.831 6 14.722 91.81 9 73.915
AND FUND Accrued liabilities and other 145. 188 38.603 12 9 37.586 12.898 234.404 218.821
BALANCES

Unearned income 27.496 27. 620...., ............. 13.945 1.909 43.350
Long-term debt ....................... 333. 019 333.019 334.091
Interfund borrowing 12.539 1.894 3 (14.436)

Estimated liability from

transfer of hospital (Note 2) 1.514
TOTAL LIABILITIES 250.483 66.273 13 8 37.586 348. 112 702.592 655.961
FUND BALANCES Unrestricted Undesignated 206.610 206.610 168,400

Designated 18.565 181.706 200.27 1 187.935
Restricted 113.839 15.462 129,301 252.520

U.S. government grants

and other refundables 49.477 49,477 48.378
Endowment 369.879 369.879 308.406
Quasi-endowment. restricted 193,846 193.846 171,553
Quasi-endowment. unrestricted 19.410 19.410 15.872
Net investment in plant 936.763 936.763 942.425

Reserve for loss on transfer

of hospital (1.514)
TOTAL FUND BALANCES 225. 175 113.839 64.939 583. 135 1.118.469 2. 105.557 2.093.975

TOTAL LIABILITIES AND FUND BALANCES $475. 658 $180.112 $65.077 $620.721 $1.466.581 $2.808.149 $2.749,936

See note6 to con60lidated tinancial 6tatement6.
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U N I V E R 5 I T Y 0 F [\1 INN f SOT A

REVENUES AND OTHER ADDITIONS Unrestricted revenues

Federal appropriations

State appropriations

Federal grants and contracts

State grants and contracts

Other government grants and contracts

Private gifts, grants, and contracts

Endowment income

Investment income

Realized gains and adjustments to market value, net

Student loan interest

Expended for plant facilities, including $64,242 charged to current funds expenditures

Retirement of indebtedness

Other additions

Education and general

Auxiliary

Indirect costs recovered

Adjustments to carrying value of loans

Administrative and collection costs

Expended for plant facilities, including h,272 not capitalized

Retirement of indebtedness

Debt incurred

Interest on indebtedness

Depreciation of investment in plant

Disposal of plant, net of accumulated depreciation of $50,766

EXPENDITURES AND OTHER DEDUCTIONS

TOTAL REVENUES AND OTHER ADDITIONS, NET

CONSOLIDATED STATEMENT

OF CHANGES IN FUND BALANCES

(with comparative

totals for the year

ended June 30, 1997)

(in thou6and6)

TOTAL EXPENDITURES AND OTHER DEDUCTIONS [
~-----------____:_:_----:-----------::,________:_____:__---------____t

INTERFUND TRANSFERS, Mandatory Principal and interest

(DEDUCTIONS) ADDITIONS Renewals and replacements

Student aid matching

Nonmandatory

TOTAL TRANSFERS [

See note6 to con60lidated
tinancial 6tatement6.

INCREASE (DECREASE) FOR THE YEAR FROM CONTINUING OPERATIONS
=-----'----------'-------------=----:,------:-:-------:-----:-:-:-~----------____t ....
DISCONTINUED HOSPITAL AND CLINICS Gain on transfer of hospital and clinics k.
(Note 2) Mandatory transfers for principal and interest

Gifts transferred to Minnesota Medical Foundation

Nonmandatory transfers

NET DECREASE FOR THE YEAR FROM DISCONTINUED OPERATIONS

INCREASE (DECREASE) BEFORE CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE

CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE (Note r)

NET INCREASE (DECREASE) FOR THE YEAR

FUND BALANCES AT BEGINNING OF YEAR

FUND BALANCES AT END OF YEAR
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CONSOLIDATED STATEMENT

OF CURRENT FUNDS

REVENUES. EXPENDITURES.

AND OTHER CHANGES

(with comparative

totals for the year

ended June 30. 1997)

(in thouwnd6)

See note6 to con60lidated

binanciaL Matement6.

Totals

1998 (Memorandum Only)

Unrestricted Restricted 1998 1997
REVENUES Tuition and fees $ 242•035 242,035 $ 230,776.........

$ 16,500 16,500Federal appropriations 16,303...........................
538,927State appropriations 470,936 67.991 479,100......... . ....

Federal grants and contracts 46.753 223,058 269,811 242,594
State grants and contracts 959 45,138 46,097 42,544......... ...... .....
Other government grants and contracts 772 5,618 6,390 3,330
Private gifts, grants, and contracts 2i,401 208.23 1 229,632 206.550

Endowment income 75 10.751 10,826 9,780

Investment income 27,592 1.436 29,028 28,510

Realized (losses) gains and adjustments to market value, net (286) (47) (333) 290

Sales and services of educational activities 104.554 104.554 86,557
Sales and services of auxiliary enterprises 190,441 190.441 181,176

TOTAL REVENUES 1, 105,232 578.676 1, 683,908 1,527,510

EXPENDITURES Education Instruction 372.559 80,505 453, 064 420,788
AND MANDATORY and general Research 59,589 281,498 341,087 314,573
TRANSFERS

Public service 30.956 150,748119,792 "4,130
Academic support 155.923 38,397 194.320 169,460
Student services 50•618 5, 165 55,783 50,21 7
Institutional support 100,024 5,622 105,646 82,018

Operation and maintenance of plant 107,707 272 107,979 105. 620

Scholarships and fellowships 39,896 46•091 85,987 76.929
EDUCATION AND GENERAL EXPENDITURES 917,272 577.342 1,494,614 1,333.735
Mandatory Principal and interest 4,700 193 4,893 5,140
transfers Student aid matching 782 (627) 155 79
TOTAL EDUCATION AND GENERAL 922,754 576.908 1,499,662 1.338.954
Auxiliary Expenditures 145,QJo 1.768 146,798 146,162
enterprises Mandatory Principal and interest 947 947 1.146

transfers for Renewals and replacements 560 560 128

TOTAL AUXILIARY ENTERPRISES 146,537 1.768 148,305 147.436

TOTAL EXPENDITURES AND MANDATORY TRANSFERS 1,069,291 578.676 1,647.967 1,486,390

OTHER TRANSFERS. Excess of restricted additions (under) over expenditures (13.579) (13,579) 5,781
ADDITIONS Refunded to grantors (1.821) (1,821) (i,409)
(DEDUCTIONS)

