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Organizationand Basisof Presentation:

The University of Michigan (OtheUniversityO)s a state-supportednstitution with an enrollment of approximately
54,000studentson its three campusesT he financial statementsnclude the individual schools collegesand depart
ments, the University of Michigan Hospitalsand Health Centers,Michigan Health Corporation (a wholly-owned
corporation createdto pursuejoint ventureand managedcareinitiatives), VeritasInsuranceCorporation (awholly-
owned captiveinsurancecompany)and M-CARE (a wholly-owned health maintenanceorganization).While the
University is a political subdivision of the State of Michigan, it is not a component unit of the State in accordance with
the provisionsof GovernmentalAccounting StandardsBoard (OGASB®tatementNo. 14, The Financial Repoting
Entity. The University is classifiedasa stateinstrumentality under Internal RevenueCode Section115,and is also
classifiedasa charitableorganizationunder Internal RevenueCode Section501(c)(3) and is thereforeexemptfrom
federalincome taxes.Certain activities of the University may be subjectto taxation asunrelatedbusinessncome
under Internal RevenueCode Sectionss11to 514.

The financial statementshavebeenpreparedin accordancewith accountingprinciples generallyacceptedin the

United Statesof America, asprescribedby the GASB,and the American Institute of Certified Public AccountantsO

Audit and Accounting GuideAudits of State anddcal Govenments. The statements of net assets, revenues, expens

es, and changes in net assets, and cash flows are reported on a consolidated basis, and all intra-University transactions
are eliminated as required by GASB Statement NoB25ic Financial StatemensNand Managemer® Discission ad
AnalysisNfor Public College and Universties. The University hasthe option of applyingpronouncementsissuedby

the Financial Accounting Standards Board (OFASBO) after November 30, 1989, provided that such pronouncements do
not conflict or contradict GASB pronouncements. The University has elected not to apply any FASB pronouncements
issuedafterthe applicabledate.

During 2005,the University implementedGASB StatementNo. 40, Depost and InvestmentRisk Disdosures, which
requiresmore comprehensivedisclosureselatedto credit risk, concentrationof credit risk, interest rate risk and
foreign currencyrisk. Implementationof this statementhad no effecton the UniversityOset assetsat June30,2005
and 2004.

The financial satementsof al controlled organizatons are includedin the Universty®@financial satementsaffliated
organiationsthat are notcontrolled bythe Universty, sich asbooger and alumni organizatons, arenot included

Net assetsarecategorizedas:
¥ Investedin capitalassetsnet of relateddebt: Capitalassetsnet of accumulateddepreciationand outstandingprin-
cipal balanceof debtattributableto the acquisition,constructionor improvementof thoseassets.
¥ Restricted:
NonexpendablBIiNet assetsubjectto externallyimposedstipulationsthat they be maintainedpermanently.
Suchnet asetsincludethe corpusportion (historical value)of gifts to the UniverstyOgermanentendowment
funds.
Expendabl8iNet assetsvhoseuseby the Universityis subjectto externallyimposedstipulationsthat canbe
fulfilled by actionsof the University pursuantto thosestipulationsor that expireby the passagef time. Such
net assetsnclude net appreciationof the UniversityOgermanentendowmentfunds.
¥ Unrestricted: Net assetghat are not subjectto externallyimposedstipulations.Unrestricted net assetamay be
designatedor specificpurposesby action of managemenor the Boardof Regentor may otherwisebe limited by
contractual agreements with outside parties. Substantially all unrestricted net assets are designated for academic and
researchprogramsandinitiatives,and capitalprograms.



Summaryof SignificantAccountingPolicies:

The accompanyindinancial statementshavebeenpreparedon the accrualbasis.The University reportsasa special
purposegovernmententity engagedorimarily in businesstype activities,as defined by GASB StatementNo. 35.
Businesgsype activitiesarethosethat arefinancedin wholeor in part by feeschargedto externalpartiesfor goodsor
services.

For purposesof the statementof cashflows, the University considersall highly liquid investmentspurchasedwith

an original maturity of three months or lessto be cashequivalents.Cashequivalentsrepresentingassetsof the
UniversityOs endowment, life income and other investments are included in noncurrent investments as these funds are
not usedfor operatingpurposes.

Investmentsarereportedin four categoriesn the statementof net assetsinvestmentsreportedasendowment,life

income and other investmentsare thosefundsinvestedin portfolios that are consideredoy managemento be of a

long duration. Investments for student loan and capital activities are those funds that are intended to be used for these
specificactivities.All other investmentsarereportedasoperatinginvestments.

Investments in marketable securities are carried at fair value, as established by the major securities markets. Purchases
and sales of investments are accounted for on the trade date basis. Investment income is recorded on the accrual basis.
Realizedand unrealizedgainsand lossesarereportedin investmentincome.

Investmentsin non-marketablelimited partnerships(alternativeinvestments)are generallycarried at estimatedfair

value provided by the management of the investment partnerships as of March 31, 2005 and 2004, as adjusted by cash
receipts, cash disbursements, and securities distributions through June 30, 2005 and 2004. The University believes that
the carryingamountof its alternativeinstrumentsis a reasonablesstimateof fair valueasof June30,2005and 2004.
Becausalternativeinvestmentsare not readily marketable the estimatedvalueis subjectto uncertaintyand, there-

fore, may differ from the valuethat would havebeenusedhad a readymarket for the investmentsexistedand such
differencescould be material.

