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The University has a wholly owned captive insurance company,
RUMINCO, Lid., for professional and general liability, educators’ 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, Lid.’s,

assets over the estimated liabilities at June 30, 1993.

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.

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 straight-line method based

on the estimated useful lives of the assets.

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

construction.
Tuition revenues and prepaid costs for summer school sessions are

deferred at year-end and are recognized in the following year when the

classes have been completed.
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7. Other Balance Sheet Information

Receivables ot June 30, 1993, consisted of the following {in thousands}:

Current unrestricted funds:

University hospital & 67,030
Stale appropriations 29,262
Student 12,069
Notes receivable 5,097
Accrued income 9,612
Other 14,182
Less allowance for uncollectible accounts (28.718)
5 109,034
Current restricted funds:
Unbilled charges, due principally
from federal government $ 37,590
Other 26,456
5 64,046
Loan funds:
Notes receivable 56,157
Accrued interest 1,226
Less allowance for uncollectible accounts (7,716)
49,667
Plant funds;
State appropriations 84,499
Accrued interest 1.823
86,322
Total 'S 309,069
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Net investment in plant at June 30, 1993, consisted of the following {in thousands): 3. Cosh and Temporary Investments
— R
Buildings and improvements 1,251,681 Cash and temporary investments ot June 30, 1993, consisted of the fallowing (in thousands):
Equipment 576.965 Temporary Invested Assets
) Investment Related to
Other e ——— Pool indebtedness Toto
2,009,319 Current funds:
Loss.acoumulaled depresizbion R -\ Unrestricted $ 199912 § 199,012
Net investment in plant $1,057,619 Restioted 50.159 50.159
Loan funds 4.365 4,365
Endowment and similar funds 8.583 8,583
Accrued liabilities ot June 30, 1993, consisted of the following (in thousands): Elu_nl__fqm‘i‘s‘ SR : ) Ao & e al }35‘047
, Total 8 352,446 S 45,620 % 398.066
Current unrestricted funds:
Self-insurance $ 35,290
Accrued vacation 32,562
Accrued retirement costs 15,292 o
Beerved pagoll 11,155 Included in invested assets relaled Lo indebledness are restricted
Other stcraals 18,305 investments that are held by the bond trustee for sinking funds and for
$ 112,604 reserve funds required to be maintained by the bond indentures. The
Current restricted funds: amount held by the trustee aggregated $11,317,000 for sinking funds
Accrued vacation 10,228 and $20,746,000 for reserve funds at June 30, 1993. Investments of
Accrued payroll 1"126 $13.557,000 related to the construction of the athletic facility were
U i internally managed at June 30, 1993.
11,680
Endowment fund:
Accrued fees 58
58
Plant funds:
Environmental clean-up accrual 3,163
Accrued interest 1.962
5.125
ook $ 129467
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4 lovestments : The University’s endowment funds are invested in the Consolidated
Endowment Fund (CEF), the Group Income Pool (GIP), and the

Investments at June 30, 1993, consisted of the following (in thousands):
NSNS o e 20 VR et o AN L ol Separately Invested Funds (SIF). CEF and GIP are investment pools

Market Cost
............................................................................................................................................. Ih t 't' d k [ l : ,'th h _t' * t
Cash and temporary investments $ 134,751 $ 134,838 ? ar.e l.lm e OrT a m:.ir e v L.Je besls i -eac paitiathan
Giovesmment and corporte boads 103621 182,919 subscribing to or disposing of units on the basis of the market value
Corporate stock 151,833 134,516 per unit at the beginning of the month.
Limited partnership and equity growth funds 20,258 20,317
Mortgages and other 41 41
""""""""""""""""""""""""""""""""""""""""""""""""" % 500504 & 472,631 The following tabulation summarizes all pooled and nonpocled investments by fund (in thousands,
except for market value per unit, including accrued income):
............................................. CF O SE Tl
Current funds:
The investment lable above shows the University’s risk category 1 Unreshrioled ¢ 15,688 5 T5.683
. Risk L inelud ties th . d Restricted 11,181 11,181
) o 4 rit that |
mvestments. husk category | includes securities tnat are insured or Enlowmanii fund $315,773 42.473 $ 1517 350,763
registered or are held by the University or its agent in the University’s Plant fund 99.268 14.609 113.877
name. The University has no investments in risk category 2 (uninsured T @ 3]55773 """"" '2168,605 """""" Q16,126 """" 8 500’504
and unregistered securities held by the counterparty’s trust department Total pooled units 8,268 1,327 N/A N/A
or agent in the University’s name) or in risk category 3 (uninsured and Market value per unit,
including accrued income $38.19 $127.06 N/A N/A

unregistered securities held by the counterparty or by its trust

department or agent but not in the University’s name).