Nonmandatory transfers 5,898 7.918 13,816 (39,269)
TOTAL OTHER TRANSFERS, ADDITIONS (DEDUCTIONS) 5,898 (7.482) (1,584) (34,897)
INCREASE (DECREASE) FOR THE YEAR FROM CONTINUING OPERATIONS 41,839 (7.482) 34,357 6,223

DISCONTINUED Loss on transfer of hospital and clinics (7,653)
HOSPITAL AND Mandatory transfers for principal and interest (48.664)
CLINICS

Gifts transferred to Minnesota Medical Foundation (9,206)(Note 2)
Nonmandatory transfers 33,584

NET DECREASE FOR THE YEAR FROM DISCONTINUED OPERATIONS (31,939)
NET INCREASE (DECREASE) FOR THE YEAR $ 41,839 $ (7.482) 34,357 (25,716)
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(amount6 in thou6and6)

I SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements of the University of Minnesota (the University)

are presented in accordance with generally accepted accounting principles. As

outlined in Government Accounting Standards Board (GASB) Statement No. '5,

Governmental CoLLege and Univenity Accounting and Financial Reporting

Modelt., the University has elected to follow the American Institute of Certified Public

Accountants' college guide model. Additionally, the University's financial statements

are presented discretely in the state of Minnesota's financial statements as a

component unit.

The consolidated financial statements include the accounts of the University

of Minnesota and RUMINCO, Ltd. (a wholly owned captive insurance company).

Accordingly, all references herein to "University of Minnesota" include the

consolidated results of the above entities. All significant intercompany accounts

and transactions have been eliminated in consolidation.

The consolidated financial statements of the University have been prepared on the

accrual basis of accounting. The consolidated statement of current funds revenues,

expenditures, and other changes is a statement of financial activities of current funds

related to the current reporting period. It does not purport to present the results of

operations or the net income or loss for the period as would a statement of income

or a statement of revenues and expenses.
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In observance of the limitations and restrictions placed on the use of the resources

available to the University, the accounts of the University are maintained in

accordance with the principles of "fund accounting." This is the procedure by which

resources for various purposes are classified for accounting and reporting purposes

into funds that are in accordance with activities or objectives specified. Separate

accounts are maintained for each fund; however, in the consolidated financial

statements, funds that have similar characteristics have been combined into fund

groups. Accordingly, all financial transactions have been recorded and reported

by the fund groups.

Within each fund group, fund balances restricted by outside sources are indicated and

distinguished from unrestricted funds that have been internally designated. Externally

restricted funds may be used only in accordance with the purposes established by the

source of such funds, in contrast to unrestricted funds, which may be used in achieving

any purpose of the University.

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) mandatory transfers, in the case of required provisions for debt

amortization and interest, and equipment renewal and replacement; and (3) transfers

of a nonmandatory nature for all other cases.

All gains and losses arising from the sale, collection, 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 that owned or owns such

assets, except for income derived from investments of endowment and similar funds,

which income is accounted for in the fund to which it is restricted or, if unrestricted,

as revenues in the unrestricted current fund.



All other unrestricted revenue is accounted for in the unrestricted current fund.

Restricted gifts, grants, appropriations, endowment income, and other restricted

resources are accounted for in the appropriate restricted funds. Restricted current

funds are reported as revenues and expenditures when expended for current

operating purposes.

The University's fund balance allocations represent those fund balances that are

restricted for specific future uses by legal covenants, state policies, or granting

agencies, or otherwise designated by University policies. Undesignated amounts

represent collegiate balances and central reserves.

Interfund borrowings total $14,436 at June 30, 1998, and have been made principally

from the plant fund to the current and loan funds. These borrowings are payable over

one to ten years with interest of 6 percent.

Current Unrelltricted Fund6 - Funds over which the University retains full control

to use in achieving its institutional purposes including instruction, research, public

service, and general supporting activities.

Current Relltricted Fund6 - Externally restricted operating resources that may be

used only in accordance with the purpose established by the source of the funds.

Loan Fund6 - Funds designated for student loans, which are provided by the

federal government, the state of Minnesota, private donors, and University fund

sources. These are revolving funds in that repayments become available for loans

to other students.

18

endowment and Similar Fund6 - Funds donated by individuals, agencies, and others

that, as a condition of the gift instrument, generally require the maintenance of

principal. The principal of true endowment funds is invested in perpetuity to produce

present and future income, which may either be expended or added to principal.

Ouasi-endowment restricted funds represent restricted gifts and other restricted

amounts that do not require the University to preserve the principal in perpetuity.

The University has invested these amounts in endowments until the funds are needed.

Ouasi-endowment unrestricted funds are funds without restrictions that have been

allocated by the University for investment purposes.

PLant Fund6 - Funds used to account for property, plant, and equipment transactions

of the University. Plant funds consist of three subgroups: unrestricted (funds held

without external restrictions, but designated by the University for current or future

plant needs); restricted (externally restricted funds to be used for plant needs in

accordance with the restrictions); and net investment in plant (funds invested in

institutional properties, less accumulated depreciation, and related debt).

Ca6h and Temporary Invelltment6 - The cash balances of the various fund groups

of the University are invested primarily in domestic and foreign commercial paper,

money market mutual funds, short-term corporate obligations, and short- and

intermediate-term U.S. government and agency securities. These investments are

generally carried at amortized cost, which approximates the market value at June 30,

1998. Also included in cash and temporary investments are invested assets related to

indebtedness and collateral received under the University's securities lending program.



