








Plant Funds Totals
Ner Investment

| Unrestricted Restricred in Plant 1992 1991
$ 1,095,603 $ 1,057,304
14,509 15,275
$ 61,696 151,912 77.553
335 197,300 202,500
213 16,842 19,270
99 $ 734 7,314 3,328
142,313 130,120
13,446 12,238
$ 13,020 1,019 17,215 25,591
3,807 3,044 33,228 9,527
1,614 1,525
113,385 113,385 125,262
7,054 7,054 6,030
1 669 8 677 4,989
. () 17,496 66,414 121,173 1,812,412 1,690,512
1,107,036 1,075,183
112,812 113,051
296,497 265,235
39,018 38,730
76 240
475 752
36,300 36,965 73,265 58,957
7,054 7,054 6,030
7,747 7,747
13,023 13,023 17,739
92,898 92,898 87,499
3,222 3,222 5,581
263 844
36,300 64,789 96,120 1,753,386 1,669,841
785
285
15,521 15,709
15,521 16,779
(3,283) 18,404 25,053 59,026 20,671
247,482 96,570 734,159 1,729,036 1,708,365

$ 244,199 $ 114,974 $ 759,212 $ 1,788,062 § 1,729,036




University of Minnesota

STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES, AND OTHER CHANGES (7 thousands)
for the year ended June 30, 1992 (with comparative totals for the year ended June 30, 1991)

1992
Unrestricted Restricred Total 1991 Toral
REVENUES:
Tuition and fees $ 165995 $ 165,995 $ 149,287
Federal appropriations $ 15,664 15,664 15,417
State appropriations 363,366 84,275 447,641 458.902
Federal grants and contracts 34,209 167,104 201,313 203,119
Srate grants and contracts 121 15,083 15,204 22,239
Ocher government grants and contracts 79 6,145 6,224 2,207
Private gifts, grants, and contracts 14,444 136,513 150,957 126,893
Endowment income 1,348 9,698 11,046 12,364
Investment income 29,708 632 30,340 26,474
Realized gains and adjustments to market value, net 3,260 3,260 (212)
Equity in earnings (losses) of unconsolidated subsidiary 2,741 2,741 2,860
Sales and services of educational activities 77,127 77,127 80,274
Sales and services of auxiliary enterprises 112,174 112,174 108,135
Sales and services of hospitals and medical clinics 291,031 291,031 270,381
Total revenues 1,095,603 435,114 1,530,717 1,478,340
EXPENDITURES AND MANDATORY TRANSFERS:
Education and general:
Instruction 302,551 66.215 368,766 364,231
Research 47,201 233,141 280,342 286,109
Public service 17,900 58,626 76,526 71,869
Academic support 91,790 24,723 116,513 108,145
Student services 37,446 6,223 43,669 39,606
Instirutional support 76,753 2,234 78,987 74,919
Operation and maintenance of plant 93,855 236 94,091 85,095
Scholarships and fellowships 19,604 28,538 48,142 45,209
Education and general expenditures 687,100 419,936 1,107,036 1,075,183
Mandatory transfers for:
Principal and interest 60 60 605
Loan fund matching grant 55 55 42
Total education and general 687,160 419,991 1,107,151 1,075,830
Auxiliary enterprises:
Expenditures 109,027 3,785 112,812 113,051
Mandarory transfers for:
Principal and interest 725 725 1,146
Renewals and replacements 285 285 285
Total auxiliary enterprises 110,037 3,785 113,822 114,482
University hospitals and medical clinics:
Expenditures 285,159 11,3538 296,497 265,235
Mandatory principal and interest transfers ,186
Total University hospitals and medical clinicy 285,159 11,338 296,497 265,421
Total current expenditures and mandatory transfers 1,082,356 435,114 1,517,470 1,455,733
OTHER TRANSFERS, ADDITIONS (DEDUCTIONS):
Excess of restricted additions over expenditures 5,742 5,742 1,210
Refunded to grantors (263) (263) (844)
Nonmandatory transfers (33,244) (4,828) (38,072) (94,560)
Total other transfers, additions (deductions) (33,244) 651 (32,593) (94,194)
Net (decrease) increase in fund balances $ (19,997) 5 651 S (19,346) $ (71,587)

The accompanying notes are an integral part of the financial statements.
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University of Minnesota
NOTES TO FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Accounting Basis

Fund Accounting

Curvent Unyestricted

The financial statements of the University of Minnesota (the University) are presented
on the accrual basis in accordance with accounting principles outlined in the American
Institute of Certified Public Accountants’ audit guide, “Audits of Colleges and
Universities,” and guidelines suggested by the Nartional Association of College and
University Business Officers.