Derivativeinstruments,suchasfinancial futures,forward foreign exchangecontractsand interestrate swapsheldin

investmentportfolios, arerecordedon the contract dateand are carried at fair valueusinglisted price quotationsor

amountsthat approximatefair value.To facilitate trading in financialfutures,the Universityis requiredto postcash
or securitiesto satisfymargin requirementsof the exchangenvhere suchfutures contractsarelisted. The University
monitors the required amount of cashand securitieson depositfor financialfuturestransactionsand withdraws or
depositscashor securitiesasnecessary.

Investmentsdenominatedin foreign currenciesare translatedinto U.S. dollar equivalentsusing year-endspot
foreign currency exchangeates.Purchasesnd salesof investmentsdenominatedin foreign currenciesand related
incomearetranslatedat spotexchangeateson the transactiondates.

Capitalassetsarerecordedat costor, if donated,at appraisedvalueat the date of donation. Depreciationof capital
assetds provided on a straight-line basisover the estimatedusefullives of the respectiveassetswhich rangefrom
threeto forty years.The Universitydoesnot capitalizeworks of art or historicaltreasureghat areheldfor exhibition,
education,researchand public service Thesecollectionsare neither disposedof for financialgainnor encumberedn
anymeans.Accordingly,suchcollectionsarenot recognizedor capitalizedfor financial statementpurposes.

The University receivespledgesand bequestof financial support from corporations,foundationsand individuals.
Revenues recognizedwhen a pledgerepresentingan unconditional promiseto payis receivedand all eligibility
requirements,ncluding time requirementshavebeenmet. In the absenceof sucha promise,revenueis recognized

when the gift is received. Endowment pledges do not meet eligibility requirements, as defined by GASB Statement No.
33,Accounthgand Financial Repottingfor NonexchangeTransactiors, and arenot recordedasassetauntil the related

gift is received.
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Unconditional promisesto givethat are expectedio be collectedin future yearsarerecordedat the presentvalueof

the estimatedfuture cashflows. The discountson theseamountsare computedusingrisk-freeinterestratesapplica

ble to the yearsin which the promisesare made,commensuratewith expectedfuture payments.An allowancefor
uncollectible pledges receivable is provided based on managementOs judgment of potential uncollectible amounts. The
determinationincludessuchfactorsasprior collectionhistory, type of gift and nature of fundraising.

Deferred revenue consists primarily of cash received from grant and contract sponsors which have not yet been earned
under the terms of the agreementDeferredrevenuealsoincludesamountsreceivedin advanceof an event,suchas
studenttuition andadvanceicket salegelatedto future fiscalyears.

Deposits of affiliates and others represent cash and invested funds held by the University as a result of ageney relation
ships with various groups. Noncurrent deposits of affiliates represent the portion of endowment and similar funds held
by the University on behalfof others.

The University holdslife income funds for beneficiariesof the pooledincome fund, charitableremaindertrusts and

the gift annuity program. These funds generally pay lifetime income to beneficiaries, after which the principal is made
availableto the University in accordancewith donor intentions. All life income fund assetsincluding thoseheldin

trust, are recorded at fair value, net of related liabilities for the present value of estimated future payments due to ben
eficiaries.

For donor restricted endowments the Uniform Managementof Institutional FundsAct, asadoptedin Michigan,
permitsthe Boardof Regentdo appropriatean amountof realizedand unrealizedendowmentappreciationasdeter

mined to be prudent. The UniversityOs policy is to retain net realized and unrealized appreciation with the endowment
after spendingrule distributions. Net appreciationof permanentendowmentfunds, which totaled $804,000,00@nd
$612,000,00@at June30,2005and 2004 respectivelyijs availableto meetspendingrate distributions andis recorded

in restrictedexpendablenet assetsThe UniversityOsndowmentspendingrule is further discussedn Note 2.

Student tuition and residence fees are presented net of scholarships and fellowships applied to student accounts, while
stipendsand other paymentsmadedirectly to studentsare presentedasscholarshipand fellowshipexpenses.

Patientcarerevenuesarereportednet of contractualallowancesPatientcareservicesare primarily providedthrough

the University of Michigan Health Systemwhich includesthe Hospitalsand Health Centers,the Faculty Group
Practice of the University of Michigan Medical School and the Michigan Health Corporation. Patient care services are
alsoprovidedthrough University Health Serviceswhich provideshealth careservicedo students,faculty and staff,

and Dental Faculty Associateswhich providesdental care servicesperformed by faculty dentists.Managedcare
premiumsrelateto M-CARE, a wholly-ownedhealthmaintenanceorganization.Other auxiliary enterpriserevenues
primarily representrevenuegyeneratedy intercollegiateathletics,parking,studentunions, university press student
publicationsand printing services.

The UniversityOpolicy for defining operatingactivities asreported on the statementof revenuesgexpensesand

changes in net assets are those that generally result from exchange transactions such as payments received for provid
ing servicesand paymentsmade for servicesor goodsreceived.Nearly all of the UniversityOexpensesare from
exchangdransactions Certain significantrevenuestreamsrelied upon for operationsare recordedasnonoperating
revenuesasdefinedby GASBStatementNo. 35, including stateappropriations gifts and investmentincome.



The preparationof financial statementsin conformity with accountingprinciples generallyacceptedn the United

States of America requires management to make estimates and assumptions that affect amounts reported in-the finan
cial statementsand accompanyingnotes.Actual resultscould differ from thoseestimatesThe most significantareas

that require managementestimateselateto self-insuranceand benefitsreserves.

Reclassifications:
Certainprior yearamountshavebeenreclassifiedo conform with current yearpresentations.

