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Dear Friends

Every time I arrive on campus these days, or step outside of Morrill Hall, I see visible evidence

of the theme of this report, that we are "Building a Better U." Building is happening all around us.

Construction workers are renovating historic buildings and building new ones. Construction

cranes tower above us. I like to say that the Twin Cities campus is the construction crane capital of the

Upper Midwest.

It is an invigorating experience to witness this renewal. The new and renovated buildings,

on the Twin Cities campus and our other campuses, will help to give us campuses for the 21st century.

We are building in other ways, too-building our academic programs, building a stronger

sense of community, building by hiring new faculty, streamlining processes, and improving services

for students. Every building under construction is linked to an academic initiative or another

important goal.

Dollars invested by the state, the federal government, and private donors make both kinds

of building possible. This Annual Repot"t is a progress report in words, pictures, and numbers.
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Signs on the historic orthrop mall on the Twin Cities campus tell the story: Goldy Gopher

is in a hard hat, alongside the words Building a Better U.

An unprecedented building program is under way, thanks to President Mark Yudof's

vision for renovation and new construction and strong funding from the 1998 Minnesota Legislature.

Nobody visiting the campus could go far without seeing a construction crane or needing to find a

path around orange diamond link fences that mark off construction areas.

ot all of the building at the U is construction, however. Curricular offerings have been

revamped in preparation for the conversion to semesters in fall 1999. Key academic and research

programs are being strengthened. Faculty positions have been added. Flowers have been planted.

Systems have been rebuilt in order to streamline processes and make life easier for students.

Old traditions have been renewed. A new student convocation in fall 1998, the first in nearly 30 years,

was popular with students and was repeated in fall 1999. The transformation in the first two years of

Yudof's presidency has been remarkable.

In late 1997, Yudof identified five key academic areas in which to ensure the University's

stature among the world's best: molecular and cellular biology, digital technology, new media, design,

and agricultural research. Construction projects support these initiatives.
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In the last two years, the legislature has funded 70 new faculty positions, helping to reverse

a decline that left the faculty about 300 members smaller than it was in the early 1990s.

Forty positions were funded in a supplemental appropriation from the 1998 legislature,

all for academic initiatives in the key areas. Thirty positions, funded by the 1999 legislature, are to

strengthen undergraduate education. Those hires will be made over a two-year span by the College

of Liberal Arts, the Institute of Technology, and the College of Biological Sciences on the Twin Cities

campus and on the Morris and Duluth campuses.

Other needs remain. The faculty is still too small. Even worse, faculty salaries are falling

behind the competition, a serious problem of underfunding that threatens all other gains the

University makes. "The trouble with faculty salaries is that they are a moving target," Yudof says.

"If we go up 4 percent in salaries, and other schools go up 5 percent, we fall a little bit further behind."

Another crisis is in financing health professional education. The need was partly addressed

by the 1999 legislature through the creation of an endowment with tobacco settlement money.

"We had a real breakthrough in support of health professional education," Yudof says. "I

mean a breakthrough. It's not that we got every dollar we needed. The house, the senate, Republicans,

Democrats, Governor Ventura-all understood the crisis, and they put aside substantial money."

Senior vice president Frank Cerra says, "We're very happy with what the legislature did as far

as it went, both the legislature and the governor. It was a very innovative thing to do, the first in the

nation." But he adds, "It's not enough to accomplish the program we put forth, so we'll be going back."

The renovation of Walter Library is an example of how several goals are combined in

one project. Renovation will keep Walter's exterior intact to preserve the look of the Northrop mall.

The beautiful lobby, reading rooms, and grand staircase will be restored to their original appearance.

Much of the interior will be revamped to include state-of-the-art technology. Library space

will be reduced to half of the building, with the rest of the space devoted to the Digital Technology

Center (DTC). Construction is expected to be completed by fall 2001.
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Minnesota once dominated the digital technology industry with companies like Control

Data, Univac, Honeywell, Cray, Burroughs, and IBM. The digital technology initiative aims to

reclaim Minnesota's leadership.

Planners have made strategic decisions to invest in telecommunication and computational

biology. Telecommunication is to the information age as transportation was to the industrial age, and

the University is in a good position to make great advances. The decision to focus on computational

biology and bioinformatics will link the initiative to the molecular and cellular biology initiative.

Other areas of focus include digital publishing, computer graphics visualization, data storage

and retrieval systems, electronic commerce, multimedia digital design (tied to the design initiative),

and advanced manufacturing computation.

The recurring funding obtained from the supplemental request to launch the center is

$2.475 million. These funds will be used to hire 10 blue chip faculty. Four already have been hired,

and a search is in progress for a DTC director.

The other major academic initiative is in molecular and cellular biology. The 1998 legislature

authorized the University to issue bonds for $35 million for the first phase of the Molecular and Cellular

Biology Building, and the University will ask the 2000 legislature for funds for the second phase.

The first step is the renovation of]ackson Hall and demolition of Owre and Millard Halls and

Lyon Labs. Jackson, the original main building of the Medical School, will become a front door to the

Academic Health Center. Target date for completion of the whole project is winter 2002.
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access to the library and its resources even before they arrive on campus. The library will be one of

the nation's most technologically advanced.

At Morris (UMM), an addition to the Science Building is now under construction and will

be complete by spring 2000. Since the current building was built in 1967, enrollment in UMM science

and mathematics courses has doubled, and geology and computer science have been added to the

curriculum. The addition will include computer science, chemistry, and biology labs with more than

SOO stations and state-of-the-art computer networking to all rooms.

Projects at Crookston (UMC) include remodeling Owen Hall to consolidate student support

services and offer UMC students a one-stop student services center.

Improving undergraduate education was also a theme of the 1999 legislative request. The

cornerstone was an expansion of freshman seminars. With the addition of 100 faculty positions, Yudof

told legislators, the University could offer seminars for all freshmen on all four campuses.

The legislature appropriated enough money to hire 30 new faculty. "Not bad. It's a real start,"

Yudof said after the session. "Two years from now we'll try to go back and get the other 70."

Besides offering more seminars, the goal is to rebuild the faculty to a more appropriate size.

In 1996-97, for example, the College of Liberal Arts (CLA) faculty was at its smallest size in the last

three decades. Many departments were significantly smaller than their counterparts at comparable

universities. Now CLA is starting to reverse the decline.

