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The management of the University of Pennsylvania is responsible for the preparation, integrity and fair
presentation of the financial statements.  The financial statements, presented on pages 22 to 36, have been
prepared in accordance with generally accepted accounting principles and, as such, include amounts based on
judgments and estimates by management.  The University also prepared the other information included in this
annual report and is responsible for its accuracy and consistency with the financial statements.

The financial statements have been audited by the independent accounting firm PricewaterhouseCoopers LLP,
which was given unrestricted access to all financial records and related data, including minutes of all meetings of
trustees.  The University believes that all representations made to the independent auditors during their audit
were valid and appropriate.  PricewaterhouseCoopers’ audit opinion is presented on page 21.

The University maintains a system of internal controls over financial reporting, which is designed to provide a
reasonable assurance to the University’s management and board of trustees regarding the preparation of reliable
published financial statements.  Such controls are maintained by the establishment and communication of
accounting and financial policies and procedures, by the selection and training of qualified personnel, and by an
internal audit program designed to identify internal control weakness in order to permit management to take
appropriate corrective action on a timely basis.  There are, however, inherent limitations in the effectiveness of
any system of internal control, including the possibility of human error and the circumvention of overriding
controls.  Accordingly, even an effective internal control system can provide only reasonable assurance with
respect to financial statement preparation.  Furthermore, the effectiveness of an internal control system can
change with circumstances.

The Trustees of the University of Pennsylvania, through its Committee on Audit and Compliance comprised of
trustees not employed by the University, is responsible for engaging the independent accountants and meeting
with management, internal auditors, and the independent accountants to ensure that each is carrying out their
responsibilities.  Both internal auditors and the independent accountants have full and free access to the
Committee on Audit and Compliance

Craig R. Carnaroli Kenneth B. Campbell
Vice President for Finance Comptroller
and Treasurer

Management  Respons ib i l i t y  fo r  F inanc ia l  S ta tements
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To the Trustees of the
University of Pennsylvania

In our opinion, the accompanying statement of financial position and the related statements of activities and of cash
flows present fairly, in all material respects, the financial position of the University of Pennsylvania at June 30, 2001,
and the changes in its net assets and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.  These financial statements are the responsibility of University
management; our responsibility is to express an opinion on these financial statements based on our audit. The prior
year summarized comparative information has been derived from the University of Pennsylvania's 2000 financial
statements; and in our report dated October 2, 2000, we expressed an unqualified opinion on those financial
statements. We conducted our audit of these statements in accordance with auditing standards generally accepted in
the United States of America, which require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

October 19, 2001
Philadelphia, Pennsylvania

Repor t  o f  Independent  Accountants
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June 30, 2001 June 30, 2000

Assets
Cash and cash equivalents $317,096 $144,139
Accounts receivable, net of allowances

of $13,886 (2001) and $17,175 (2000) 114,471 115,588
Patient receivables, net of allowances

of $67,639 (2001) and $69,689 (2000) 342,809 364,148
Contributions receivable, net 229,228 187,176
Loans receivable, net of allowances

of $3,319 (2001) and $5,842 (2000) 104,083 98,671
Other assets 154,863 129,092
Investments, at fair value (net of $250,747 

held as collateral in 2001) 3,624,374 3,719,606
Plant, net of depreciation 2,505,896 2,420,661

Total assets $7,392,820 $7,179,081

Liabilities
Accounts payable $105,425 $109,717
Accrued expense and other liabilities 484,067 508,035
Deferred income 46,931 48,777
Deposits, advances, and agency funds 79,225 74,728
Federal student loan advances 77,300 67,568
Accrued retirement benefits 179,339 189,336
Debt obligations 1,389,833 1,418,733

Total liabilities 2,362,120 2,416,894

Net assets
Unrestricted 2,530,680 2,375,103
Temporarily restricted 1,250,270 1,250,612
Permanently restricted 1,249,750 1,136,472

5,030,700 4,762,187
Total liabilities and net assets $7,392,820 $7,179,081

See accompanying notes to financial statements

Sta tement  o f  F inanc ia l  Pos i t ion

(thousands of dollars)
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RESTRICTED