The statement of current funds revenues, expenditures, and other changes
is a statement of financial activities of current funds related to the current reporting
period. It does not purport to present che resules of operations or the net income or loss
for the period as would a statement of income or a statement of revenues and expenses.

To the extent that current funds are used to finance plant assets, the
amounts so provided are accounted for as (1) expenditures in the case of normal
addirions 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.

Current fund revenues include all unrestricted resources earned during the
year and restricted revenues to the extent such funds were expended for current

OPErating purposes.

In order to observe the limitations and restrictions placed on the use of available
resources, the University uses the principles of “fund accounting.” Resources for
various purposes are classified into funds thar characrerize and reflect sources of revenue
and specified activities or objectives. Separate accounts are maintained for each fund;
however, in the accompanying financial statements, funds that have similar
characreristics have been combined into fund groups.

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

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

The accounts of the University are summarized for financial reporting

purposes into the following fund classifications:

Funds over which the University retains full control to use in achieving its institutional

purposes including instrucrion, research, public service, general supporting activities,

and the investment and cumulative earnings of the University's wholly owned captive
insurance company, RUMINCO, Led.




Current Restricted

Loan

Endowment

Plant

Cash and Temporary Investments

Investments

Investment in Unconsolidated Subsidiary

Externally restricted operating funds that may be urilized only in accordance with the [
purpose established by the source of the funds. !

Funds provided by the federal government, the state of Minnesota, and private donors
for student loans. These are revolving funds in thar repayments become available for
loans to other students.

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 permanently to maximize investment return. Term
endowment funds are similar to true endowment funds excepr that all or part of the
principal may be expended after a specified period of time or the occurrence of a
particular event. 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 withour restrictions that ’
have been allocated by the Universicy for invesement purposes.

Funds to be used for acquisition of physical properties for instirutional purposes but
unexpended at the date of reporting, funds set aside for renewal and replacement of
insticutional properties, funds ser aside for debt service charges and for retirement of
indebredness related ro institutional properties, and funds invested in institutional
properties, less accumulated depreciation.

The cash balances of the various fund groups of the University are invested primarily in
domestic and foreign commercial paper, money market mutual funds, and short-term
U.S. government and agency securities. These investments are carried at amortized
cost, which approximates the market value at June 30, 1992. Also included in cash
and temporary investments are investments restricted for sinking funds and bond
reserve funds.

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

investment pools.

The University has a wholly owned caprive insurance company, RUMINCO, Ltd., for
professional and general liability, educarors’ legal liability, comprehensive automobile
liability, and certain other liability claims. The estimated liability for known claims
and certain unreported claims and incidents and related contributions to RUMINCO,
Ltd., are based upon an independent actuarial determination. The investment in
unconsolidated subsidiary represents the excess of RUMINCO, Led.’s, assets over the
estimated liabilities at June 30, 1992.
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Inventories

Net Investment in Plant

Unearned Income

Inventories held for resale are carried at the lower of cost (first-in, first-out) or market

value and orher inventories are carried primarily at cost.

Land, buildings, and other property are recorded at cost, except those received as gifts or
bequests which are recorded at market value at date of gift. Depreciation is determined
using the straighe-line method based on the estimated useful lives of the assets.
Interest is normally expensed as incurred, except when it is incurred in
conjuncrion with major capital additions, and then it is shown as an addition to
investment in plant. The amount of interest capitalized, net of interest income on
bond trustee held invesements, is determined by applying current interest rates to the

funds required to finance the construction.