In fall 1999 the University offered more than 100 freshman seminars, most of them taught

by top faculty members. Yudof himself, along with general counsel Mark Rotenberg, taught a popular

seminar in fall 1998, Students and the Constitution, and they repeated it in fall 1999.

Other seminar topics include Why Do Airplanes Fly?, Evidence for Design in ature, The

Color Red, The Holocaust and Contemporary Genocide, Who Was Socrates?, Cosmic Catastrophes,

The Meanings of Money, Star Trek and Beyond, and Biological Clocks.

Classes are small, with no more than IS students, and the students discover what it's like to

be part of a community of scholars. Standards are high and the academic experience rigorous. Yudof

wants people to think of the University as a place "where every student feels like an honors student."

Most of Yudof's priorities for the coming academic year are the same as last year's, he says.

"My philosophy as president is that you don't overpromise. I've promised some big things, and now

we're implementing and following through."
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University of Minnesota
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(amounts in thousands)

The University of Minnesota's audited financial statements for

the year ended June 30, 7999, are presented on the following pages.

Fiscal year 7999 showed increased Improvement in the balance sheet,

with growth in assets of $247,879, more than half of which was in cash

and investments, offset by an increase in liabilities of $787,539, virtually

all of which resulted from the issuance of new debt in February 7999.

This summary highlights the significant items from the

financial statements.

Balance Sheet
The current unrestricted fund balance decreased $43,912 during

fiscal year 1999, largely the result of high volumes of transfers to plant

funds. Cash and investments decreased $93,060, while accounts receivable

increased $47,011. Timing differences in the request for, and receipt

of, state operations and maintenance funds caused state appropriations

receivable to increase, with three draws outstanding at the end of the year,

compared to only two at June 30,1998.

The net change in the endowments fund balance of $81 ,772

was primarily the result of $62,687 and $30,436 realized gains and

adjustments to market value of true and quasi-endowments, respectively,

in the combined endowment fund pool. Realized gains and adjustments

to market value during the current fiscal year were lower than those

recorded in fiscal year 1998 by $5,281.

The balance in the plant funds increased $29,057 during the year,

principally due to increased levels of transfers from other funds totaling

$69,188. This increase was offset by a one-time charge of$40,702 because

of a change in method for depreciating certain research buildings to

comply with federal government OMB Circular A-21, which requires that

depreciation used for facilities and administrative rate proposals be the

same as that used in the financial statements.

Cash and investments in the plant funds increased $152,774 largely

because of proceeds totaling $200,650 from a bond offering in February,

offset by property, plant, and equipment increases, net of accumulated

depreciation, totaling $70,963. Construction expenditures this year

amounted to $151,701 including steam plant renovations, Jackson Hall,

the library archives facility, and the Morris Science IV building. Buildings

completed during the year, which had been in progress and, therefore, were

included in capital equipment as ongoing construction projects, totaled

$43,678, among them the Center for Magnetic Resonance, Northrop chiller,

and St. Paul Gymnasium.
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Statement of Changes in Fund Balances
Plant fund revenues and additions increased $90,762 in fiscal year

1999 as a result of higher levels of property, plant, and equipment additions

during the year. Plant fund expenditures and other deductions increased

approximately $45,189, due to higher capital spending and depreciation

on buildings. In addition, plant fund balances were reduced by $40,702

during the year due to the previously mentioned change in method for

depreciating certain buildings. During fiscal year 1998, a change in the

method of accounting for restricted state appropriations had reduced

the plant fund balance $72,686.

Statement of Current Funds Revenues,
Expenditures, and Other Changes

During 1999, current fund balances decreased $46,425 as compared

to an increase of $34,357 reported in fiscal year 1998.

Current fund revenues and other additions increased $58,410 or

approximately 3.5 percent. Tuition and fees increased $22,653 as a result

of enrollment gains, 1999 tuition and fee increases approved by the Board

of Regents, and an increase in credit hours per student. Increased

appropriations from the state of Minnesota and recognition of revenue

consistent with the change in method of accounting for restricted appropri

ations adopted in FY1998 added $40,291 to revenues. These increases were

offset by a reduction of$15,502 in federal grants and contracts due to the

receipt last year of more funds from restricted sources.

Current fund expenditures and mandatory transfers were up

$85,213 in fiscal year 1999, reflecting increases in salaries and benefits,

approximately $23,000 for the MALG (Minnesota Anti-Lymphocyte

Globulin Program) settlement and associated legal fees, facilities improve

ment activity throughout the University, and continuing year 2000 expen

ditures. Approximately $23,500 was expended during the year on the

Enterprise Project, which was designed to replace applications for student,

payroll, and human resources management systems and address year 2000

concerns, bringing the total since inception for that initiative to $39,500.

Subsequent Event
In October 1999, Glaxo Wellcome Inc. agreed to pay the

University royalties on the company's worldwide sales ofZiagen®, an

antiviral drug used to treat AIDS. The agreement settled a lawsuit brought

by the University in October 1998, in which it claimed that Ziagen is

among several antiviral compounds first patented in the 1980s by a

University professor and subsequently licensed to Glaxo. Under the terms

of the settlement, Glaxo will pay the University a percentage of sales on a

sliding fee scale, and the University is entitled to a one-time payment in

October 1999.
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Minneapolis, Minnesota, October 15, 1999

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.

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, 1999, 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 ote 1 to the consolidated financial statements, the University changed its

method of accounting for depreciation of certain research buildings during the year ended June 30, 1999.

The year-2000 required supplementary information on pages 30-31 is not a required part of

the consolidated financial statements but is supplementary information required by the Governmental

Accounting Standards Board, and we did not audit and do not express an opinion on such information.

Further, we were unable to apply to the information certain procedures prescribed by professional

standards because of the unprecedented nature of the year-2000 issue and its effects, and the fact that

authoritative measurement criteria regarding the status of remediation efforts have not been established.