Inve6tment6 - Investments in securities are recorded at market value on a trade-date

basis and adjusted periodically for changes in market value. Market values of thinly

traded alternative investments, including venture capital and real estate investments,

are generally based on investment manager quarterly valuation estimates.

Both endowment funds and long-term operating reserves are included in investments.

Authorized investment vehicles for the endowment funds include equities, both

domestic and international in developed and emerging markets; alternative

investments, such as venture capital, real estate, and other limited partnerships;

and fixed-income securities. In addition, short selling and trading in futures and

options are permissible. The long-term reserves investment policy allows investment

in domestic government, agency, and corporate fixed-income securities, both

long- and short-term; foreign sovereign fixed-income securities; master notes;

money market mutual funds; fixed-income limited partnerships; high-yield securities;

financial futures; options and interest rate swaps; and equities and equity-related

alternatives. Actual investments on June 30, 1998, were consistent with the approved

investment guidelines.

Inventorie6 - Inventories 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.

Net Inve6tment in Plant - Land, buildings, and other property are recorded at cost,

except those received as gifts or bequests, which are recorded at market value at the

date of gift. Depreciation is determined using the straight-line method based on the

estimated useful lives of the assets.

Interest is expensed as incurred. The effect of not capitalizing interest in conjunction

with major capital additions, compared with the effect of expensing interest, is

immaterial.

Unearned Income - Tuition revenues and prepaid costs for summer school sessions,

which are conducted primarily after year-end, are deferred and are recognized in the

following year.

State Appropriation6 - State appropriations are recognized as revenue in the current

unrestricted funds when received for current operations or made available by

legislative acts. State appropriations are recognized as revenue in the current

restricted funds to the extent expended for current operations.

Change in Accounting Principle - During the year ended June 30, 1998, the

University changed its method of accounting for restricted state appropriations

in the plant funds. The new method has been applied as of July I, 1997, by a $72,686

cumulative effect of a change in accounting principle in the restricted plant funds.

Prior to July I, 1997, the University recognized all state appropriation revenue when

made available by legislative acts. Under the new method, the University recognizes

this revenue only to the extent that eligible expenditures are incurred; thus revenues

are equal to expenditures in the restricted plant funds. This new method is preferable

because it allows more accurate matching of revenues and expenditures by recording

revenues as they are earned. The effect of this change was to reduce fiscal year 1998

revenues and fund balance by $137,991. If the new method had been in effect during

the year ended June 30, 1997, state appropriations revenue and the increase for the

year from continuing operations for the restricted plant funds would have increased

by $48,201.

U6e oU £6timate6 - The preparation of the consolidated financial statements in

conformity with generally accepted accounting principles requires management to

make estimates and assumptions that affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenues and expenses during the reporting

period. Actual results could differ from those estimates. The most significant areas that



3 OlllfR BAIAN(f SllfEI INfOllMATION

The University also provides certain services to Fairview, and Fairview provides

certain services to the University to be reimbursed at negotiated rates. These services

include items such as utilities, mailing and addressing services, police protection.

printing services, miscellaneous services related to telecommunications. and such

other items as are necessary to support the relationship, for which $14,161 was billed

to Fairview in fiscal year 1998.

RECEIVABLES AT JUNE 30, 1998, CONSISTED OF THE FOllOWING:
CURRENT State appropriations
UNRESTRICTED Student
FUNDS Accrued income

Due from Fairview
Other
Less allowance for uncollectible accounts

9°2

53/

371

83,000

62,978

49,841

2,817

34,342

4,000)

65,719
1.278

(4. 019)

$ 78,488

15,745

3.314
15,285

30 ,984
(2.235)

Sponsored contract and grant receivables
Due from Fairview
Other
Less allowance for uncollectible accounts

Notes receivable
Accrued interest
Less allowance for uncollectible accounts

Accrued interest
Note receivable

PLANT FUNDS

LOAN FUNDS

TOTAL

CURRENT
RESTRICTED
FUNDS

Fairview and the University have agreed to affiliate with each other in support of the

research, education, and patient care missions of the University's Academic Health

Center (AHC). Under this affiliation agreement, the University provides transition

support of $1,000 per month for health-related research and education of the AHC's

operations performed on the hospital campus through August 1999 and shares equally

with Fairview in any deficit in the research and education budget up to a total of an

estimated $13,000 through December 1999.

2 DISCONTINUED OPERATIONS

On December 31, 1996, the University Hospital and Clinic (UMHC) operations and

certain assets and liabilities were transferred to Fairview Hospital and Healthcare

Services (Fairview). This transaction results in a reduction of risk to the University 

in operating a hospital in an increasingly complex and competitive health care

environment - while preserving the ability of the University to focus on its health

education and research mission.

require the use of management's estimates relate to allowances for uncollectible

accounts and self-insurance and vacation pay accruals.

Memorandum Total6 - The financial statements include certain prior-year

summarized comparative information. This information does not include sufficient

detail to constitute a presentation in conformity with generally accepted accounting

principles. Accordingly, this information should be read in conjunction with the

University's financial statements for the year ended June 30. 1997. from which

the summarized financial information was derived. Certain reclassifications have

been made to the summarized 1997 financial information to conform to the 1998

presentation. These reclassifications have no effect on net operating results or net

fund equity as previously reported.
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PROPERTY, PLANT, AND EOUIPMENT AT JUNE 30, 1998,
CONSISTED OF THE FOLLOWING:

4. CASH, TEMPORARY INVESTMENTS, AND INVESTMENTS

Net property, plant, and equipment

..................~ ~ _ - _ _......•..............................- .