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

2. OTHER BALANCE SHEET INFORMATION

Receivables at June 30, 1992, consisted of the following (in thousands):

CURRENT UNRESTRICTED FUNDS

University hospitals § 93,191
State appropriations 32,264
Student 10,541
Notes receivable 4,619
Accrued income 6,090
Orther 13,156
Less allowance for uncollectible accounts (36,575)
$ 123,286
CURRENT RESTRICTED FUNDS
Unbilled charges, due principally
from federal government 37,624
Other 22,149
59,773
LoAN FUNDS
Notes receivable 55,565
Accrued interest 1,276
Less allowance for uncollectible accounts (8,028)
48,813
PLANT FUNDS
Notes receivable 38,706
State appropriations 112,061
Orther 2,393
153,160
Total $ 385,032




Nert investment in plant at June 30, 1992, consisted of the following (in thousands);

Land $ 35750
Buildings and improvements 1,298,194
Equipment 542,426
Other 81,323
1,957,693
Less accumulared depreciation (949,452)
Net investment in plant $1,008,241

3. CASH AND TEMPORARY INVESTMENTS

Cash and temporary investments at June 30, 1992, consisted of the following (in

thousands):
Temporary
Investment Trustee-Held
Pool Assers Total
CURRENT FUNDS:
Unrestricted $ 185,336 $ 185,336
Restricted 42,446 42 446
LOAN FUNDS 3,335 3,335
ENDOWMENT AND SIMILAR FUNDS 6,927 6,927
PLANT FUNDS 159,199 $§ 37414 196,613
Total $ 397,243 $ 37414 $ 434,657

Included in cash and temporary investments are restricted investments
thar are held by the bond trustee for sinking funds and for reserve funds required to be
maintained by the bond indentures. The amount held by the trustee aggregated
$11,614,000 for sinking funds and $25,800,000 for reserve funds at June 30, 1992.

4. INVESTMENTS

Investments at June 30, 1992, consisted of the following (in thousands):

Market Cost
Cash and temporary investments $ 82814 $ 82,814
Government and corporate bonds 204,843 190,130
Corporate stock 161,253 138,021
Limited partnership and equity growth funds 15,727 16,143
Mortgages and other et 44

$ 464,681 $ 427,152
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The investment table above shows the University’s risk category 1
investments. Risk category 1 includes securities which 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 deparrment or agent in the University's name) or in risk category
3 (uninsured and unregistered securities held by the counterparcy or by its trust
department or agent but not in the University's name).

The combined investment recurn, including revenue from securities
lending and other portfolio management strategies, based on average monch-end
marker values is approximately 14.9% for the year ended June 30, 1992.

The University's endowment 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.

The following tabulation summarizes all pooled and nonpooled
investments by fund (in thousands, except for market value per unit, including

accrued income):

CEF GIP SIF Toral

CURRENT FUNDS:

Unrestricted $ 38,657 $ 38,657

Restricred 14,828 14,828
LOAN FUND 601 601
ENDOWMENT FUND $ 274,864 46,394 $ 1474 322,732
PLANT FUND 74,595 13,268 87,863
Total $ 274,864 $ 175,075 $ 14,742 § 464,681
Tutal pooled units 8.016 1,440 N/A N/A
Market value per unit,

including accrned income $34.29 $121.57 N/A N/A

Based on the University's spending policy, earnings are distributed at a
rate of 5.5 percent of the three-year moving average of the marker value of the fund
assers; therefore, in certain years accumulated capital gains are used to supplement
investment income. When capital gains are so used, they are reported as a
nonmandarory transfer from endowment to current funds. When investment inccme
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.
During the year ended June 30, 1992, net nonmandatory transfers of $3,808,000 were
made from the endowment to current funds.

To enhance the return on investments, the University maintains a
securities lending and arbitrage program involving the University’s portfolios. As
governed by defined guidelines and agreements, the securities lending transactions
involve the loan of securities by the University to brokerage firms, banks, and other
approved institutional borrowers in exchange for cash or other collateral acceprable ro
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the University that is at least 95 percent of the marker value of the securities loaned.

This collateral, in accordance with University guidelines, is invested in other arbitrage ’
transactions. Under the written agreements with the borrowers, the University retains
all rights of ownership to the loaned securities, receives all dividend and interest
income, and reserves the right to terminate any loan of securities at any time. At June
30, 1992, the University had securities of approximately $243,000,000 involved in
loans. These loans were supported by collateral of approximately $238,000,000.
Additionally, approximately $220,000,000 of the collateral was invested in other
arbitrage strategies. The remaining collateral of approximately $18,000,000 was
invested in approved short-term securities.