In addition, we do not provide assurance that the University is or will become year-2000 compliant, that

the University's year-2000 remediation efforts will be successful in whole or in part, or that parties with

which the University does business are or will become year-2000 compliant.

n
Report

To the Board of Regents W h d' d h ' I'd db I h f h U' , fM'. . f . e ave au Ite t e accompanYing conso I ate a ance s eet 0 t e nlverstty 0 Innesota

Un Ive rS Ity 0 Min nesota (the University) as ofJune30, 1999, 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

con olidated 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 and the

standards applicable to financial audits contained in Government Auditing Standards, issued by the

comptroller general of the United States. Those standards require that we plan and perform the audit

to obtain reasonable assurance about whether the consolidated financial statements are free of material



Cash and temporary investments $182,532 $ 67,179 $ 3,809 $ 46,227 $ 383,246 $ 682,993 $ 620,221
R'eceivables, net'''''''''·''·· ·················1'88;592········ 8'1,749 63,262 4,301 337,904 288,461
...... . -...................................................................................................... . .
Inventories 14,916 14,916 15,230

·p..reP.~:i~::~xp.~~:ses..~.0.~...d.:~f~:r.r.~~:·cb:~:r.9.~s:: ·:.:::::::::::::::::::::::::::::::::.·::::·::::::1::,~~.~.·: : 5,161 : .:..:::::::::::::::::::'::::::::::.::::: .':'::: 2,089 9,218 9,585
Investments 41,052 1,316 663,706 35,771 741,845 676,584

.p..r~p.~~X;p.I.~.6.~:..;j:~.~::~9~.iP..;r.;:~~:<:~:~~:::.::.::: ::.::::::::::::::::.::::::::::::::::::: ::.:::::.::.::::::.:::::. :.'.:: '.:: .:.::.:::.:::..::.::::::::::::::::: :.:: : 1,268,6i3.:·::::·:::jA~$;~i~. .. ..1:197',7'1'0'
Other assets 419 419 358

Totals (Memorandum Only)
Endowment

Loan and Similar Plant
Funds Funds Funds

Current Funds

Assets

Total assets 429,479 155,405 67,071 709,933 1,694,080 3,055,968 2,808,149

Accounts payable 82,784 8,914 11 6,957 98,666 91,819Acc'r'u'e'(j"ii';j'bi'lit'ies"and'o'ther ·..· ·'29·;7'6·'·· · 3'1..;0'2'3 · ·24·4..·..··· ·· ..·45·;0'2'6'.. ·· .. ·· ·· ..,·0·;99·, · ..·2'f'04·S..· ·· ..····234·;404·
...................................................... ,............................................................. . ' ' , , .
Unearned income 27,921 1,984 29,905 43,350
..................................... . ' .

L.<:l.~.!t~~r.I!l ~.~~~ H......................... .. .. 5.~~:51. 5.S..~.~:S.1S. ~~~:.~19
Interfund borrowing 7,750 2,158 1 (9,909)

248,216 44,079 256 45,026 546,554

........................... ...
424,283.............................................. .
218,040_. . _.. ~ ~ .

22,584

206,610
200,271
129,301

702,592

49,477
369,879
193,846. .

19,410
936,763

2,105,557
$2,808,149

156,417
168,463
127,454

884,131

143,617

1,147,526 2,171,837

50,687...................................
424,283...... . .
218,040...................

22,584......................
1,003,909 1,003,909

$1,694,080 $3,055,968
664,907

$709,933

13

50,687

66,815

16,128

$67,071
111,326

111,326

$155,405
181,263

$429,479

Unrestricted~n<:l~s.i.9nat~~....~.?6~.~1? ..

.... c,>~~i9..~.a.t~<:I ~.~:.a.~6
Restricted........................................................,. . , .
U.S. government grants
and other refundables

... .. .
Endowment.... ..... .... ... ...
Quasi-endowment, restricted.. .
Quasi-endowment, unrestricted................................................... ... ....
Net investment in plant

Total liabilities

Total fund balances

Fund Balances

Liabilities

Total liabilities and fund balances

Liabilities
and Fund
Balances

See notes to consolidated financial statements.
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Total transfers
(Decrease) increase before cumulative effect of change in accounting principle
Cumulative effect of change in accounting principle (Note1)
Net (decrease) increase for the year
Fund balances at beginning of year
Fund balances at end of year

Principal and interest
Renewals and r~placements

Student ai.~.. m~.t.~~.in.9

Mandatory

Unrestricted revenues
Federal appropriations
State appropriations
Federal grants and contracts
State grants and contracts

Other..gover~.ment grants and contracts
Private gifts, grants, and contracts
Endowment income
Investment income
Realized (losses) gains and adjustments to "market value, net"' ..

Student loan interest ....

Expended for plant facilities, including $71,136 cha'rged to current funds expen'Ciitures'
Retirement of i'ndebtedness . . .. . .. . . .. . ' ..

Other additions

Nonmandatory

Education and general
Auxiliary enterprises
Indirect costs recovered
Adjustments to carrying value of loans
Administrative and collection costs
Expended for plant facilities, including $12,867 not capitalized
Retirement of indebtedness
Debt incurred
Interest on indebtedness
Depreciation of investment in plant
Disposal of plant, net of accumulated depreciation of $41,410

Revenues and other additions

Expenditures and other deductions

Interfund transfers,
(deductions) additions

Total expenditures and other deductions

Total revenues and other additions, net

See notes to consolidated

financial statements.



1,149,089 632,601 915
(6,555) (38)

(144)
(732) 588 144

(53,050) 3,850 64
(60,481) 4,400 208
(43,912) (2,513) 1,876

(43,912) (2,513) 1,876
225,175 113,839 64,939

$ 181,263 $111,326 $66,815

84,268
(72,686)
11,582

2,093,975
$2,105,557

1,966,605

1,494,614
146,798

54,455
567
571

133,178
8,094
5,537

15,398
99,753

7,640

2,050,873

$1,105,232
11,137
64,883

271,956
46,789

5,145
219,162

10,786
15,545
97,454

1,736
190,248

8,094
2,706

106,982
(40,702)
66,280

2,105,557
$2,171,837

1,578,263
148,036

55,391
304
611

164,119
5,094
7,956

18,597
111,900

7,123
2,097,394

2,204,376

$1,165,658
16,178

141,477
256,465

43,885
6,778

215,582
11,137
11,191
91,177......................