Less accumulated depreciation

ACCRUED LIABILITIES AND OTHER AT JUNE 30, 1998,
CONSISTED OF THE FOLLOWING:

CASH AND TEMPORARY INVESTMENTS AT JUNE 30, 1998,
CONSISTED OF THE FOLLOWING:

Collateral
Invested Under

Temporary Assets Securities
Investment Related to Lending

Pool Indebtedness Program Total
CURRENT FUNDS Unrestricted $257,951 $18,460 $276,41 I

Restricted 84,746 4, 823 89,569
LOAN FUNDS 1,970 129 2,099
ENDOWMENT AND SIMILAR FUNDS 5,352 37,586 42,938
PLANT FUNDS 124,524 $72,894 11,786 209,204
TOTAL $474,543 $72,894 $72,784 $620,221

Included in invested assets related to indebtedness are restricted investments that

are held by the bond trustee for sinking funds of $9,358 and for reserve funds of $1,045

required to be maintained by the bond indentures at June 30, 1998. Additionally, the

University invests unexpended bond proceeds of outstanding University of Minnesota

bond issuances, generally in money market funds. The market value of these assets,

which are internally managed, was $62,491 at June 30, 1998.

13,886
19,182

4,823

712

$ 29,220

28, 023

22,519

32,931

18,460

14,035

$ 33,534
1,438,699

528,441

123.366

153,713

$ 1,197,710

Accrued vacation

Accrued payroll

Security lending obligation

Other accruals

CURRENT Self-insurance

UNRESTRICTED Accrued vacation

FUNDS Accrued retirement costs and other benefits

Accrued payroll

Security lending obligation

Other accruals

CURRENT

RESTRICTED

FUNDS

Land

Buildings and improvements (useful lives range from 10 to 40 years)

Equipment (useful lives range from 3 to 20 years)

Construction in progress

Other (useful lives range from 7 to 10 years)

38,603
LOAN FUNDS

ENDOWMENT FUNDS

PLANT FUNDS

Security lending obligation

Security lending obligation

Security lending obligation

Accrued interest

12 9

11,786
1,112

TOTAL
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CONSISTED OF THE FOLLOWING: THE FOLLOWING TABULATION SUMMARIZES ALL POOLED AND NONPOOLED
INVESTMENTS, INCLUDING THE UNIVERSITY'S INSURANCE SUBSIDIARY,
BY FUND (IN THOUSANDS, EXCEPT FOR MARKET VALUE PER UNIT

INCLUDING ACCRUED INCOME):
Insurance

GIP SIF Subsidiary TotalCEF

CURRENT FUNDS Unrestricted $ 14,491 $25,742 $ 40,233

_____ Restricted ...I.'?.~.9........__~'..?:.2...
~~??~~E NT FUN Ds.__}~i§,?~i.: ..}?,~?9~4~i.19..__??Z'.?~}
PLANT FUNDS 57,039 57,039

Cost

508,322

$ 24, 624
192,502

264,482
26,675

39

Market

$ 23,164

195,893

399,139
32,607

39
TOTAL UNIVERSITY OF MINNESOTA INVESTMENTS

TOTAL

Cash and temporary investments
Government and corporate bonds

Corporate stock
Limited partnership and equity growth funds

Mortgage and other

Investments held by insurance subsidiary

INVESTMENTS AT JUNE 3D, 1998,

Based on the CEF's spending policy, earnings (Le., interest and dividends) are generally

distributed at a rate of 5.5 percent of the three-year moving average of the unit value

of the fund assets; therefore, in certain years when investment income earned is

less than 5.5 percent, 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. During the year ended June 30, 1998,

net nonmandatory transfers of $13,433 were made from the endowment to current

funds for this purpose. When investment income exceeds the above-stated 5.5 percent

return, the excess is transferred to the respective endowment funds from current

funds for the benefit of each individual endowment.

The investment table above includes the University's insurance subsidiary's

investments, which are invested in fixed-income securities and money market funds.

The University's investments (including securities considered by the University

to be temporary investments) are classified as risk category I as defined by GASB

Statement NO.3, Depo6it6 with Financial In6titution6, Inve6tment6, and

Repurcha6e Agreement6. Risk category I includes securities that are insured or

registered or are held by the University or its agent in the University's name. The

University has no investments in risk category 2 (uninsured and unregistered securities

held by the counterparty's trust department or agent in the University's name) or

in risk category 3 (uninsured and unregistered securities held by the counterparty or

by its trust department or agent but not in the University's name). The University's

deposits are not considered to be significant for classification.

Certain University funds are invested in the Consolidated Endowment Fund (CEF), the

Group Income Pool (GlP), and the Separately Invested Funds (SIF). CEF 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.
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TOTAL POOLED UNITS
MARKET VALUE PER UNIT
INCLUDING ACCRUED INCOME

8,380 N/A

N/A



To enhance the return on investments, the Regents of the University of Minnesota

have authorized participation of all of its invested assets in a global securities lending

program. The program is managed by the University's custodian bank, which lends

securities to approved broker-dealers in return for cash or other acceptable collateral.

By contractual agreement, the level of collateralization must be at least 100 percent of

the market value of the securities loaned. Types of securities lent include domestic

and foreign equities and domestic government, agency, and corporate bonds, as well

as foreign sovereign fixed-income securities. Collateral received is generally in the

form of cash, although U.S. government or agency securities, sovereign debt rated A or

better, convert:·~le bonds, and irrevocable bank letters of credit are also acceptable as

collateral. This collateral is not included in the market value amounts of the individual

investment pools. The University retains all rights to ownership of the loaned

securities, receives all dividend and interest income, and reserves the right at any time

to terminate any loan of securities. Neither the University nor its securities lending

agent has the ability to pledge or sell collateral securities unless a borrower defaults.

In accordance with GASB Statement No. 28, Accounting and Financial Reporting

bor Securitie6 Lending Tran6action6, the University records the market value of the

collateral as an asset in the balance sheet along with a corresponding liability. At June

30, 1998, the University had securities with market values of approximately $70,280

involved in loans. These loans were supported by collateral of approximately $72,784,

which is included in cash and temporary investments in the consolidated balance

sheet. Of this collateral amount, approximately $65,574 was cash and approximately

$],210 was acceptable noncash collateral.
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Since the value of collateral received exceeded the market value of the securities

on loan, the University did not have any credit risk at fiscal year-end. The University

and the borrowers of its securities maintain the right to terminate all securities

lending transactions on demand. The cash collateral received on each loan is invested,

together with the cash collateral of other qualified tax-exempt plan lenders, in a

collective investment pool. The average duration of such pools as of June 30, 1998,

was 60 days. Since the loans are terminable at will, their duration does not generally

match the duration of the investments made with the cash collateral. If the University

had to terminate a term loan, the lending agent has the ability to substitute the same

security from a different client while returning the University's security.