The combined investment return, including revenue from securities
lending and other portfolio management strategies, based on average
month-end market values was approximately 15.7 percent for the year

ended June 30, 1993.
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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 markel value
of the fund assets; therefore, in certain years accumulated capital gains
are used to supplement investment income. When capilal gains are so
used, they are reported as a nonmandatory transfer from endowment to
current funds. When investmenl income exceeds the above-stated 5.5
percent return, the excess is transferred to the respective endowment
funds from current funds for the benefit of each individual endowment.
During the year ended June 30, 1993, net nonmandatory transfers of

32,656,195 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 Lo brokerage firms, banks, and other approved institutional
borrowers in exchange for cash or other collateral acceptable to the
University that is at least 95 percent of the market 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 relains all rights of
ownership to the loaned securities, receives ull dividend and interest
income, and reserves the right to terminate any loan of securities at any
time. At June 30, 1993, the University had securities of approximately

$188,000,000 involved in loans. These loans were supported by
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collateral of approximately $186,000,000. Additionally, approximately
$137,000,000 of the collateral was invested in other arbitrage strategies.
The remaining collateral of approximately 349,000,000 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 market
fluctuations using options, futures. and other securities. As with the
lending of securities, these stralegies are designed to improve
investment return and generally are hedged. Some of these transactions
also require the University to pledge cash or securities as collateral,
which is held at the University’s custodian bank. The total market value
of such collateral on June 30, 1993, was approximately $19,000,000.
Total income earned on the securities lending and arbitrage strategies
including University-owned investments was approximately 4,900,000

for the year ended June 30, 1993.
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5. long-Term Deht

Qutstanding debt at June 30, 1993, consisted of the following (in thousands):

General Obligation Refunding Bonds, Series 1986A,
at 6.8% to 7.6%, due at various dates through 2001 $ 29,075

Variable Rate Demand Bonds, Series 1985F, 1985F,
1985C, 1985H and 19851, F and G at 2.45% and K, H and
[ at 2.05% to 2.5%, due at various dates through 2017 153,000

Various auxiliary enterprise bonds, at 3%, due at various

rates through 2013, collateralized by revenues of self-

supporting auxiliary enterprises and the full faith and

credit of the University 16,280

Commercial Paper Certificates, 1991 Series A
at 2.05% to 2.45% 42,000

Obligation to the state of Minnesota pursuant to
[nfrastructure Development Bonds, at 5.9% to 6.9%.

due at various dates through 2012 9,316
Other 604
Total 3 250.275

The {ull faith and credit of the University is pledged for payment of
principal and interest related to the 1985 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 fully expects that tendered bonds will be resold to the public

by a remarketing agent. However, in the event that some bonds may not
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be remarketed, the University has entered into a credit agreement with
a bank to provide for purchase of tendered bonds. The Commercial
Paper Certificates each mature within one year. The University intends

to remarket these certificates through December 31, 2023.

Pursuant to state of Minnesota statute, the University is obligated to pay
the state one third of the debt services of Infrastructure Development
Bonds (IDB) issued by the state for University projects. The state has
issued 530,975,967 on behalf of the Universily, one third of which is

due to the stale in installments over 20 years.

Included as part of restricted plant fund balances at June 30, 1993,
was 59,385,910 for renewals and replacements reqnired by related

debt covenants.

The University has three years remaining on a five-year interest rate
swap agreement whereby the University pays fixed interest payments

at 5.75 percent on $70,000,000 of Series 1985H and 19851 bonds in
exchange for variable interest payments on an equivalent amount of
debt. Through May 17, 1993, this variable rale of interest paid was
based upon the Kenny Information Index, an index based on the 30-day
yield of certain tax-exempl bonds. As of May 18, 1993, the basis for the
variable rate interest payment was changed to the PSA Municipal Swap

Index, as calculated by Municipal Markets Data, an indexing agent.
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On June 23, 1993, the University entered into a one-year swap
extension agreement whereby, effective August 18, 1996, the University
will pay fixed rate interest payments at 5 percent on $70,000,000 of
Series 1985H and 19851 bonds in exchange for variable rate interest
payments on an equivalent amount. The PSA Municipal Swap Index is

the basis for this variable rate interest payment calculation.

On May 28, 1993, the University defeased $70,435,000 of its General
Obligation Refunding Bonds, Series 1986A. Term bonds maturing in
2005, 2010, and 2011 with coupons of 6 percent to 7.75 percent were
defeased. The University used current unrestricted funds and amounts
available from trustee-held reserve funds totaling approximately $4.8

million to effect the defeasance.