1,867
230,083

5,094
7,804

825

(8,911)

230,083
5,094

236,002

111,900
7,343

119,243

(8,911)-='-----,.
107,848
(40,702)---

67,146---
936,763

$1,003,909

$

9,945

6,593
144

611
(15)

785
2,696

64,156

16,682

66,181
3,864
7,956
2,837

80,838

$59,664
415

15

149

(220)

7,794

9,124
(1,865)

97,938
1,230

15,202

15,760

114,708

$

30,436

$ 30,436

64,651

62,687

(10,247) (3,068) 61,417
(10,247) (3,068) 61,417
54,404 27,368 (38,089)

54,404 27,368 (38,089)
369,879 213,256 181,706

$424,283 $240,624 $143,617 $

'$ 1,964

304
611

2,583
10

1,867

Loan

Funds

$ 544

103....................
37....................
22

575,165
2,045

55,391

625,688
1,003,098

145,991

1,165,658

$ 16,178
81,813

255,506
43,885

5,993
209,845.... .

11,100............................ . .
1,434................................................

(66)

Current Funds

~-
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Totals
(Memorandum Only)1999

1,165,658 576,660 1,742,318 1,683,908
Instruction 365,980 82,030 448,010 453,064
'Researd, 60,090 281,424 "3·4·(51"4"· 3'4; ~08i"

..............................................................
Public service 32,982 112,816 145,798 150,748

Academi: .s.upport 164,988 38,569 2.~3.s.5! 1.9~,3.2.0 .
Student services 57,190 5,299 62,489 55,783
Institutional support 156,736 3,933 160,669 105,646
Operation'imd maintenance of plant' 124,379 303 124,682 107,979
Scholarships'and feilowsh'ips' ....... 40,753 50,791 91,544 85,987

Education
and general

Auxiliary E~p.~~_d.it~.re.s.... 145,991 ~~O~s. 148,036 146,798
enterprises Mandatory Principal and interest 1,106 1,106 947

transfers for Renewals and' replacements 144 144 560

Mandatory Principal and interest 5,449 38 5,487 4,893
transfers for Student 'aid 'matc'hing . 732 .. (588)'" .. -"144 155

Education and general expenditures 1,003,098 575,165 1,578,263 1,494,614

Total auxiliary enterprises 147,241 2,045 149,286 148,305

Total education and general 1,009,279 574,615 1,583,894 1,499,662

Tuition and fees $ 279,083 279,083 $ 256,430

~ederal appropria~ions $ 1~, ~?3. ~~~.1 5.3. 16~??0 ..
State appropriations 501,950 77,268 579,218 538,927

Federal grants and' c?.ntrac~s ... . _. 48,145 206,164 254,309 269,811

.S~~~e grants an~ ~?.~.tracts. ._....... .. 540 48,886 ~9.~.~26 ~~~O'9.?.
Other government grants and contracts 75 4,160 4,235 6,390
'p'rivate gifts, grants, arlc(cont"racts ,.. 15,082 211,561 226,643 229,632
Endowment income . 87 11,100 11,187 10,826
......................., , -.......... .. , ,... . .
Investment income 27,772 1,434 29,206 29,028

'R'eaHzed (I~ss~~x:~~:~:::~:~j'~.~~:0~·nis::t.?::Il1:a.rke.(v.~I.u:~, n:e.i::..:.:::::::::::::::.:::: ·..··({480) ... .... "'(66)""" ... (1)5~:~).. .. "(3"3"3)"
Sales and services of educational activities 98,074 98,074 90,159....... . ,. . .
Sales and services of auxiliary enterprises 196,330 196,330 190,441

See notes to consolidated financial statements.

Other transfers, Excess of restricted expenditures over additions (3,668) (3,668) (13,579)
(deductions) R'efunded to ·grant"ors· ·· ..· ·(2~·69·5)" · ·..(2~69·5')" ..· ((82"1')"
add itions i.Jonmand'iitory·irii·nsfe·rs · ..·· ·.. ···(53:050)'" ·..j~·i"l"5"6 ·..·(49, 20"0)'" · ·..1j~ 81"6 .

Revenues

Expend itu res
and mandatory
transfers

Total expenditures and mandatory transfers 1,156,520 576,660 1,733,180 1,647,967

Total revenues

Total other transfers, (deductions) additions (53,050) (2,513) (55,563) (1,584)
Net (decrease) increase for the year $ (43,912) $ (2,513) $ (46,425) $ 34,357



University of Minnesota
Notes to Consolidated Financial Statements

Year ended June 30,1999
(amounts in thousands)

1. 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. 15, Governmental College and

University Accounting and Financial Reporting Models, 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.

Basis of Consolidation-The consolidated financial

statements include the accounts of the University of Minnesota and

RUMINCCJ, 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.

Basis of Accounting-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.

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 (1) 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 is accounted for in

the fund to which it is restricted or, if unrestricted, as revenues in the

unrestricted current fund.
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(amounts in thousands)

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 recognize revenues and

expenditures when funds are 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 are otherwise designated by University

policies. Undesignated amounts represent collegiate balances and central

reserves.

Interfund borrowings total $9,909 at June 30,1999, and have been

made principally from the plant fund to the current unrestricted and

restricted funds. These borrowings are payable over one to ten years with

interest of 6 percent.

Fund Classifications
Current Unrestricted FundS-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 Restricted FundS-Externally restricted operating

resources that may be used only in accordance with the purpose established

by the source of the funds.

Loan FundS-Funds designated for student loans, which are

provided by the federal government, the state of Minnesota, private donors,

and University sources. These are revolving funds in that repayments

become available for loans to other students.

Endowment and Similar FundS-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. Quasi

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. Quasi-endowment unrestricted funds are funds

without restrictions that have been allocated by the University for

investment purposes.

Plant FundS-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).

Other Accounting Policies
Cash and Temporary Investments-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 30,1999.

Also included in cash and temporary investments are invested assets related
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Year ended June 30,1999
(amounts in thousands)

to indebtedness and collateral received under the University's securities

lending program.

InvestmentS-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,

1999, were consistent with the approved investment guidelines.

InventorieS-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 Investment 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 AppropriationS-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 30,1999, the University changed its method for depreciating

certain buildings to comply with the requirement of the federal

government in its OMB Circular A-21 that the depreciation methods used

to calculate the depreciation amounts for facilities and administrative rate

proposals be the same methods used by the University for its financial

statements. This change in depreciation method, which "componentizes"

and assigns various useful lives to the individual components of certain

research buildings at the University, as opposed to using one life for the

entire building as was previously used for financial statement purposes, has

been applied as ofJuly 1, 1998, by a $40,702 cumulative decrease in the net

investment in plant funds. The effect of this change was to increase fiscal

year 1999 depreciation of investment in plant by $1,020.