Income and cost from its participation in this securities lending program were $4,517

and $4,274, respectively, for the year ended June 30, 1998.

The combined investment return, including revenue from securities lending and other

portfolio management strategies, based on average month-end market values, was

approximately 18.3 percent for the year ended June 30, 1998.

The University has entered into various forward contracts to manage its exposure

against foreign currency exchange rate fluctuations. As of June 30, 1998, the University

had $148,000 in open foreign currency purchase contracts and $139,000 in open foreign

currency sales contracts with a net market value of $(1,473).

As of September 30, 1998, the fair value of investments had declined $35.505 since

June 30, 1998, due to overall investment market conditions.



5. LONG-TERM DEBT

OUTSTANDING DEBT AT JUNE 30, 1998, CONSISTED OF THE FOLLOWING:
General Obligation Bonds, Series 1996A, at 4.5% to 5.75%,
due at various dates through 2021

General Obligation Bonds, Series 1993A. at 4·80%, due in 2003
Obligations to the state of Minnesota pursuant to Infrastructure

Development Bonds, at 4.8% to 6.9%, due at various dates through 2018
Various auxiliary 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
Other
TOTAL

13,620

3,604

Effective January 8, 1997, the University entered into a fixed-to-floating interest

rate swap agreement on a notional amount of $190,000. Under this agreement, the

University makes floating-rate interest payments monthly based upon the weekly Bond

Market Association (BMA) Municipal Swap Index. The University receives fixed-rate

interest payments ranging from 4.45 percent to 5.43 percent semiannually.

Effective August 27, 1997, the University entered into a floating-to-fixed interest

rate swap agreement on a notional amount of $70,000. The University will make

fixed-interest payments at a rate of 4.98 percent, while receiving a floating-interest

payment at a rate based on the BMA index. Settlement takes place on a quarterly

basis. The swap has a 20-year final maturity, although after IO years, if the trailing

90-day average of the BMA exceeds 7 percent, the counterparty may opt to terminate

the swap.

The full faith and credit of the University is pledged for payment of principal and

interest related to all of the General Obligation Bonds, Series 1993A and 1996A.

On December 19, 1996, the University issued $190,000 of General Obligation

Bonds, Series 1996A, which settled on January 8, 1997, at a total premium of $944.

The proceeds of the issuance were used to refund the 1985 Variable Rate Demand

Bonds, Series F through I, and the 1991 Series A and B commercial paper issuances.

The current refunding of these issues took place on April 4, 1997.

24

Effective August 28, 1997, and September I, 1997, respectively, the University entered

into two swap agreements for notional amounts totaling $75,000. The University will

make fixed-interest payments of approximately 4.89 percent and receive interest

payments at a floating rate based on the BMA index. Settlement takes place on a

quarterly basis. Each of these swaps has a Is-year final maturity. The counterparties

have the option after 10 years to adjust the basis upon which the floating rate is

calculated from the BMA index to 64 percent of the three-month UBOR.

As a result of the preceding activity, the University's percentages of fixed-rate and

floating-rate debt were 86 percent and 14 percent, respectively, at fiscal year-end.



Effective January 8, 1997, the University sold a put option, which allows the

counterparty to put up to $190,000 of University bonds or eligible government or

municipal securities to the University. The option may be exercised at any time on

or after January I, 1999.

Pursuant to state of Minnesota statute, the University is obligated to pay the state

one third of the debt services of Infrastructure Development Bonds (lOB) issued by

the state for University capital projects. The state has issued $122,670 on behalf of

the University, one third of which is due to the state in installments over 20 years.

Included as part of restricted plant fund balances at June 30, 1998, was $9,209 for

renewals and replacements required by related debt covenants.

THE PRINCIPAL PAYMENTS ON LONG-TERM DEBT AND SINKING FUND

REQUIREMENTS ON NOTES AND BONDS OUTSTANDING AND MINIMUM FUTURE

PAYMENTS ON OTHER OBLIGATIONS AT JUNE 30, 1998, ARE AS FOLLOWS:

FISCAL YEAR ENDING JUNE 30

6 PENSION PLANS

The University contributes to a single-employer defined contribution plan, the Faculty

Retirement Plan (FRP), and two cost-sharing multiple-employer defined benefit plans,

the State Employees' Retirement Fund (SERF) of the Minnesota State Retirement

System and the Public Employee Police and Fire Fund (PEPFF) of the Public Employees

Retirement Association pension plans. In addition, some employees eligible for the

FRP may be eligible for additional benefits from the University of Minnesota

Supplemental Benefits Plan (SBP), which is a single-employer defined benefit plan.

For faculty members employed prior to 1963, and female participants employed prior

to July I, 1982, the SBP is being funded in an amount equal to or greater than the

amount reqUired under Chapter 356 of the Minnesota statutes. All SBP participants

are retired. Each plan provides retirement, disability, and death benefits to plan

members and beneficiaries.
1999

2000

2001

2002

2003
Thereafter

$ 4, 613

4,091

4,057

10,077

11,078

299,103

The SERF and the PEPFF each issue a publicly available financial report that includes

financial statements and reqUired supplementary information for that plan. Those

reports may be obtained by writing or calling the plan, as follows:
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Minne60ta State Retirement Sy6tem

MidAmerica Bank Building

Suite 300

175 W. Lafayette Frontage Road

St. Paul, Minnesota 55107-1425

(651) 296-2761

Public [mployee6 Retirement AMociation

514 St. Peter Street, #200

St.' Paul, Minnesota 55102

(651) 296-7460 or 1-800-652-9026



FUNDING POLICY AND ANNUAL PENSION COST
THE FOLLOWING INFORMATION PERTAINS TO THE SBP AS OF JULY I:

1997 1996 1995

7. RELATED PARTIES

The actuarial present value of accumulated plan benefits in the SSP was not calculated.