Summary:

The University maintains centralized managementfor substantiallyall of its cashand investments.With the
exceptionof certaininsurancereservescharitableremaindertrusts and other funds whoseterms require separate
managementthe University investsits cashreservesandrelativelyshort duration assetsn the University Investment
Pool.The Universityalsocollectivelyinvestssubstantiallyall of the asset®f its endowmentfunds (University Endow
ment Fund)togetherwith aportion of its insuranceand benefitsreservesand gift annuity programin the Long Term
Portfolio.

The University InvestmentPoolis principally investedin investment-gradanoney market securities,U.S.Govern
ment and other fixed income securitiesand commingledfunds. Balancesn the University InvestmentPool are
primarily for operatingexpensesnd capital projects.The funding for capital projectsremainsin current operating
investmentsuntil amountsfor specificcapital projectsaretransferredfor capitalactivities.

The longerinvestmenthorizon of the Long Term Portfolio allowsfor an equity-orientedstrategyto achievehigher
expectedreturns overtime, and permitsthe useof lessliquid alternativeinvestmentsproviding for equity diversifica

tion beyondthe stockmarkets.The Long Term Portfolio includesinvestmentsin domesticand non-U.S.stocksand
bonds,absolutereturn fundsandlimited partnershipsconsistingof venturecapital,private equity, real estate gnergy
anddistressediebtinvestments.

Authorizations:

The UniversityOs investment policies are governed and authorized by University Bylaws and the Board of Regents. The
approvedassetallocation policy for the Long Term Portfolio setsa generaltarget of 80 percent equitiesand

20 percentfixed income securitieswithin a permitted rangeof 65to 85 percentfor equitiesand 15to 35 percentfor

fixed income securities Sincediversificationis a fundamentalrisk managemenstrategy the Long Term Portfolio is

more broadlydiversifiedwithin thesegeneralcategories.

Distributions aremadefrom the University EndowmentFundto the University entitiesthat benefitfrom the endow

ment fund. The endowmentspendingrule providesfor an annualdistribution of 5 percentof the one-quarterlagged,
three yearmoving averagdair valueof fund units, limited to 5.3 percentof the current fair marketvalueto protect

endowmentprincipal in the eventof a prolonged market downturn. Similarly, distributions are madefrom the

University InvestmentPoolto University entitiesbasedon the 90-dayU.S.TreasuryBill rate.

CashandCashEquivalents:

Cashand cashequivalentswhich totaled $369,226,00@nd $360,423,00@t June30, 2005and 2004, respectively,
representshot-term money market investments n overnight colective funds manage bythe Universty® cistodian or
short-term highly liquid investments registered as securities and held by the University or its agents in the UniversityOs
name. The University had actual cash balancesin its bank accountsin excessof FederalDeposit Insurance
Corporation limits in the amount of $9,094,00(and $10,101,00Gt June 30, 2005 and 2004, respectively.The
University doesnot require depositsto be collateralizedor insured.
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Investments:
At June30, 2005and 2004, the UniversityOmvestments,which are held by the University or its agentsin the
UniversityOsame,are summarizedasfollows:

2005 2004
(in thousands)
Cash equivalents, noncurrent $ 224,432 $ 248,139
Fixed income securities 1,989,137 1,837,702
Commingled funds 1,615,803 1,337,870
Equity securities 1,471,982 1,286,359
Nonmarketable alternative investments 1,296,763 973,785
Other investments 5,954 5,987
$ 6,604,071 $ 5,689,842

The UniversityOmvestmentstrategyike that of most other institutions, incorporatescertain financialinstruments
that involve,to varyingdegreeselementsof marketrisk and credit risk in exces®f amountsrecordedin the financial
statementsMarket risk is the potential for changesn the value of financial instrumentsdue to market changes,
including interestand foreign exchangeate movementsand fluctuations embodiedin forwards,futures,and com-
modity or securityprices.Market risk is directly impactedby the volatility and liquidity of the marketsin which the
underlyingassetsaretraded.Credit risk is the possibilitythat alossmay occur dueto the failure of a counterpartyto
perform accordingto the terms of the contract. The UniversityOssk of lossin the eventof a counterpartydefaultis
typically limited to the amountsrecognizedin the statementof net assetsand is not representecby the contractor
notional amountsof the instruments.

Fixed income securitieshaveinherent financial risks, including credit risk and interest rate risk. Credit risk for

fixed income securitiesis the risk that the issuerwill not fulfill its obligations.Nationally recognizedstatistical

rating organizations (ONSROsO), such as MoodyOs and Standard and PoorOs, assign credit ratings to security issuers al
issues that indicate a measure of potential credit risk to investors. Fixed income securities considered investment grade
arethoserated at leastBaaby MoodyOand BBBby Standardand PoorO3.0 managecredit risk, the University speci
fiesminimum averageand minimum absolutequality NSROratingsfor securitiesheld pursuantto its management
agreements.

The University minimizes concentration of credit risk, the risk of a large loss attributed to the magnitude of the invest
mentin asingleissuerof fixed income securities by diversifyingits fixed incomeissuesandissuersand holding U.S.
Treasurysecuritieswhich are consideredo haveno credit risk. The University alsomanageshis risk at the account
levelby limiting eachfixed income managerOwlding of anynon-U.S.governmentissuerto 5 percentof the valueof

the investmentaccount.

Interestrate risk is the risk that changesn interestrateswill adverselyaffectthe fair market valueof fixed income
securities Effectiveduration, acommonly usedmeasureof interestrate risk, incorporatesa securityOgeld, coupon,

final maturity, call featuresand other imbeddedoptions into one number expressedn yearsthat indicateshow
price-sensitive a security or portfolio of securities is to changes in interest rates. The effective duration of a security or
portfolio indicates the approximate percentage change in fair value expected for a one percent change in interest rates.
The longer the duration, the more sensitivethe security or portfolio is to changesn interestrates.The weighted
averageeffectiveduration of the UniversityOfixed income securitieswas4.5yearsat June30,2005,comparedto 4.6

years at June 30, 2004. The University manages the effective duration of its fixed income securities at the account level;
fixed income managerggenerallymay not deviatefrom the duration of their respectivebenchmarksby more than
25percent.