Use of Estimates-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
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2. Other Balance Sheet Information

2,525
570

1,206
4,301

63,262

$337,904

56,193
888......................

29,968
·············(S"jei"O)

66,002. , , , ..
1,278

.... (4:;!j·,·si

81,749

20

.s.t.~~e appr.opri~tio~s .
Accrued interest

........ .. ..
Note receivable

Notes receivable.....................................
Accrued interest........ .. .
Less allowance for uncollectible accounts

.s.pons()re~.contr.a.~t and.gr~nt re~~.iy~.~les .
Due from Fairview...... .
Other......... .. .
Less allowance for uncollectible accounts

State appropriations $125,037·St"u·dent"······..········.. ·· ..·······..······ ·············1·i~·73·5· ..
....... , '" , ".. ... , .
Accrued income 4,273
Du'e"fio'm Fai~lew .. 8,S2"9'"
......................................................... . .
Other 37,563
'Less"'a Iio'wa'nce"for"u';;'co'ii'e'ctihie"ac'co'u'nts .. ············(Li','84·S')·

188,592

Loan funds

Plant funds

Current
restricted
funds

Total

Receivables at June 3D, 1999, consisted of the following:
Current
unrestricted
funds

ments 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 consolidated financial statements for the year ended June 30,

1998, from which the summarized financial information was derived.

Certain reclassifications have been made to the summarized 1998 financial

information to conform to the 1999 presentation. These reclassifications

have no effect on net operating results or net fund equity as previously

reported.

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 require the use of management's estimates relate

to allowances for uncollectible accounts and self-insurance and vacation

pay accruals.

Reclassifications-Certain reclassifications were made to the

1998 consolidated financial statements to conform to the 1999 presentation.

These reclassifications had no impact on the consolidated statement of

current funds revenues, expenditures, and other changes or the consolidated

statement of changes in fund balances as previously reported.

Memorandum Totals-The consolidated financial state-
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Year ended June 30,1999
(amounts in thousands)

16,670..., .
10,080

3,526. .
747

$1,268,673

2,459,908
(1,191,i35)

3,809
46,227

Total

383,246
$682,993

$182,532
67,179

244
45,026

9,303
$71,623

$13,524
3,526

Collateral
Under

Securities
Lending
Program

$273,301
$273,301

Invested
Assets

Related to
Indebtedness

3,565

100,642
1,201

$169,008
63,653

$338,069

Temporary
Investment

Pool
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Endowment and similar funds

Total

Current funds Unrestricted

Restricted

Included in invested assets related to indebtedness are restricted

investments that are held by the bond trustee for sinking funds of$1O,044

and for reserve funds of$1,088 required to be maintained by the bond

indentures at June 30,1999. Additionally, the University invests unex

pended 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 $262,169 at June 30, 1999.

Loan funds

Plant funds

Cash and temporary investments at June 30, 1999,
consisted of the following:

3. Cash and Temporary Investments
and Investments

244

9,303
1,688

10,991

31,023

45,026

33,754

236,587

326,921
225,757
158,505

$217,045

129,761

$ 26,280
33,816
21,117
17,788.................
13,524
17,236

1,478,384

$

Accrued vacation

Accrued payroll ..
Securities lending obligation
Other ac~ruals ., ...

Loan funds Securities lending obligation
Endowment funds Securities lending obligation

Plant funds Securities lending obliga~i.on

Accrued interest

Total

Current Self-insurance
unrestricted Accrued vacation
funds Accrued retirement costs and other benefits

Accrued payroll ... ... ....

Securities lending obligation

Other accruals

Current
restricted

funds

Net property, plant. and equipment
Less accumulated depreciation

Land
Buildings and improvements
(useful lives range from 10 to 40 years)
Equipment Technology equipment

(useful lives range from 3 to 12 years)
Other equi'pment' ... . .

(useful lives range from 3 to 20 years)
Construction in"'prog're'ss'" , .. . .
Other (usefullives range from 7 to "1 0 years)

Accrued liabilities and other at June 30, 1999,
consisted 'of the following:

Property, plant, and equipment at June 30, 1999,
consisted of the following:
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Year ended June 30, 1999
(amounts in thousands)

Investments at June 30, 1999, consisted of the following:
Market Cost

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 1 as defined by GASB Statement 0.3, Deposits with Financial

Institutions, Investments and Repurchase Agreements. Risk category 1 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 (GIP), 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.

22

Total
41,052

1,316
663,706

35,771
$741,845

N/A

N/A

$24,908 $

Insurance
SIF Subsidiary

$5,246

$5,246 $24,908

724

GIP

$123.37

$16,144
1,316

36,058
35,771

$89,289

8,565

CEF

$72.67

$622,402

$622,402

Current funds Unrestricted...... ...
Restricted

Endowment funds
Plant funds

Market value per unit
including accrued income

Total pooled units

Total

Based on the CEF's spending policy, earnings (i.e., 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 30,1999, net

nonmandatory transfers of$16,465 were made from the endowment to

current funds for this purpose. When investment income exceeds the

above-stated 5.5 percent return, the excess remains in the respective

endowment funds.

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):

$ 11,413 $ 11,650
203,440 208,958
449,708 305,322

52,337 32,346
39 39

716,937 558,315
24,908 25,397

$741,845 $583,712
Investments held by insurance subsidiary
Total

Cash and temporary investments
Government and corporate bonds
Corporate stock
limited partnership and equity growth funds
Mortgage and other
Total University of Minnesota investments
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Year ended June 30,1999
(amounts in thousands)

To enhance the return on investments, the Regents of the

University 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,

convertible 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 CASB Statement No. 28, Accounting and

Financial Reportingfor Securities Lending Transactions, the University

records the market value of the collateral as an asset in the balance sheet

along with a corresponding liability. At June 30, 1999, the University had

securities with market values of approximately $69,214 involved in loans.

These loans were supported by collateral of approximately $71,623, which

is included in cash and temporary investments in the consolidated balance

sheet. Of this collateral amount, approximately $67,326 was cash and

approximately $4,297 was acceptable noncash collateral.