THE UNIVERSITY'S ANNUAL PENSION COST AND RELATED INFORMATION FOR EACH

PLAN IS AS FOLLOWS:
SBP FRP SERF PEPFF

UNIVERSITY CONTRIBUTIONS,

FISCAL YEAR ENDED

June 30, 1998 $502 $38,809 $10,442 $288

June 30, 1997 606 37.4°° 13,237 3°0
June 30, 1996 554 36,83 1 15,24° 292

CURRENT CONTRIBUTION RATES

University 13-0% 4. 0% 11.4%

Plan members 2·5 4·0 7. 6

Pension benefit obligation

Net assets available for benefits

Unfunded accrued liability

Funded ratio (net assets as a percentage

of the pension benefit obligation)

$18,875 $18,135

10,664 10,884

$8,211 $7,251

60.02%

$17,941

11,226

$6,715

These contribution amounts are equal to contractually required contributions for each

year in compliance with state statute. The University makes all contributions to the

SBP using a variable rate.
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The University of Minnesota Foundation. the Minnesota Medical Foundation, the

Minnesota Landscape Arboretum Foundation, and the Minnesota 4-H Foundation

(the foundations) are independent corporations formed for the purpose of obtaining

and disbursing funds for the sole benefit of the University.

At June 30, 1998, the combined net assets of the foundations (not included in

the consolidated financial statements of the University) were $859,832, of which

approximately $494,234 was temporarily restricted, $324.413 was permanently

restricted, and the remaining $41,185 was unrestricted.



SUMMARIZED, UNAUDITED FINANCIAL INFORMATION WITH RESPECT TO THE FOUNDATIONS FOR THE YEAR ENDED JUNE 30, 1998, IS AS FOLLOWS:

NET ASSETS AT BEGINNING OF YEAR

ADDITIONS Gifts, pledges, and other additions

Investment income and adjustments to market value, net

TOTAL ADDITIONS

DEDUCTIONS Distributions to the University

Administration and other deductions

TOTAL DEDUCTIONS

NET INCREASE FOR THE YEAR

NET ASSETS AT END OF YEAR

The foundations are subject to audit by other independent auditors.

8 COMMITMENTS AND CONTINGENCIES

University
of Minnesota
Foundation

81,168

62,606

143,774

58,067
12,821

70,888

72,886

Minnesota
Medical

Foundation

12, I 13

6,977

Minnesota
Landscape
Arboretum
Foundation

$11,867

2,34 1

668

3,009

2,555

Minnesota
4-H

Foundation

$3,160

860

323
1, 183

73 2

45 1

Total

$733,868

110,203

109,480

73,008

20,7 11

Construction projects in progress, principally buildings, that have been included in the

assets of the plant funds at June 30, 1998, approximate $123,366. The estimated cost to

complete these facilities is $341,013, which is to be funded from plant fund assets, and

$209,584 in appropriations available from the state of Minnesota.

make minimum fixed payments for certain operating and maintenance costs as well

as contingent payments based on monthly usage. The minimum fixed amount of the

required payments at June 30, 1998, is as follows:

FISCAL YEAR ENDING JUNE 30

The University owns certain steam production facilities, which produce steam for

heating and cooling the Twin Cities campuses and which by agreement are managed,

operated, and maintained by an unaffiliated company. The term of the agreement is

for 25 years and commenced July I, 1992. Under the agreement, the University must
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1999
2000

2001

2002

2003
Thereafter

$ 6,320

5,657

5,657

5,656

5,656

79,193
$108,139



MedicaL Re6ident6 FlCA - In January 1994, the Social Security Administration (SSA)

assessed the state of Minnesota (acting for the University) for unpaid social security

taxes with respect to stipends paid to medical residents at the University during

calendar years 1985 and 1986. Thereafter, the Internal Revenue Service (IRS) proposed

assessments for unpaid social security taxes for the years 1987 through 1990. In

January 1996, the state began an action in federal District Court in Minnesota

challenging the assessment. Management and general counsel of the University

believe that when the decision of the Eighth Circuit in the 1985-86 SSA litigation

becomes final, it is probable that the IRS will reverse its proposed assessment of taxes

for years 1987 through 1990, which will also result in a refund of social security taxes

paid subsequent to October I, 1990. Therefore, the University expects to incur no

liabilities regarding SSA litigation.

MALGIDepartment at Surgery Activitie6 - From 1992 to the present, the University

and the federal government have separately and independently investigated

allegations of civil and criminal misconduct in the Minnesota Anti-Lymphocyte

Globulin (MALG) Program and other Department of Surgery activities. The MALG

Program was run by the Department of Surgery of the University's Medical School

and produced an antirejection drug for organ transplant surgery until a clinical hold

was issued by the United States Food and Drug Administration (FDA) in August 1992.

On December 19, 1996, the University was sued by the United States under the False

Claims Act and other federal laws. On July 23, 1997, the court granted the University's

motion to dismiss all claims under the False Claims Act. The United States also moved

to dismiss the University lawsuit, which motion was granted.
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Both the United States and the University appealed these rulings. On September 4,

1998, the United States Court of Appeals for the Eighth Circuit reversed the District

Court's order on the False Claims Act. The University is requesting additional appellate

review of this decision and may petition for a writ of certiorari to the United States

Supreme Court. The Eighth Circuit has not yet ruled on the University's appeal of the

District Court's order dismissing its lawsuit against the United States. On October 14,

1998, the District Court granted summary judgment to the University on the Medicare

and antikickback claims asserted by the United States. The court also granted partial

summary judgment to the United States on liability for ALG sales from 1970 to mid

1989. Damages and all other liability issues remain for trial.

In the opinion of management and its general counsel, based in part on information

from outside counsel, the likelihood that any liability in this matter would be material

to the University's overall financial position after a full course of litigation is remote.