The composition of fixed income securitiesat June30, 2005,and 2004, along with credit quality and effective
duration measuresis summarizedasfollows:

2005
Non-
U.S. Investment investment

Government Grade Grade Not Rated Total Duration

(in thousands) (in years)
U.S. Treasury $ 547,672 $ 547,672 8.5

U.S. Treasury Inflation
Protected 433,436 433,436 2.9
U.S. Government agency 129,755 129,755 2.8
Mortgage backed $ 181,885 $ 5,482 187,367 1.1
Asset backed 187,982 2,857 190,839 0.6
Corporate and other 394,130 $ 30,759 6,143 431,032 3.1
Municipal 61,344 7,692 69,036 14.6
$ 1,110,863 $ 825,341 $ 30,759 $22,174 $ 1,989,137 4.5
2004
Non-
U.S. Investment investment

Government Grade Grade Not Rated Total Duration

(in thousands) (in years)
U.S. Treasury $ 374,132 $ 374,132 9.7

U.S. Treasury Inflation

Protected 355,923 355,923 3.4
U.S. Government agency 136,987 $ 3,091 140,078 3.1
Mortgage backed 126,442 126,442 1.0
Asset backed 164,128 $ 6,602 170,730 0.5
Corporate and other 562,715 $ 43,084 8,246 614,045 3.2
Municipal 56,352 56,352 17.4
$ 867,042 $ 912,728 $43,084 | $14,848 $ 1,837,702 4.6

Of the UniversityOsxed ncome sectities, 97 pecent wererated investnent grale or beter atJuine 30 25 and 2004,
with 78 percent and69 percenbf these securtiesrated AAA/Aaaor better at dne 30, 2005and 2004, respectiely.

Commingled(pooled)fundsinclude SECregulatedmutual fundsand externallymanagedunds,limited partnerships,
and corporate structures which are generally unrated and unregulated. The composition of commingled funds at June
30,2005,and 2004is summarizedasfollows:

2005 2004
(in thousands)
U.S. equities $ 92,427 $ 61,222
Non-U.S./global equities 374,600 290,520
U.S. fixed income 132,780 153,458
Absolute return strategies 890,542 722,244
Distressed debt 80,796 100,563
Other 44,658 9,863
$ 1,615,803 $ 1,337,870
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Nonmarketablealternativeinvestmentsconsistof limited partnershipsinvolving an advancecommitment of capital

called by the general partner as needed and distributions of capital and return on invested capital as underlying strate
gies are concluded during the life of the partnership. The composition of these partnerships at June 30, 2005 and 2004
is summarizedasfollows:

2005 2004
(in thousands)
Venture capital $ 183,221 $ 138,118
Private equity 331,343 272,203
Real estate 369,969 282,305
Energy 242,877 155,882
Distressed debt 169,353 125,277
$ 1,296,763 $ 973,785

The UniversityOsommitted but unpaid obligationto theselimited partnershipsis further discussedn Note 12.

Certaincommingledfundsheldin the Long Term Portfolio and the University InvestmentPoolmay usederivatives,
short positions and leverageas part of their investmentstrategy.Theseinvestmentsare structured to limit the

UniversityOssk exposureto the amount of investedcapital. The fair valueof theseinvestmentswasapproximately
$908,619,00and $791,755,008t June30,2005and 2004 respectively.

The University participates in non-U.S. developed and emerging markets through commingled funds invested in non-
U.S./globalequitiesand absolutereturn strategiesThe UniversityOmvestmentsalsoinclude securitiesdenominated

in foreign currencies.Someof the tradesfor suchforeign positionswill not settlein foreign currenciesuntil afterthe

fiscal year end. Forward foreign currency contracts are typically used to manage the risk related to fluctuations in cur
rency exchangeaatesbetweenthe time of purchaseor saleand the actual settlementof foreign securities.Various
investmentmanagersactingfor the University alsouseforward foreignexchangecontractsin risk-basedransactions

to carry out their portfolio strategies.

Foreign exchangerisk is the risk that investmentsdenominatedin foreign currenciesmay lose value due to
adversdfluctuationsin the valueof the U.S.dollar relativeto foreign currencies As of June30, 2005 the UniversityOs
exposureto foreign currenciesof $1,078,264,0000t including commingled funds which are denominatedin
U.S.dollars,amountedto 16 percentof the UniversityOmvestmentscomparedto $606,716,0000r 11 percent
of the UniversityOmvestments at June30, 2004.The University managedoreign exchangerisk through manager
agreementshat provide minimum diversificationand maximum exposurdimits by country and currency.

The Lang TermPortfolio and the Universty Investment Pod hold postions in bond andstock indexfutures contacts.

Bond futuresareusedto adjustthe duration of cashequivalentsandthe fixed-incomeportion of the portfolios. Stock

index futures are used to overlay cash equivalents and more closely align the portfoliosO asset class exposures with asset
allocation targets. To meet trading margin requirements, the University has deposited U.S. Government securities and
cashwith afair valueof $21,999,00@nd $22,639,00@t June30,2005and 2004 respectivelywith its futurescontract

broker ascollateral.