Under the other arbitrage transactions, the University employs other
portfolio management strategies involving the purchase or borrowing of securities and
the subsequent sale of these and other University securities, generally with a
corresponding hedge against marker fluctuations using options, futures, and other
securities. As with the lending of securities, these strategies are designed to improve
investment return and generally are hedged. Ar June 30, 1992, the University owned .

investments of approximately $20,000,000 involved in these strategies, in addition to

the $220,000,000 of securities lending collateral also invested in these strategies. Some
of these transactions also require the University to pledge cash or securities as collateral, r
which is held ar the University's custodian bank. The total market value of such
collateral on June 30, 1992, was approximately $19,000,000. Total income earned on
the securities lending and arbitrage strategies including University-owned investments
was approximately $4,300,000 for the year ended June 30, 1992.

5. LONG-TERM DEBT

Outstanding debr at June 30, 1992, consisted of the following (in thousands):

General Obligation Refunding Bonds, Series 1986A, at 6% to 7.82%,
due at various dates through 2005 except capital appreciation bonds at
6% to 7.75%, due 2005-2011 $ 102,160

Variable Rate Demand Bonds, Series 1985E, 1985F, 1985G, 1985H and
19851, F&G at 2.85% and E, H and T ar 2.15% to 3.25%, due art various
dates through 2017 156,500

Various auxiliary enterprise bonds, at 3%, due art various rates through
2013, collateralized by revenues of self-supporting auxiliary enterprises

and the full faicth and credit of the University 16,740
Commercial Paper Certificates, 1991 Series A at 2.50% to 3.25% 42,000
Obligation to the state of Minnesota pursuant to Infrastructure

Development Bonds, at 6.9%, due at various dates through 2012 7,663
Other 918
Total $ 325,981

The full faith and credit of the University is pledged for payment of
principal and interest related to the 1985 and 1986 bonds and the Commercial Paper.
The Variable Rate Demand Bonds are subject to optional tender and mandatory tender

by the bondholders in certain circumstances. The University expects that tendered
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bonds will be resold to the public by a remarkering agent. To provide for the purchase
of rendered bonds that are not remarkered, the University has entered into a credit
agreement with a bank. The Commercial Paper Certificates each mature within one
year. The University intends to remarker these certificates through December 31, 2023.

Pursuant ro state of Minnesota statute, the University is obligated to pay
the state one third of the debe services of Infrastructure Development Bonds (IDB)
issued by the state for University projects. The state has issued $23,242,000 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, 1992, are
$8,937,000 for renewals and replacements required by related debr covenants.

Effective August 16, 1991, the University entered into a five-year interest
rate swap agreement whereby the University will pay fixed interest payments at 5.75%
on $70,000,000 of Series 1985H and 19851 bonds in exchange for variable interest
payments on an equivalent amount of debr based upon calculated interest using the
Kenny Information Index, an index based on 30-day yield of certain tax-exempt bonds.

On November 19, 1991, the University entered into a two and one-half
year interest rate swap agreement whereby the Universicy will pay fixed rate interest
payments at 4.15% on the Commercial Paper Certificates, 1991 Series A. The amount
on which the swap is based decreases every three months beginning ar $40,300,000 in
November 1991 and ending at $12,100,000 in May 1993. As with the 5.75% swap,
this is in exchange for variable interest payments on an equivalent amount of debre
based upon calculated interest using the Kenny Information Index.

During 1992, the University's Board of Regents approved the sale of up to
§13,000,000 of commercial paper for campus construction projects, the sale of which is
anricipated early in calendar year 1993,

The anricipated principal payments on long-term debr and sinking fund
requirements on notes and bonds outstanding and minimum future payments on other
obligations at June 30, 1992, are as follows (in thousands):

Fiscal Year
Ending June 30 Total

1993 $ 7,296
1994 7,353
1995 8,503
1996 9,226
1997 9,433

Thereafter 284,170

$ 325,981

Based on the University's intent to remarket certain debr instruments wich

maturiries of less than one year, these principal payments are included in the
“Thereafter” amounts above.