Other - In addition, the University is a defendant in other cases involving claims of

medical malpractice, personal injuries, breach of contract, and other civil matters,

including various claims pending against the University with the Minnesota

Department of Human Rights and the federal Equal Employment Opportunity

Commission.

While any litigation has an element of uncertainty and the University cannot,

therefore, predict how these cases will be finally resolved, management and its general

counsel believe the outcomes of the cases, indiVidually and combined, could have a

material effect on operations in a particular period; however, the outcomes should

not have a material adverse effect on the overall financial position of the University.



') 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 business income tax. Related to these

activities, the University has a net operating loss carryforward of approximately

$9,800 at June 30, 1997 (the date of the most recent federal tax return), which

expires in fiscal years 2007 through 2012.

10 SELF INSURANCE PROGRAMS

The University is self-insured for medical malpractice, general liability, directors

and officers liability, and automobile liability through RUMINCO, Ltd., a wholly-owned

single parent captive insurance company (see Note I). Claims are reported to a third

party administrator, which pays expenses and sets up reserves. The total estimated

expense of a claim is estimated and booked as a liability when it is probable a loss has

occurred and the amount of the loss can be reasonably estimated in the year in which

it is reported. In addition, an actuarial liability is established for incurred but not

reported (IBNR) claims.

The University is also self-insured for workers' compensation through an internally

maintained fund, and excess insurance is maintained through the Workers'

Compensation Reinsurance Association (WCRA). The internal fund for workers'

compensation is maintained only to fund the current year's expected payouts. Each

year, an actuarial estimate of the University's liability for workers' compensation

is compiled and recorded, but the liability is not funded in a separate reserve.

CHANGES IN THE REPORTED LIABILITIES SINCE JUNE 30, 1997,
ARE SHOWN BELOW:

June 30, June 30,
1997, New Claim Other 1998,

Liability Claims Payments Adjustments Liability
RUM INCa, Ltd. $ 7,458 $6,258 $3, 165 $10,55 1
Workers' Compensation 20,033 1,861 3,902 $(992) 17,000

Other adjustments reflect reserve changes on prior years' claims, IBNR for new claims,

and the change in IBNR for previous years.



(amount6 in thou6and6)

The invested assets of the Regents of the University

of Minnesota are managed through several different

investment pools.

The Con6oLidated £ndowment Fund repre6ent6

individual endowment tund6 6upporting the teaching

and learning, re6earch and di6covery, and outreach

and public 6ervice miMion ot the Univer6ity.

Long-Term Re6erve6 in the Group Income Pool 6UppOrt

variou6 capital and intra6tructure need6.

Short-Term Re6erve6 in the Temporary Invelltment

Pool are the working capital tund6 ot the inlltitution.

Separately Invellted Fund6 are typically gitt tund6

thar. by donor intent, cannot be combined in the

endowment pool.

Invellted AMet6 Related to IndebtedneM are tund6

rai6ed through the iMuance ot Univer6ity bond6 and

6pent relatively qUickly in 6Upport ot capital project6.
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Consistent with the overall purpose of its funds,

each pool has a different set of investment objectives.

Endowment funds-essentially permanent funds-have

the longest timelines, and therefore have objectives

consistent with maximizing total return. Long- and short

term reserves are funds intended for specific needs.

They are invested to maximize income until those needs

arise. Assets related to University indebtedness are bond

proceeds invested for short-term income until needed

for the capital projects for which the bonds were issued.

CONSOLIDATED ENDOWMENT FUND

Diversification has been the key to the investment

strategy and performance of the Consolidated

Endowment Fund for the past several years. This

fund represents the pooling of endowment funds from

public sources and more than 1,000 private, individual

endowments accumulated throughout the history of

the University. The fund's investment objectives are

to maximize total return (principal appreciation plus

income), to maintain the purchasing power of the fund,

and to provide a stable level of support for a broad

range of academic programs and scholarships.

The long-term asset allocation policy for the fund

targets a 50 percent investment in domestic equities,

including alternative investments such as venture

capital and real estate, and a 30 percent investment in

international equities; the remaining 20 percent of the

fund is targeted for fixed-income-related investments.

The asset allocation policy allows for flexibility by

assigning ranges around the target allocations for

the equity classes and requires that a minimum of



IO percent of the fund be invested in fixed-income

related securities. This allocation policy is implemented

through a diversified group of external. equity and fixed

income investment managers, professionally managed

mutual funds and trusts, and limited partnerships.

up to 5.5 percent of the trailing three-year average

value of the fund may be spent annually by participating

units to support endowed programs. The spending

policy for the Consolidated Endowment Fund requires

that the spending rate gradually be reduced to 5 percent

if the total return of the fund falls below 9.5 percent

annualized for a three-, four-, or five-year trailing

period. During the year ended June 30, 1998, the

endowment fund generated $21,957 for distribution to

departments for spending purposes. The distributed

funds were used primarily for instructional needs

($8,168), research support ($5.295), scholarships ($4,107),

and academic support ($2,172).

The Consolidated Endowment Fund has experienced a

net increase in value from investment performance and

contributions nearly every year for the past IO years.

During that period the endowment has grown from

$172,685 on June 30, 1988, to $536,765 on June 30, 1998.

New contributions to the fund amounted to

approximately $39,300 over that time, while the

remaining growth of $324,780 resulted from market

appreciation. The annualized total return numbers for

the Consolidated Endowment Fund for the past one,

three, and five years were 23 percent, 22.6 percent,

and 16.8 percent respectively.