The Long Term Portfolio and the University InvestmentPool,together,had fully collateralizedshort-term securities
loansof $897841000and $715712000at June 30,2005 and 2004, respectiely,through a secuiti eslending program
administeredby the UniversityOmastercustodian.At loaninception,an approvedborrower must delivercollateralof
cash,securitiesor letters of credit to the UniversityOending agentequalto 102 percentfor domesticsecuritiesand
105 percent for foreign securities. Collateral positions are monitored daily to insure that borrowed securities are never



less than 100 percent collateralized. The fair value of the collateral totaled $923,227,000, or 103 percent of the fair value
of the securitieson loan, at June30,2005,ascomparedto $735,063,00@r 103 percentof the fair valueof securities

on loan,at June30,2004.Neither the University nor its securitiedendingagenthasthe ability to pledgeor sellcollat-

eral securitiesunlessa borrower defaults.Securitiedoansmay be terminated upon notice by either the University or

the borrower.

The compositionof accountsreceivableat June30,2005and 2004is summarizedasfollows:

2005 2004
(in thousands)

Patient care $ 227,595 $ 237,313
Sponsored programs 65,951 72,422
State appropriations, educational and capital 68,356 64,345
Student accounts 26,103 21,591
Other 35,020 28,805
423,025 424,476
Less provision for uncollectible accounts receivable 55,650 56,277
$ 367,375 $ 368,199

The compositionof notesand pledgeseceivableat June30,2005and 2004is summarizedasfollows:

2005 2004
(in thousands)
Notes:
Federal student loan programs $ 97,642 $ 93,538
University student loan funds 14,962 14,370
Other notes 754 1,110
113,358 109,018
Less allowance for doubtfully collectible notes 2,300 2,300
Total notes receivable, net 111,058 106,718
Gift pledges outstanding:
Operations 52,994 28,620
Capital 145,406 53,000
198,400 81,620
Less:
Allowance for doubtfully collectible pledges 17,030 7,275
Unamortized discount to present value 20,235 7,150
Total pledges receivable, net 161,135 67,195
Total notes and pledges receivable, net 272,193 173,913
Less current portion 52,916 41,779
$ 219,277 $ 132,134
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The principal repaymentand interest rate terms of federaland university loansvary considerably.The allowance
for doubtfully collectible notes only appliesto University funded notes and the University portion of federal
studentloans,asthe Universityis not obligatedto fund the federalportion of uncollectedstudentloans.Federaloan
programsare funded principally with federaladvancedo the University under the Perkinsand various health
professiondoan programs.

Paymentson pledgesreceivableat June30, 2005are expectedto be receivedin the following yearsendedJune30
(in thousands):

2006 $ 36,350
2007-2010 113,615
2011 and after 48,435

$ 198,400

As discussedn Note 1, pledgedor permanentendowmentdo not meeteligibility requirements asdefinedby GASB
StatementNo. 33, until the relatedgift is received.Accordingly, permanentendowmentpledgestotaling approxi-
mately $59,428,00@re not recognizedas assetsn the accompanyindfinancial statements.In addition, bequest
intentions and other conditional promisesare not recognizedasassetauntil the specifiedconditionsare met because
of uncertaintieswith regardto their realizabilityand valuation.

Capitalassetsactivity for the yearendedJune30,2005is summarizedasfollows:

Beginning Ending
Balance Additions Retirements Balance
(in thousands)

Land $ 80,891 $ 96 $ 80,795
Land improvements 82,141 $ 7,507 52 89,596
Infrastructure 125,307 6,721 132,028
Buildings 3,297,700 129,356 2,127 3,424,929
Construction in progress 385,536 262,002 647,538
Equipment 1,042,472 97,227 52,450 1,087,249
Library materials 326,047 20,810 346,857
5,340,094 523,623 54,725 5,808,992
Less accumulated depreciation 2,501,315 253,733 51,524 2,703,524
$ 2,838,779 $ 269,890 $ 3,201 $ 3,105,468

In the table above,the increasein construction in progressof $262,002,000epresentsthe amount of capital
expendituresfor new projectsof $455,007,000et of capitalassetgplacedin serviceof $193,005,000.



Long-term debtat June30,2005and 2004is summarizedasfollows:

2005 2004
(in thousands)
Commercial Paper:

Tax-exempt, variable rate (2.55%)* $ 23,125 $ 68,065

Taxable, variable rate (3.33%)* 7,660 7,935
General Revenue Bonds:

Series 2005A, 5.00% through 2018 37,745

unamortized premium 4,355
unamortized loss on extinguishment (577)

Series 2005B, variable rate (2.35%)* through 2035 48,020

Series 2002, variable rate (2.21%)* through 2032 135,320 136,955
General Revenue Refunding Bonds:

Series 2003, 3.5% to 5.00% through 2015 47,105 53,120
unamortized premium 3,764 4,715
unamortized loss on extinguishment (708) (903)

Hospital Revenue Bonds:

Series 2005A, variable rate (2.23%)* through 2036 69,315

Series 2005B, variable rate (2.21%)* through 2026 81,000

Series 1995A, variable rate (2.21%)* through 2028 100,000 100,000
Hospital Revenue Refunding Bonds:

Series 2002A, 4.00% to 5.25% through 2022 83,475 87,620
unamortized premium 3,155 4,064
unamortized loss on extinguishment (3,556) (4,041)

Series 1998A-2, variable rate (2.25%)* through 2025 44,670 44,670

Series 1998A-1, 5.00% to 5.25% through 2011 16,540 18,995
unamortized premium 205 243

Series 1992A, variable rate (2.25%)* through 2020 56,000 56,000
Medical Service Plan Revenue Bonds:

Series 1998A-1, variable rate (2.25%)* through 2022 35,945 38,385

Series 1995A, variable rate (2.21%)* through 2028 50,300 50,800

Series 1991, 6.80% to 7.05% capital appreciation
through 2012 12,214 11,409

Housing Revenue Bonds:

Series 1996A, 5.00% to 5.60% through 2018 12,120 12,725

Housing Energy Conservation HUD Loan, 3.00%
through 2021 2,637 2,764
Student Fee Bonds:

Series 1995A-B and D, 5.10% to 6.00% through 2015 5,495 37,025
Total long-term debt 875,324 730,546
Less current portion of long-term debt 54,871 98,341

$ 820,453 $ 632,205

*Denotes variable rate at June 30, 2005
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Long-term debtactivity,andthe type of revenueit is supportedby, for the yearendedJune30,2005is summarizedas
follows:

Beginning Ending
Balance Additions Retirements Balance
(in thousands)

Commercial Paper:
General revenues $ 76,000 $ 121,080 $ 166,295 $ 30,785
Bonds and Notes:
General revenues 193,887 90,120 8,983 275,024
Hospital revenues 307,551 150,315 7,062 450,804
Faculty Group Practice revenues 100,594 2,135 98,459
Student residences revenues 15,489 732 14,757
Student fee revenues 37,025 31,530 5,495
$ 730,546 $ 361,515 $ 216,737 $ 875,324

The University maintains a combination of variable and fixed rate debt, with effective interest rates that averaged 3.22
percentin fiscal 2005 and 2.74 percentin fiscal 2004 The University utilizes commercial paper to provide

interim financing for its capitalimprovementprogram. The Board of Regentshasauthorizedthe issuanceof up

to $150,000,00h commercial paperbackedby a generalrevenuepledge.Outstandingcommercialpaperdebt is
convertedto long-term debt financing, asappropriate,within the normal courseof businessDuring fiscal 2005,
$121,080,000f CommercialPaperSeries- wasissuedto fund $53,015,000f new construction projectsandrollover
$68,065,000f outstandingCommercialPaperSeriesD.

In March 2005,the Universityissued$85,765,000f fixed and variablerate GeneralRevenueBonds,with an original
issuepremium of $4,355,000Bond proceedswere utilized to refund $28,850,000f Series1995StudentFeeBonds,

convert $30,055,000 of commercial paper to long-term debt and provide $19,980,000 for capital projects and $435,000
for debtissuanceand other fees Proceeddrom this bond issuewill alsobe usedto refund $10,800,000f Series1996
HousingRevenueBondsin November2006.As a result of theserefundings,the University will reduceits aggegate

delkt senicepayments o\er the nex thirteenyeasby appraimately $1919000. The rdunding resulted n anecoromic

gain (differencebetweenthe presentvalueof the debt servicepaymentson the old and new debt) of $3,942,000Call
premiumsfor early extinguishmentof debt of $685,000will be deferredand amortizedoverthe term of the general
revenuebonds.Of the total bond issue $37,745,00QSeries2005A)is fixed rate debt and $48,020,000Series2005B)

is variablerate debt.

In June2005,the University issued$150,315,00@f variablerate Hospital RevenueBonds.Bond proceedswere
usedto convert $56,400,00@f commercial paperand provide $93,600,000or capital projectsand $315,000for
debt issuancefees.Of the total bond issue,$69,315,00qSeries2005A) is variablerate debt and $81,000,000
(Serie2005B)is variablerate debt with a correspondingswapto fixed rate.



Debt obligations are generally callable by the University and mature at various dates through fiscal year 2036. Principal
maturitiesandintereston debtobligationsfor the next five yearsandin subsequenfive-yearperiodsare asfollows:

Principal Interest* Total
(in thousands)
2006 $ 53,078 $ 26,884 $ 79,962
2007 38,238 26,314 64,552
2008 33,520 24,784 58,304
2009 33,600 23,410 57,010
2010 33,543 22,026 55,569
2011-2015 170,799 88,064 258,863
2016-2020 157,404 61,573 218,977
2021-2025 166,014 35,595 201,609
2026-2030 128,465 11,705 140,170
2031-2035 46,140 3,326 49,466
2036 7,885 88 7,973
868,686 $ 323,769 $ 1,192,455
Plus unamortized premiums, net 6,638
$ 875,324

* Interest on variable rate debt is estimated based on rates in effect at June 30, 2005

In connectionwith the Series2005BHospital RevenueBonds,the University enteredinto afloating-to-fixedinterest

rate swapagreemenffor a notional amounttied to the outstandingbalanceof the bonds.The swapagreementon-
vertsthe floating variablerate on thesebondsto a fixed rate of 3.229percentcommencingDecember2005through
December2025 the final maturity of the underlyingbonds.The University makesfixed rate interestpaymentsto the
counterparty and receives a variable rate payment based on 68 percent of the USD One-Month LIBOR. The University
has the option to terminate the swap upon five businessdayswritten notice and paymentof the fair market
compensatiorfor the valueof the swap.

In connectionwith the issuanceof the Series1998A-2Hospital RevenueRefundingBondsand the Series1998A-1
Medical Service Plan Revenue Refunding Bonds, the University entered into floating-to-fixed interest rate swap agree
mentsfor notional amountstied to the outstandingbalanceof the bonds.The swapagreementsonvertthe floating
variablerateson theseHospital and Medical ServicePlanbondsto fixed ratesof 4.705percentand 4.685percent,
respectivelythrough December2024and December2021,the final maturity datesof the underlyingbonds.The
University makesfixed rate interestpaymentsto the counterpartyand receivesa variablerate paymentbasedon the

floating Bond Market Association Municipal Swap Index. The counterparty has the option of terminating

the swapsf for any 180-dayperiod the averagevariablerate is more than 7.0percent.