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, 1999, was 62 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 $3,440 and $3,174, respectively, for the year ended June 30,1999.

The combined investment return, based on average month-end

market values, was approximately 16.7 percent for the year ended June 30,1999.

The University has entered into various forward contracts to

manage its exposure against foreign currency exchange rate fluctuations.

As ofJune 30,1999, the University had $42,551 in open foreign currency

purchase contracts and $41,358 in open foreign currency sales contracts

with a net market value of$(232).
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$200,650

190,866
84,000

4. Long-term Debt

Outstanding debt at June 30, 1999, consisted
of the following:
General Obligation Bonds, Series 1999A, at weekly floating
rates, due at various dates through 2034
Geii'eral 6biigat"ion Bonds, serres 199'6A,at"Li""50/~ 1:0"5"75% , .....•...••......

due at various dates through 2021
General Obligation Bonds, Series '1993;;:;'a1: 4"8cio/~, 'due iii' 2003
6blrgations'1:0' the ·state"o(Minnes·otil·pursuant"·to"iiifras·tructure···

Development Bonds, at 4.4% to 6.9%, due at various dates
through 2019 45,685
Vcirlous·'au,(ji'iary·'e'r;'terp·;'j"se'hon"ds·,··a"t 30io

t
due"iii va'rYou's""dates' .., .

through 2013, collateralized by revenues of self-supporting
auxiliary enterprises and the full faith and credit of the University 12,925Ot"t;'er' ' ··············4·:389

Total $538,515

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, 1996A, and 1999A.

In December 1998, the Regents of the University of Minnesota

authorized the issuance of up to $330,000 in new general obligation debt

securities to provide funds for certain approved capital projects and to pay

the costs of issuing the debt. The debt securities may be issued in one or

more series. They may be issued as obligations, the interest on which is not

includable in gross income for U.S. income tax purposes, or as obligations,

the interest on which is so includable.

On February 17, 1999, the University issued the first series of debt

securities under this authorization. The $200,650 Series 1999A, General

Obligation Bon'd was issued as a variable rate demand bond, initially in a

weekly rate mode. In the event that the University's variable rate demand

bonds are tendered but not immediately remarketed by the financial

institution appointed for such purposes, liquidity will be provided by the

University. The proceeds from this bond will be used to fund a variety of

new capital and renovation projects, including a new Molecular and

Cellular Biology Building, the new Riverbend Commons residence

complex, and various other academic and parking facilities, primarily on

the University's Twin Cities campus. The remaining $129,350 authorized

debt will be issued on an as needed basis as additional approved capital

projects get under way.

Effective February 17, 1999, the University entered into a floating

to-fixed interest rate swap agreement for a notional amount of$200,650.

The University makes monthly payments at the fixed rate of 4.16 percent,

and receives the weighted average rate that was paid to Series 1999A

bondholders during the previous month. The final maturity date of this

swap is in 2034, although there are specified notional reductions annually

beginning in 2002.

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,
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The principal payments on long-term debt, sinking
fund requirements on notes and bonds outstanding,
and minimum future payments on other obligations
at June 30, 1999, are as follows:

5. Pension Plans
Plan Descriptions
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 1, 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.

$538,515

$ 4,680
4,670

18,740
20,090

103,370
386,965

Fiscal Year Ending June 30
2000
2001
2002
2003
2004
Thereafter

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 10 years, if the trailing 90-day average of the

BMA exceeds 7 percent, the counterparty may opt to terminate the swap.

Effective August 28, 1997, and September 1, 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 I5-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 LIBOR.

As a result of the preceding activity, the University's percentages

of fixed-rate and floating-rate debt were 92 percent and 8 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 Series I996A University

bonds or eligible government or municipal securities to the University.

The option may be exercised at any time on or after January 1, 1999.

Pursuant to state of Minnesota statute, the University is

obligated to pay the state one third of the debt service of Infrastructure

Development Bonds (IDB) issued by the state for University capital

projects. The amount of outstanding debt issued by the state on behalf

of the University was $137,055 as ofJune 30,1999.

Included as part of plant fund balances at June 30, 1999, was

$9,885 for renewals and replacements required by related debt covenants.
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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:

Minnesota State Retirement System

MidAmerica Bank Building, Suite 300

175 W. Lafayette Frontage Road

St. Paul, Minnesota 55107-1425

651-296-2761

The following information pertains to the SBP
as of July 1:

1998 1997 1996
Pension benefit obligation $18,952 $18,875 $18,135
Net assets available for benefits 10,393 10,664 10,884
Unfunded accrued liability $ 8,559 $ 8,211 $ 7,251

Funded ratio (net assets as a percentage
of the pension benefit obligation) 54.84% 56.50% 60.02%

The actuarial present value of accumulated plan benefits in the

SBP was not calculated.

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.

Funding Policy and Annual Pension Cost
The University's annual pension cost and related
information for each plan is as follows:

PublIC Employees Retirement Association

514 St. Peter Street, #200

St. Paul, Minnesota 55102

651-296-7460 or 1-800-652-9026
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On December 31,1996, the University of Minnesota Hospital

and Clinic (UMHC) operations and certain assets and liabilities were

transferred to Fairview Hospital and Healthcare Services (Fairview).

Fairview and the University also 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.

6. Related Parties

$ 266 '$ 909
288 502
300 606

4.0% 11.4%
4.0 7.6

FRP SERF PEPFF SBP

$44,616 $11,033
38,809 10,442
37,400 13,237

..... .... .....
13.0%

2.5

University c(mtributions, fiscal year ended ..
June 3D, 1999
June 3D, 1998
June 30, 1997

Current contribution rates

Univ~rs.i~L .
Plan members
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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, 1999, the combined net assets of the foundations (not

included in the consolidated financial statements of the University) were

$977,186, of which approximately $557,069 was temporarily restricted,

$368,636 was permanently restricted, and the remaining $51,481 was

unrestricted.

Summarized, unaudited financial information with respect to the foundations
for the year ended June 30, 1999, is as follows:

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 $12,989 was billed to

Fairview in fiscal year 1999. Fairview billed the University $1,173 in

fiscal year 1999 for pharmaceuticals, medical professionals, and

transcription services.