6. PENSION PLANS

All employees of the University meeting age and length of service requirements
participate in the faculty (University of Minnesota Faculty Retirement Plan - FRP),
civil service (State Employee Retirement Fund - SERF of the Minnesota State l
Retirement System - MSRS), or police department (Public Employee Police and Fire
Fund - PEPFF of the Public Employees’ Retirement Association - PERA) pension plans
(the plans). The plans require contributions by both employer and employees. Pension
expense of the University for the year ended June 30, 1992, was $45,175,000 which
includes the amortization of prior service cost through 2020.

The FRP of the University is a single employer-defined contribution plan
and is fully funded. For faculty members employed prior to 1963, the University
provides a Faculty Retirement Supplement Defined Benefit Plan that is being funded
in the amount equal to the annual benefits payable to recirees, plus the amount
necessary to fund, over a four-year period, benefic improvements. The FRP specifies
contribution rates of 2.5% for the employee and 2.5% for the firsc $5,000 of eligible
salary and 13% thereafter for the University. Participant benefits vest immediately. |

Statewide plans (SERF and PEPFF) cover employees of the state of !
Minnesota, school districts, counties, cities, and other political subdivisions. The SERF ‘
is a multiple-employer, cost-sharing defined benefit plan administered by the
Minnesota State Retirement System. Benefits are based on average salary and are fully
vested after three years of credited service. Parricipants are required to contribute
4,15% of their gross salary to SERF. Prior to May 1992, the University was required
to contribute 4.29% of the participants’ gross salary, subsequent to May 1992, the
University is required to contribute 4.12%. The PEPFF is a multiple-employer, cost-
sharing defined benefit plan administered by PERA. Benefits are based on average
salary and are fully vested after 10 years of credited service. Participants are required to
contribute 8.0% of their gross salary to PERA. The University is required to
contribute 12.0% of the participants’ gross salary.

Unaudired information with respect to covered payroll and contriburions
for the year ended June 30, 1992, is as follows (in thousands):

University Parricipant
Covered Contribution Contribution
Payroll Amount % Amount %
FRP $ 237,280 $ 29,853 12.58% $§ 5932 2.50%
SERF 350,466 15,035 4.29 14,544 4.15
PEPFF 2,350 ,282 12.00 ,188 8.00
$ 590,096 $ 45,170 $ 20,664

The pension benefit obligation is a standardized disclosure measure related
to defined benefit plans of the present value of pension benefits, adjusted for che effects
of projected salary increases and step-rate benefits, estimated to be payable in the future
as a result of employee service to date. The measure, which is the actuarial present
value of credited projected benefits, is intended to help users assess the SERF’s and
PEPFF’s funding status on a going-concern basis, assess progress made in accumulating
sufficient assets to pay benefits when due, and make comparisons among public ;

employee retirement plans and employers.
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7. RELATED PARTIES

The unfunded vested benefic liabilities of the plans are not actuarially
segregated by employer unit. As of June 30, 1992, the University's contributions and
employees represented approximately 24% and 1% of all participating entity
contributions and active plan participants in SERF and PEPFF, respectively.

Cerrain unaudiced informartion, principally with respect to SERF's and
PEPFF's funding status as a whole, as of June 30, 1991, (the most recent information
available) is as follows (in thousands):

SERF PEPFF
Pension benefit obligation $ 2,520,000 $732911
Ner assers available for benefits, at cost 2,267,000 823,125
Unfunded (assets in excess of) pension benefit obligation 252,674 (90,214)

Ten-year historical trend information showing the SERF's and PEPFF's
progress in accumulating sufficient assets to pay benefits when due is presented in each
plan’s respective June 30, 1991 comprehensive annual financial report.

At June 30, 1991, the FRP had a projected benefit obligation of
$18,210,000, an unfunded accrued liability of $5,871,000 and net assets available for
benefits of $11,025,000. The actuarial present value of accumulated plan benefits was

not calculated.

The University of Minnesota Foundation, the University of Minnesota Medical
Foundarion, and the Minnesota Landscape Arboretum Foundation are independent
corporations formed for the purpose of obtaining and disbursing funds for the sole
benefit of the University. At June 30, 1992, the combined net assets of these
foundations (not included in the financial statements of the University) were
approximately $354,263,000 of which approximately $346,329,000 were restricted
funds. During the year ended June 30, 1992, these foundations distributed
approximately $29,330,000 to the University, which has been recorded as private gifts.