The estimatedfair valueof the interest rate swapswasa liability of $12,680,00@&t June30, 2005and a liability of
$7,300,00(t June30, 2004. The fair valuerepresentsthe estimatedamount that the University would pay to
terminatethe swapagreenentsat the statemet of net assetslate, taking into accownt currentinterestratesandcredt-
worthiness of the underlying counterparty. In accordance with governmental accounting standards, these amounts are
not requiredto beincludedin the accompanyindinancial statements.
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The University maintains unsecuredlines of credit with three major commercialbanksto support the liquidity
requirementsof variablerate debt. Availablelines of credit, which totaled $380,000,000yere entirely unusedat
June30,2005.

The University is self-insuredfor medical malpractice,workers@ompensation,directors and officersQiability,
property damageauto liability and generalliability through VeritasInsuranceCorporation,a wholly-ownedcaptive
insurancecompany.The University is alsoself-insuredfor variousemployeebenefitsthrough internally maintained
funds.

Claimsand expensesre reported wheniit is probablethat a losshasoccurredand the amount of the losscan be
reasonablyestimated.Thoselossesnclude an estimateof claimsthat havebeenincurred but not reported and the
future costsof handling claims. Theseliabilities are generallybasedon actuarial valuationsand are reported at
presentvalue,discountedat rateswhich rangefrom 5to 6 percent.

Changesn the total reportedliabilities for the yearsendedJune30,2005and 2004are summarizedasfollows:

2005 2004
(in thousands)
Balance, beginning of year $ 243,816 $ 214,638
Claims incurred and changes in estimates 117,444 162,143
Claim payments (138,250) (132,965)
Balance, end of year 223,010 243,816
Less current portion 56,890 61,883
$ 166,120 $ 181,933

Unrestricted net assetsasdefinedby GASB StatementNo. 35, are not subjectto externallyimposedstipulations;
however they are subjectto internal restrictions.For example unrestrictednet assetsnay be designatedor specific
purposesby action of managemenbr the Boardof Regentsor may otherwisebe limited by contractualagreements
with outside parties.All of the unrestricted net assetswhich totaled $3,280,515,00@t June30, 2005,havebeen
designatedor academicandresearchprogramsandinitiatives,and capitalprograms.

The University has a defined contribution retirement plan for all qualified employees through the Teachers Insurance
and Annuity Association College Retirement Equities Fund (OTIAA-CREFO) and Fidelity Management Trust Company
(OFMTCOputual funds.All regularand supplementainstructional and primary staffareeligibleto participatein the

plan basedupon ageand servicerequirements.Participantsmaintain individual contractswith TIAA-CREF, or
accountswith FMTC, andarefully vested.



Eligibleemployeegenerallycontribute 5 percentof their pay and the University generallycontributesan amount

equalto 10 percentof employeesfayto the plan. Participantsmay electto contribute additional amountsto the

plan within specified limits that are not matched by University contributions. Contributions and covered payroll under

the plan (excluding participantsO additional contributions) for the years ended June 30, 2005 and 2004 are summarized
asfollows:

2005 2004
(in thousands)
University contributions $ 160,455 $ 151,125
Employee contributions $ 79,005 $ 74,465
Payroll covered under plan $ 1,911,460 $ 1,812,788
Total payroll $ 2,033,523 $ 1,933,574

In addition to providing pensionbenefits,the University providescertain health careand other post-employment
benefitsfor retired employeesSubstantiallyall of the approximately34,000permanentUniversity employeesnay
becomeeligiblefor thesebenefitsif they reachretirement agewhile working for the University.

Health care benefitsfor the approximately7,300retireesand survivors,including dependentsat June30, 2005are
providedthrough insurancecompaniesand health maintenanceorganizationsywhosepremiumsarebasedn part on

the benefitspaid. The University recognizeghe costof providing thesebenefitson a pay-as-you-gdasis,which is

includedin operatingexpensesand amountedto approximately$33,736,00@&nd $32,100,0000r the yearsended
June30,2005and 2004 respectivelyOther post-employmentbenefits,principally life insuranceand dental,arealso
includedin operatingexpensesand amountedto approximately$2,319,00@&nd $1,971,0000r the yearsendedJune
30,2005and 2004 respectively.

Certain organizationsare currently requiredto record the estimatedpresentvalueof post-retirementbenefitsasa
liability in their financial statementsBasedon current actuarialassumptionsand presuminga continuation of the
current levelof benefits the valueof thosebenefitsis estimatedat $1,193,000,008t June30,2005and $1,174,000,000
at June30,2004.

GASBStatementNo. 45, Accountingand Financial Repoting by Employersfor Pastenployment Beneits Other Than
Persons,issuedin June2004,callsfor the measurementandrecognitionof the costof other postemploymentbene

fits (OOPEB@Wring the periodswhenemployeesendertheir servicesThe statementalsoestablishesnore compre-
hensivedisclosurefor OPEBobligations.OPEBrefersto postemploymentbenefitsother than pensionbenefitsand
includes postemployment healthcare benefits and other types of postemployment benefits if provided separately from
apensionplan. The Universityis requiredto implementthis Statementin fiscal2008,which will resultin anincrease

in liabilitiesand a decreasén net assetdo reflectthe actuarilydeterminedliability for OPEB.