The anticipated principal payments on long-term debt and sinking
fund requirements on notes and bonds outstanding and minimum future

payments on other obligations at June 30, 1993, are as follows (in

thousands):

Fiscal Year Ending June 30 Total
1994 & 7498
1995 8,619
1996 9,344
1997 9,553
1998 9,840

Thereafter 205,421
' $ 250,275
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Based on the University’s intent to remarket certain debt instruments
with maturities of less than one year, these principal payments are

included in the “Thereafter” amounts above.

6. Pension Plans

Employees of the University meeting age and length of service
requirements participate in the faculty (University of Minnesola
Supplemental Benefit Plan—SBP), civil service (General Employee
Retirement Plan—GERP of the Minnesota State 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
emplover and employees. Pension expense of the University for

the year ended June 30, 1993, was $47,284,000, which includes the

amortization of prior service cost through 2020.

The SBP of the University is a single employer-defined contribution
plan and is {ully 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 or greater than
the amount required under Chapler 356 of the Minnesola Statute. The
SBP specifies contribution rates of 2.5 percent for the employee and,
effective July 1, 1992, the employer is required to contribute 13 percent
of the eligible salary. Prior to July 1, 1992, the employer was required
to contribute 2.5 percent of the first 5,000 of eligible salary and

13 percent thereafter. Participant henefits vest immediately.
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Statewide plans (GERP and PEPFF) cover emplovees of the state

of Minnesota, school districts, counties, cities, and other political
subdivisions. The GERP is a multiple-employer, cost-sharing defined
benefit plan administered by the MSRS. Benefits are based on average
salary and are fully vested after three years of credited service. Effective
January 1, 1993, participants are required to contribute 4.07 percent
of their total compensation with a matching University contribution of
4.2 percent. Prior to January 1, 1993, participants were required to
contribute 3.99 percent, with a matching employer contribution of
4.12 percent. 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 three years of credited service.
Participants are required to contribute 8.0 percent of their gross salary
to PERA. The University is required to contribute 12.0 percent of the
participants’ gross salary. The contribution rates for both GERP and
PEPFF are not actuarially determined, but rather are determined by

state statute.

Unaudited information with respect to covered payroll and contributions
for the year ended June 30, 1993, is as follows (in thousands):

University Participant
Covered Contribution Cantribution
Payroll [ Amaunt % | | Amount % |
SBP % 251,080 3 32,632 13.00 ] 6,277 2.50
GERP 345,876 14,388 4.20 13,939  4.07
PEPFF 2,188 262 12.00 175 8.00
% 599,144 § 47282 s 20391

9

The pension benefit obligation is a standardized disclosure measure
related to defined henefit plans of the present value of pension benefits.
adjusted for the effects of projecled 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 Lo help users assess the GERP’s
and PEPFF’s funding status on a going-concern basis, assess progress
made in accumulating sufficient asscts to pay benefits when due, and
make comparisons among public employee retirement plans and

employers.

The unfunded vesled benefit liabilities of the plans are not actuarially
segregated by employer unit. As of June 30. 1993, the University’s
contributions and emplovees represented approximately 25 percent and
less than 1 percent of all participating entity contributions and active

plan participants in GERP and PEPFF, respectively.

Certain unaudited information, principally with respect to SERF's and PEPFF's funding status as o
whale, as of June 30, 1992, (the most recent information available) is os follows (in thousands):

______________________________________________________________________________________________ GERP ... e
Pension benefit obligation $ 2,742,000 % 821,604
Net assets available [or benefits, at cost % 2,577,000 $ 963,565
Unfunded (assets in excess o)

pension benefit obligation S 165.000 3 (141.961)
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Ten-year historical trend information showing the GERP’s and PEPFF’s
progress in accumulaling sufficient assets to pay benefits when due is
presented in each plan’s respective June 30, 1992, comprehensive

annual financial report.

At June 30, 1992, the SBP had a projected benefit obligation of
$17,533,000, an unfunded accrued liability of £5,745,000, and net
assets available for benefits of $11,788,000. The actuarial present value

of accumulated plan benefits was not calculated.

7. Related Parties

The University of Minnesota Foundation, the University of Minnesota
Medical Foundation, 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, 1993, the combined net assets of these foundations (not
included in the financial statements of the University) were
approximately $475,730,000 of which approximately $415,961,000
were restricted funds. During the year ended June 30, 1993, these
foundations distributed approximately $38.352,000 to the University,

which has been recorded as private gifs.
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The University purchases computing services from Minnesota
Supercomputer Center, Inc. (MSCI), a corporation that is majority
owned by the University of Minnesota Foundation. During the year
ended June 30, 1993, the University made net payments of $8,000,000
to MSCI for computer usage under the terms of this lease. On July 1.
1992, the University entered inlo a four-year, noncancellable lease with
MSCI for computer usage at a minimum charge of $8,000,000 each year
beginning July 1, 1992. 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.