The University purchases computing services from Minnesota
Supercomputer Center, Inc. (MSCI), a corporacion that is majgrity owned by the
University of Minnesota Foundation. During the year ended June 30, 1992, the
University made net payments of approximately $6,455,000 to MSCI for computer
usage. The University has entered into a four-year, noncancellable agreement with
MSCI commencing July 1, 1992, for computer usage. The minimum charges for each
of the four fiscal years commencing July 1, 1992, during the term of the agreement is
$8,000,000. Additionally, MSCI has outstanding future minimum operating lease
payments totaling $335,000 per year for building space under a noncancellable
agreement with the University. This lease obligation is payable in cash.
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8. COMMITMENTS AND CONTINGENCIES

The University owns 22,500 shares of $10 cumulative nonvoring preferred
stock in MSCI with a cost of $4,500,000. This investment is recorded at cost in “other
assets” of the current unrestricted fund. No dividend has been declared on this
preferred stock and none has been recognized by the University.

The University has a $1,562,000 nonmember deposit in the University of
Minnesota Federal Credit Union (UMFCU), which is noninterest bearing and is to be
repaid in semiannual installments through July 1, 1993. The amount is included in
“other assets” in the current unrestricted fund. Additionally, the University has a
$2,075,000 certificate of deposit in the UMFCU, which bears interest at 4.3%
annually. The deposit has a maturity date of January 4, 1993, and is included in cash
and short-term investments. Subsequent to year end, an additional certificate of
deposit for $525,000 was purchased, which bears interest ac 3.68% annually with a
January 4, 1993, maturity date.

Construction projects in progress, principally buildings, that have been included in the
assets of the plant funds at June 30, 1992, approximate $65,834,000. The estimated
cost to complete these facilities is $168,776,000 to be funded from currently available
plant fund assets.

Groundwater and surface contamination, which may have been caused by
disposal of hazardous wastes, was discovered in 1984 on University-owned property
called Rosemount Research Center. The total remaining cose of this clean-up is
estimated at $8,100,000, which has been accrued in the financial statements.

The University has long held that medical residents are students for social
security purposes and therefore has not collected social security taxes from these
individuals or remitted ro the Social Security Administration the employer share of
these raxes. In Auguse 1990, the University was notified by the Social Security
Administration that medical residents are not considered by their agency to be students
for social security purposes. If thar is the case, the University estimares it would owe
approximately $5,000,000, excluding interest, in social security taxes for calendar years
1985 and 1986, representing both the employer and employee share. The University is
vigorously contesting chis assessment. No liability for these raxes has been recorded on
the financial statements.

The University owns certain steam production facilities, which produce
steam for heating and cooling the Twin Cities campuses. During 1992, the University
consummated a management agreement with an unaffiliared company to perform
subsrantially all services related to management, operation, and maintenance of the

University's steam production facilities. The term of the agreement is for 25 years,

commencing on July 1, 1992. Under the agreement, the University must make




9. INCOME TAXES

10. CLOSING OF WASECA CAMPUS

minimum fixed payments for operating and maintenance as well as contingent
payments based on monthly usage. The minimum fixed amount of the required

payments at June 30, 1992, is as follows (in thousands):

1993 $ 6,999
1994 5,499
1995 5,499
1996 5,499
1997 5,499
Thereafrer 96,980
$ 125,975

The University is a defendant in other cases involving, among other
matters, alleged medical malpractice, civil rights violations, and breaches of contract.
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 ourcomes of the cases, individually and combined, will not have a
materially adverse effect on the University's financial condition.

The University is generally exempr from federal and state income taxes as an
inscrumentality 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.
Relared o these activities, the University has a net operating loss carryforward of
approximartely $1,900,000 at June 30, 1991, which expires in fiscal years 2003
through 2006.

During 1991, the University decided to close its Waseca campus upon completion of
classes in August 1992. In connection with the closing of the Waseca campus, the
University has offered voluntary termination programs for certain employees. At June
30, 1992, the University has recorded a liability of approximately $2,700,000, which
is the estimated cost of the voluntary termination programs and is included in accrued
liabilities. In addition, the University is pursuing alternatives with respect to the
future disposition of the campus land and buildings.
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