90,501

73,673
16,828

117,354
$977,186

207,855

Total
'$85'9,83'2'

. .
127,299
. .
80,556

2,282 179. .
531 311

2,813 490
4,800 271

$19,222 $3,882

7,613 761

Minnesota
Landscape Minnesota
Arboretum 4-H
Foundation Foundation

'''~f1'4:;4'ii'' $3;6',,,
6,423 501

. .
1,190 260

60,501

21,168
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39,333

17,537
. .

3,631

$253,684

Minnesota
Medical

Foundation
·.... '$'2·1·4j5"

..................
32,258...................
28,243

72,950
66,030

138,980

$700,398

University
of Minnesota
Foundation

·....·'$'627;448· ......
. .

88,117........................
50,863

53,675................................................
12,355

Distributions to the University
A(frr,in·fs~t"r·aii·on··a·n"d··othe·r··cfe'ductlc;ns··· .

Net assets at end of year
Net increase for the year

The foundations are subject to audit by other independent auditors.

Deductions

Net assets at beginning of year
Addiiion's"Gift:s;ple'dges, and other additions

·invesim·ent·in~o·me"and'adju·stmerits·to"m·arke·t"vaj'ue;'net

Total additions

Total deductions



University of Minnesota
Notes to Consolidated Financial Statements

Year ended June 30,1999
(amounts in thousands)

7. Commitments and Contingencies
Construction projects in progress, principally buildings, that have

been included in the assets of the plant funds at June 30, 1999, approximate

$225,757. The estimated cost to complete these facilities is $412,121, which

is to be funded from plant fund assets, and $154,354 in appropriations

available from the state of Minnesota.

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 1,

1992. Under the agreement, the University must 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, 1999, is as follows:

28

The University is obligated under various operating leases for the

use of real property and equipment. Future commitments for real property

operating leases are as follows:

$55,086

$ 4,683
3,956
3,696
3,287
3,302............................

36,162

2000
2001
2002
2003
2004
2005 through 2015

Total operating lease expenditures for the year ended June 30,

1999, were $17,051, of which $9,210 was for real property and $7,841 was

for equipment.

The University is a defendant in cases involving claims of medical

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

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.

Fiscal Year Ending June 30

$101,144

$ 5,619........ ...
5,619............ -,-
5,619
5,619
5,620

73,048

2000
2001
2002
2003
2004
Thereafter

Fiscal Year Ending June 30



University of Minnesota
Notes to Consolidated Financial Statements

Year ended June 30, 1999
(amounts in thousands)

Changes in the reported liabilities since June 30, 1998,
are shown below:

Other adjustments reflect reserve changes on prior years' claims,

IBNR for new claims, and the change in IBNR for previous years.

8. Income Taxes
The University is generally exempt from federal and state income

taxes as an instrumentality of the state of Minnesota and under Section

SOl (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 carry

forward of approximately $9,588 at June 30, 1998, (the date of the most

recent federal tax return) which expires in fiscal years 2007 through 2012.

June 30,

1998, New Claim Other

Liability Claims Payments Adjustments

RUMINCO, Ltd. $10,551 $3,199 $3,622 $1.452
"iiVorkers·;..Co·iTi·pens·iiiio·n··········'·7;CiOo·········..i;"1:3f········i"}l49··········{,·;SS·Sj"

June 30,

1999,
Liability

$11,580
""4-;700"

9. 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 insur'ance 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.

10. Subsequent Event
On October 4, 1999, Glaxo Wellcome Inc. (Glaxo) agreed to pay

the University royalties on Glaxo's worldwide sales of Ziagen~ an antiviral

drug used to treat AIDS. The agreement settled a lawsuit brought by the

University in October 1998, in which it claimed that Ziagen is among

several antiviral compounds first patented in the 1980s by a University

professor and subsequently licensed to Glaxo. Under the terms of the

settlement, Glaxo will pay the University a percentage of sales on a sliding

fee scale: 5 percent of the first $300 million in worldwide sales, 7 percent

of sales from $300 million to $700 million, and 10 percent of sales over

$700 million annually. In addition, the University will receive a one-time

payment of $7.25 million in October 1999.

29



University of Minnesota
Required Supplementary Information

Year ended June 30,1999

Year-2000 Readiness Disclosure
The University is addressing the year 2000 (Y2K) issue relating

to its computer systems and other electronic equipment. The Y2K issue

refers to the fact that many computer programs use only the last two digits

to refer to the year. Therefore, both 1900 and 2000 would be referred to

as "00." Computer programs that have not been adjusted to recognize the

turn of the century may fail or create errors. In addition, some computer

programs may have to be adjusted to recognize that 2000 is a leap year.

The Y2K issue could also affect electronic equipment such as certain

research equipment, building controls, and security systems that have

date recognition features.

University staff started in 1996 to evaluate the potential impact of

Y2K on University systems starting with the critical central administrative

systems. A plan was developed to replace the central University systems

most at risk, such as the various student and human resource management

systems, with commercial software. Other central systems such as payroll

and accounting were remediated and extensively tested by University staff.

Priorities and resources were also identified for remediation of

high priority collegiate and coordinate campus systems at risk of Y2K

related failure. An Oversight Committee was appointed to provide

executive leadership and to monitor progress.

Resources Committed
The University has approved a total of approximately $53 million

for the replacement or upgrade of central administrative systems. An

additional $5.8 million is included in collegiate budgets to replace or

upgrade collegiate systems. Staff have been identified for the critical time

period in late December 1999 and early January 2000 to provide additional

support in the event of failures.

Stages of Work
Ten stages have been identified for projects:

1. Inventory-includes analysis of impact and risk assessment;

2. Assessment-includes high level analysis of type and magnitude

of problem;

3. Compliance Strategy-includes primary and contingency strategy

(i.e., replace, renovate, or retire);

4. Resource Plan-includes budget, staff, and consultants;

5. Detail Work Plan-includes target dates, priorities, and persons

responsible;

6. Detail Analysis and Design-includes program specifications or

implementation process/strategy;

7. Develop Test Plan-includes test cases with expected results and testing

procedures;

8. Make Modifications-includes documentation of changes and

installation notes;

9. Test-includes documentation of test results; and

10. Implementation-includes approval for implementation.

The University identified 401 projects of which 16 (4 percent)

remain to be completed as of August 1999. These projects are in the

following stages of work as of August 1999:

Central Administrative Systems-An inventory and

investigation of these systems for potential Y2K issues were completed.