The University owns 22,500 shares of $10 cumulative nonvoting

preferred stock in MSCI with a cost of $1,500,000. 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 $512,000 nonmember deposit in the University of
Minnesota Federal Credit Union (UMEFCU), which is noninterest bearing
and was repaid on July 1, 1993. The amount is included in “other
assels” in the current unrestricted fund. Additionally, the University has
a 3,125,000 certificate of deposit in the UMEFCU, which bears interest
at 3.25 percent annually. The deposit is included in cash and short-term

investments and matured on July 1, 1993.

During 1993 the University received a $2.1 million dividend from

Ruminco, Ltd.
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8. Commitments and Confingencies

Construction projects in progress, principally buildings, that have been
included in the assets of the plant funds at June 30, 1993, approximale
861,091,000. The estimated cost to complete these facilities is

5234.206,000, 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
cost of this cleanup is estimated at $3,163,000, which has been accrued

in the financial statements at June 30, 1993.

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 to the Social Security
Administration the emplover share of these taxes. In August 1990, the
University was notified by the Social Security Administration that
medical residents are not considered by their agency to be students for
social security purposes. If that is the case, the University estimates it
would owe approximately $5,000.000, excluding interest, in social
securily taxes for calendar years 1985 and 1986, representing both the
employer and employee share. The University is vigorously contesting
this assessment. No liability for these taxes has been recorded in the

financial statements.
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The University owns certain steam production {acilities, which produce
steam for heating and cooling the Twin Cities campuses, which by
agreement are managed, operated, and maintained by an unaffiliated
company. The term of the agreement is for 25 years and commenced on
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, 1993, is as follows (in

thousands):

Fiscal Year Ending June 30 Total
1994 5499
1995 5,499
1996 5,499
1997 5,499
1998 4.849
Thereafter 92.131
S T

A federal grand jury sitting in Minnesota is currently investigating the
Minnesota Anti-Lymphocyte Globulin Program (MALG). The MALG
Program was run by the surgery department of the University’s Medical
School and produced an anti-rejection drug for organ transplant surgery
until a clinical hold was issued by the United States Food and Drug
Administration (the FDA) in August of 1992. The FDA has alleged
numerous serious violations of the Federal Food, Drug and Cosmelics

Act in the operations of the MALG Program. The University became
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aware of the grand jury investigation in December of 1992. Published
reports have indicated that, in addition to the violations of law identified
by the FDA. the investigation is focused on at least three areas. Thesc
are: (1) whether the University improperly billed Medicare and
Medicaid for an investigational drug: (2) whether the University used
money from federal grants for unauthorized purposes; and (3) whether
the University broke the law by charging for MALG, especially in
selling it at a profit. Neither indictments nor any civil actions have been
inttiated as a result of the investigation, which is not vet complete. In
addition, the Universily is a defendant in other cases involving claims of
medical malpractice, personal injuries, breach of contract, and other
civil matters, including various claims pending against the University
with the state Department of Human Rights and the Federal Equal
Employment Opportunity Commission. While any litigation has an
element of uncertainty and the University cannot, therefore, predict how
these cases will be finally resolved, management and its general counsel
believe the outcomes of the cases, individually and combined, will not

have a materially adverse effect on the University’s financial condition.

9. Income Taxes

The University is generally exempt from federal and state income
taxes as an instrumentality of the state of Minnesota and under Section
501(c)(3) of the Internal Revenue Code. Certain activities are subject
to unrelated business income tax. Related to these activities, the
University has a net operating loss carryforward of approximately
$2,300,000 at June 30, 1992, which expires in fiscal vears 2003
through 2007.
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10. Subsequent Events

Subsequent to June 30, 1993, a variety of long-term debt activity

transpired. Included in this activity were the following transactions:

On July 22, 1993, an additional $12,000,000 of Commercial Paper

Certificates, Series 1991B, were issued at an initial rate of 2.55 percent.

An August 12, 1993, 512,810.000 of the Series 1986A General

Obligation Refunding Bonds were advance refunded.

On August 12, 1993, the University issued $84,000,000 General
Obligation Bonds, Series 1993A. The bonds were issued with an interest
rate of 4.80 percent and will mature on August 15, 2003. Approximately
$14,000,000 of the bond proceeds were used to {und the advance
refunding described ahove; the remaining bond proceeds will provide
funds for certain capital projects at the University of Minnesota Hospital

and Clinic.

Subsequent to June 30, 1993, the Board of Regents approved an

indefinite extension to the Voluntary Retirement/Severance Plan.
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