The University's Long-Term Reserves (invested through

the Group Income Pool) differ in terms of purpose and

investment objective from the Consolidated Endowment

Fund. These reserves will be used for the activities of

various auxiliary-enterprise and support-service units

and as longer term plant funds for a number of

identified capital projects. Unlike the endowments, the

long-term reserves are not invested in perpetuity for

maximum absolute return. Because these funds cannot

be exposed to the same degree of market risk as

endowments, they are invested in various classes of U.S.

and international fixed-income securities. As of June 30,

1998, 82 percent of the pool was invested in the

domestic fixed-income market and 18 percent in

international bonds.
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Given the nature of the funds, the investment objective

for the long-term reserves is to maximize income until

the principal is used. All income received on these funds

is available for spending. The reserves are invested

primarily through external fixed-income managers. For

the one-, three-, and five-year periods ended June 30,

1998, the Group Income Pool provided annualized

returns of 5 percent, 6.4 percent, and 7.6 percent

respectiveIy.

The working capital of the University (used to meet the

current obligations of the institution) is invested in the

Temporary Investment Pool. Funds in this pool come

from appropriations, tuition receipts, federal grants,

student loan funds, plant funds, gifts for current use,

and other funds derived from University operations.



These funds generally should not be exposed to

significant market risk. Therefore, they are typically

invested in high-quality, shorter term, fixed-income

securities with the objective of maximizing current

income while preserving principal and maintaining

liquidity. The holdings in the pool had a yield to maturity

of 5.8 percent, an average coupon of 5.8 percent, and an

average maturity of one year. Because the Temporary

Investment Pool is the source for virtually all of the

University's current expenditures, the size of the pool

varies substantially from year to year.

The Temporary Investment Pool is internally managed.

The average annual yield of the portfolio for the past

one-, three-, and five-year periods was 5.9 percent,

6 percent, and 5.2 percent respectively. An annually

specified rate of interest is credited to departments

participating in the Temporary Investment Pool.

For the 1998 fiscal year the crediting rate was 2 percent.

Earnings above this amount are credited to the central

reserve fund and used to support institution-wide

priorities.

Apart from the pooled endowment funds and reserves,

the University maintains additional separately invested

assets that are primarily endowment and other

restricted funds. However, by virtue of the terms of the

gift or administrative decision, these funds are not

combined with the major investment pools. As of June

30, 1998, the market value of these invested assets

totaled $4,749.

University assets held by trustees are funds maintained

primarily in the debt service reserve funds of

outstanding University of Minnesota bond issuances.

The issuances include the 1986A series and various

auxiliary enterprise bonds. The trustees are U.S. Bank

Trust and Norwest Bank Minnesota, N.A. The book value

(which approximated market value) of these assets held

on June 30, 1998, was $10,403-

Additionally, the University invests unexpended bond

proceeds of other outstanding University of Minnesota

bond issuances. The market value of these assets, which

are internally managed, was $62,491 on June 30, 1998.

These unexpended bond proceeds from the 1993A and

1996A issues are intended for various capital projects as

determined by the Board of Regents. The combined total

of invested assets related to indebtedness as of June 30,

1998, amounted to $72,894.

"I' •

In addition to the management of endowment funds

and operating reserves, the University participates

in a global securities-lending program offered by

its custodian bank. The income from the program is

unrestricted and is a source of University central reserve

funds, which are used for institution-wide priorities.

The program involves the lending of University

securities in exchange for cash or other collateral

acceptable to the University. The incremental income

originates from investing the cash collateral in relatively

short-term, fixed-income securities.

Since beginning participation in the custodian's

global securities-lending program in March, 1996,

the University has earned approximately $495

in additional income.



INDEPENDENT AUDITORS' REPORT

To the Board oU Regent6

Univer6ity oU Minne60ta

We have examined the Summary of Compounded Annual

Investment Performance of the University of Minnesota

(the Summary) fa the one-, two-, three-, four-, and

five-year investment periods ended June 30, 1998, as

presented on page 34. Our examination was made in

accordance with attestation standards established by

the American Institute of Certified Public Accountants

and, accordingly, included such procedures as we

considered necessary in the circumstances. The

Summary and the assertions on which it is based are

the responsibility of the University's management. Our

responsibility is to express an opinion on the Summary

based on our examination.

In our opinion, the Summary referred to above presents,

in all material respects, the compounded annual total

return of the University of Minnesota's major investment

pools for the one-, two-, three-, four-, and five-year

investment periods ended June 30, 1998, computed

in accordance with the measurement and disclosure

criteria set forth in the accompanying note to the

Summary on page 34.

Minneapolis, Minnesota

October 16, 1998
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UNIVERSITY OF MINNESOTA

(amount in thouwnd6)

University of Minnesota

Summary of Compounded Annual Investment Performance for Specified Periods

Ended June 30, 1998

PERCENT COMPOUNDED ANNUAL TOTAL RETURN
One Two Three Four Five
Year Years Years Years Years

MAJOR INVESTMENT POOLS
Consolidated Endowment Fund 23.0 23-3 22.6 20·7 16.8

Long-Term Reserves: Group Income Pool 5. 0 6·7 6-4 8.6 7. 6
Short-Term Reserves: Temporary
Investment Pool (average yield) 5·9 5·9 6.0 6.0 5. 2

See note to Summary Ou Compounded AnnuaL [nve6tment PerUormance.

34

Investment performance statistics for the Consolidated Endowment Fund and Group

Income Pool are calculated monthly in accordance with the "time-weighted" rate of

return method recommended by the Association of Investment Manager Research.

The method is based on interest and dividends earned, and on realized and unrealized

gains and losses, accounted for on a trade-date and accrual basis, net of investment

expenses. Principal additions and withdrawals are weighted in, computing the monthly

returns based on the timing of these transactions. The monthly returns for each pool

are linked to arrive at the annual total return.

Investment performance statistics for the Temporary Investment Pool are calculated

daily as a weighted average yield. The daily yields are averaged to arrive at the

annual yield.

The income earned from the securities-lending program and interpool investments

is included in the annual total return and yield computations of the University's

endowment and reserves pools. The amount of securities-lending income credited

to each of the investment pools for total return calculation purposes is based upon

the actual income received on the loans of securities from that investment pool.

As of September 30, 1998, the fair market value of investments had declined $35,505,

or 5.2 percent, since June 30, 1998, due to overall investment market conditions.
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