Where indicated, remediation projects were initiated. Nine projects
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primarily relating to the new human resource management and student

services replacement systems remain to be completed. Two projects are at

the modification stage, five projects are in the testing stage, and two projects

are in the process of completing implementation.

Facilities and Telecommunications Systems-
An inventory and investigation of these systems for potential Y2K issues

were completed. Where indicated, remediation projects were initiated.

One equipment replacement project (caused by a late notification from

the vendor) is in the modification stage.

Colleges, Business Units, and Coordinate
Campuses-An inventory and investigation of systems for potential

Y2K issues were completed. Where indicated, remediation projects were

initiated. Six collegiate projects remain to be completed. One project is

at the modification stage, two projects are in the testing process, and three

projects are in the process of completing implementation.

External Parties
The University has identified external parties whose preparedness

could affect the University's ability to provide services and meet its

obligations, including timely payments of indebtedness. Examples of such

parties are as follows:

Federal agencies-Various agencies of the federal government

provide grants and contracts to the University for research, education, and

outreach. The federal government reports that 95 percent of mission critical

systems were compliant as of August 1999.

The state of Minnesota-Various agencies provide grants and

contracts for research, education, and outreach. The legislature provides

partial capital and operational funding support for the University. The

state reported that 97 percent of its mission critical systems were compliant

as of August 1999.

Various financial institutions, such as Bank of New York, BNY

Trust Company of Missouri, DTC, Goldman Sachs, J. P. Morgan, and

Lehman Brothers, provide a variety of services to the University. The

University has contacted these institutions to determine the status of their

systems and found that testing and implementation of mission critical

systems were successfully completed by June 30,1999.

The University's general account is held at Norwest Bank and

its payroll account is held at US Bank. The University has contacted these

institutions to determine the status of their systems and both report that

they have completed Y2K testing and have met all compliance issues.

Investments for the University are managed by nine investment

firms. The University has contacted these institutions to determine the

status of their systems. All nine firms had completed their testing and

implementation by September 30, 1999.

The University's custodian bank is State Street Bank. The

University has contacted the bank to determine the status of its systems and

found that its completion date for all mission critical systems was June 1999.

Uncertainties
Because of the unprecedented nature of the Y2K issue, its effects

and the success of related remediation efforts will not be fully determinable

until the year 2000 and thereafter. Administration cannot assure that the

University is or will be Y2K ready, that the University's remediation efforts

will be successful in whole or in part, or that parties with whom the

University does business will be Y2K ready.
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Summary of the Invested Assets
of the Regents of the University of Minnesota

as of June 30,1999

The invested assets of the Regents of the University of Minnesota

are managed through several different investment pools.

The Consolidated Endowment Fund represents

individual endowment funds supporting the teaching and learning,

research and discovery, and outreach and public service mission of

the University.

Long-Term Reserves in the Group Income Pool
support various capital and infrastructure needs.

Short-Term Reserves in the Temporary Investment
Pool are the working capital funds of the institution.

Separately Invested Funds are typically gift funds that,

by donor intent, cannot be combined in the endowment pool.

Invested Assets Related to Indebtedness are funds

raised through the issuance of University bonds and spent relatively quickly

in support of capital projects.

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 10 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, 1999,

the endowment fund generated $25,744 for distribution to departments

for spending purposes. The distributed funds were used primarily for

instructional needs ($9,362), research support ($6,208), scholarships ($4,939)

and academic support ($2,672).

32



The Consolidated Endowment Fund has experienced a net

increase in value from investment performance and contributions nearly

every year for the past 10 years. During that period the endowment has

grown from $190,857 on June 30, 1989, to $622,402 on June 30, 1999. ew

contributions to the fund amounted to approximately $49,100 over that

time, while the remaining growth of$382,445 resulted from market

appreciation. The annualized total return numbers for the Consolidated

Endowment Fund for the past one, three, and five years were 19.4 percent,

22.1 percent, and 20.5 percent, respectively.

Long-Term Reserves-Group Income Pool
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 ofJune 30,1999,83 percent of the pool was invested in the domestic

fixed-income market and 17 percent in international bonds.

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 30,1999, the Group Income Pool

provided annualized returns of 1.3 percent, 4.9 percent, and 7.1 percent,

respectively.

Short-Term Reserves-Temporary
Investment Pool

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. As of

June 30,1999, the holdings in the pool had a yield to maturity of5.6

percent, an average coupon of 5.7 percent, and an average maturity of 2.3

years. 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 5.7 percent, 5.9 percent, and 5.9 percent, respectively. An

annually specified rate of interest is credited to departments participating

in the Temporary Investment Pool. For the 1999 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.
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Other University Assets and Programs
Separately Invested Funds-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, 1999, the market value of these invested

assets totaled $5,246.

Invested Assets Related To Indebtedness-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 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, 1999,

was $11,132.

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 $262,169 on June

30, 1999. These unexpended bond proceeds from the 1993A, 1996A, and

the 1999A 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, 1999, amounted to $273,301.

The Securities-Lending Program-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

$760 in additional income.
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ent
Report
Board of Regents
University of Minnesota

We have examined the Summary of Compounded Annual Investment Performance for the

University of Minnesota (the Summary) for the one-, two-, three-, four-, and five-year investment

periods ended June 30, 1999. 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 of Minnesota'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, 1999, computed in accordance

with the measurement and disclosure criteria set forth in the accompanying note to the Summary.

Minneapolis, Minnesota, October 15, 1999
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University of Minnesota
Note to Summary of Compounded

Annual Investment Performance
For specified periods ended June 30,1999

See note to Summary of Compounded Annual Investment Performance.

One Two Three
Year Years Years

36

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.

20.5
7.1

5.9

Five
Years

21.9
5.1

5.9

Four
Years

22.1
4.9

5.95.8

21.3
3.1

Major Investment Pools:
Consolidated Endowment Fund 19.4......................... , .
Long.~Terr:r.' R.es~rve.s: G.r.c:>lJP l':'c?m~ ..Po.?I.... 1.3
Short-Term Reserves: Temporary
Investment Pool (average yield) 5.7

Percent Compounded Annual Total Return
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