The University distributed $193,955,00@nd $182,408,00@or the yearsendedJune30,2005and 2004 respectively,
for student loansthrough the U.S. Department of Education (ODoED(ederal direct lending program. These
distributions and relatedfunding sourcesare not included asexpensesnd revenuesn the accompanyinginancial

statementsThe statementof net assetsncludesa payableof $2,749,00@&nd $1,048,00@t June30,2005and 2004,
respectivelyfor DOED funding receivedin advanceof distribution.
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Authorized expendituresfor constructionand other projectsunexpendedasof June30,2005were $692,101,0000f
theseexpendituresapproximately$26,993,000vill be funded by the StateBuilding Authority, $111,042,00Will be

funded using unexpended debt proceeds, and the remaining $554,066,000 will be funded by internal sources, gifts and
possiblefuture borrowings.

Under the terms of variouslimited partnership agreementsapprovedby the Board of Regentsor by University
officers,the University is obligatedto make periodic paymentsfor advancecommitmentsto venture capital, private
equity, real estate energyand distresseddebt investments As of June30, 2005,the University had committed, but
not paid, atotal of $1,560,205,00M funding for thesealternativeinvestments.Outstandingcommitmentsfor such
investmentsareanticipatedto be paidin the following yearsendedJune30 (in thousands):

2006 $ 430,718
2007 370,129
2008 295,857
2009 195,742
2010 and beyond 267,759

$ 1,560,205

The Universityis a party to variouspendinglegalactionsand other claimsin the normal courseof businessandis of
the opinion that the outcomethereofwill not havea materialadversesffecton its financial position.

A segmentis an identifiable activity reported asa stand-aloneentity for which one or more revenuebondsare out-
standing.A segmenthasa specificidentifiablerevenuestreampledgedin supportof revenuebondsand hasrelated
expensesgainsand lossesassetsand liabilities that arerequiredby an externalparty to be accountedfor separately.
The University hasone segmenthat meetsthe reporting requirementsof GASBStatementNo. 35.

The Hospitalsand Health Centers(the OHHCO)peratesseverahealth carefacilities and programsin southeastern
Michigan, providing hospital care,ambulatorycare,and other health servicesHHC servesasthe principal teaching
facility for The University of Michigan Medical School.The faculty of the Medical Schoolprovidessubstantiallyall
physicianserviceso HHC through its FacultyGroup Practice.

HHC outstanding debt, referred to as Hospital Revenue Bonds, was issued pursuant to a Master Indenture Agreement,
datedMay 1, 1986.The Hospital RevenueBondsare solelypayablefrom, and securedby, a pledgeof hospitalgross
revenuesasdefinedin the Master Indenture. The University, as permitted by the Master Indenture, hasfurther

defined hospital gross revenues pledged to exclude revenues deemed to be associated with the Faculty Group Practice.



Condensedinancialinformation for HHC, beforethe elimination of certainintra-University transactions asof and
for the yearsendedJune30,2005and 2004is asfollows:

2005 2004
(in thousands)

Condensed! Statement! of! Net! Assets

Assets:
Current assets $ 291,016 $ 297,179
Noncurrent assets 1,826,243 1,497,671
Total assets $ 2,117,259 $ 1,794,850
Liabilities:
Current liabilities $ 113,171 $ 134,579
Noncurrent liabilities 452,510 311,829
Total liabilities 565,681 446,408
Net assets:
Invested in capital assets, net of related debt 337,277 292,746
Restricted 37,504 6,980
Unrestricted 1,176,797 1,048,716
Total net assets 1,551,578 1,348,442
Total liabilities and net assets $ 2,117,259 $ 1,794,850

Condensed! Statement! of! Revenues,! Expenses! and
Changes! in! Net! Assets

Operating revenues $ 1,310,541 $1,191,111
Operating expenses other than depreciation expense (1,140,807) (1,046,517)
Depreciation expense (91,405) (87,974)
Operating income 78,329 56,620
Nonoperating and other revenues, net 175,992 141,959
Excess of revenues over expenses 254,321 198,579
Transfers to other University units (51,185) (74,171)
Increase in net assets 203,136 124,408
Net assets, beginning of year 1,348,442 1,224,034
Net assets, end of year $ 1,551,578 $ 1,348,442

Condensed! Statement! of! Cash! Flows

Net cash flows provided by operating activities $ 186,660 $ 145,323
Net cash flows provided by (used in) investing activities 7,417 (2,640)
Net cash flows used in capital and related financing activities (127,731) (92,482)
Net cash flows used in noncapital financing activities (69,421) (57,403)
Net decrease in cash and cash equivalents (3,075) (7,202)
Cash and cash equivalents, beginning of year 78,637 85,839

Cash and cash equivalents, end of year $ 75,562 $ 78,637
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Operating expenses by functional classification for the years ended June 30, 2005 and 2004 are summarized as follows:

2005
Compensation Supplies Scholarships
and and and
Benefits Services Depreciation Fellowships Total
(in thousands)
$ 577,646 | $ 91,996 $ 669,642
363,765 158,983 522,748
73,625 28,908 102,533
132,681 35,518 168,199
50,431 13,362 63,793
98,032 22,226 120,258
32,199 180,485 212,684
1,263,719 573,346 1,837,065
$ 253,733 253,733
$ 75,398 75,398
$2,592,098 | $ 1,104,824 $ 253,733 $ 75,398 | $ 4,026,053
2004
Compensation Supplies Scholarships
and and and
Benefits Services Depreciation Fellowships Total
(in thousands)

$ 562,248| $ 93,666 $ 655,914
357,885 148,539 506,424
68,758 28,785 97,543
121,279 36,563 157,842
49,213 12,443 61,656
95,659 15,476 111,135
30,027 183,178 213,205
1,199,612 552,249 1,751,861
$ 245,806 245,806
$ 81,284 81,284
$2,484,681 | $ 1,070,899 $ 245,806 $ 81,284 | $ 3,882,670