UNRESTRICTED TEMPORARILY PERMANENTLY 2001 2000

Revenue and other support:
Tuition and fees, net $430,285 $430,285 $397,738
Commonwealth appropriations 40,878 40,878 38,099
Sponsored programs 503,223 503,223 464,907
Contributions 33,397 $49,503 82,900 76,490
Investment income 120,279 77,482 197,761 179,528
Hospitals and physician practices 1,678,866 1,678,866 1,617,590
Sales and services of auxiliary enterprises 82,272 82,272 77,980
Other income 114,317 114,317 108,749
Independent operations 60,187 60,187 45,884
Net assets released from restrictions 128,177 (128,177)

3,191,881 (1,192) 3,190,689 3,006,965

Expenses:
Program:

Instruction 568,261 568,261 551,710
Research 428,145 428,145 387,750
Hospitals and physician practices 1,644,407 1,644,407 1,647,778
Auxiliary enterprises 84,740 84,740 81,403
Other educational activities 95,310 95,310 82,140
Student services 35,302 35,302 33,864

Support:
Academic support 52,735 52,735 52,659
Management and general 141,262 141,262 122,260
Independent operations 63,752 63,752 50,325

3,113,914 3,113,914 3,009,889

Increase (decrease) in net assets before nonoperating 
revenue, net gains, reclassifications and other 77,967 (1,192) 76,775 (2,924)

Nonoperating revenue, net gains, reclassifications and other:
Gain (loss) on investment, net 17,569 29,387 $(12,421) 34,535 (145,158)
Investment income, net of amounts classified as operating revenue (11,833) 2,812 1,813 (7,208) 613
Contributions 10,093 34,866 123,886 168,845 156,917
Other (4,434) (4,434)
Net assets released from restrictions 66,215 (66,215)

Increase (decrease) in net assets 155,577 (342) 113,278 268,513 9,448
Net assets, beginning of year 2,375,103 1,250,612 1,136,472 4,762,187 4,752,739

Net assets, end of year $2,530,680 $1,250,270 $1,249,750 $5,030,700 $4,762,187

See accompanying notes to financial statements

Sta tement  o f  Ac t iv i t i es

fo r  the  year  ended June  30 ,  2001  
(wi th  summar ized  f inanc ia l  in format ion  for  the  year  ended June  30 ,  2000)

( thousands  o f  do l la rs)
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2001 2000
Cash flows from operating activities:

Increase in net assets $268,513 $9,448
Adjustments to reconcile increase in net assets to
net cash provided by operating activities:

Depreciation and amortization 191,140 190,850 
Provision for bad debts 87,596 80,758 
(Gain)loss on investments, net (34,535) 145,158 
Loss(gain) on disposal of plant, property, and equipment 5,501 (556)
Nonoperating revenue designated for the acquisition of long-lived

assets and long-term investment (161,637) (155,401)
Changes in operating assets and liabilities:

Patient, accounts and loan receivable (56,858) (97,743)
Contributions receivable (12,063) (3,322)
Other assets (25,771) 7,336 
Accounts payable, accrued expenses and accrued retirement benefits (21,325) (48,236)
Deposits, advances and agency funds 4,497 7,257
Deferred income (1,846) 19,547 

Net cash provided by operating activities 243,212 155,096 

Cash flows from investing activities:
Student loans repaid 10,017 13,235 
Student loans issued (13,766) (17,412)
Purchase of investments (6,769,632) (5,465,856)
Proceeds from sale of investments 6,899,398 5,376,963 
Purchase of plant, property, equipment (298,725) (313,873)

Net cash used by investing activities (172,708) (406,943)

Cash flows from financing activities:
Proceeds from contributions received designated for the acquisition of

long-lived assets and long-term investment 121,701 143,605 
Federal student loan advances 9,732 537 
Repayment of long-term debt (28,980) (39,637)
Proceeds from issuance of long-term debt 39,390  

Net cash provided by financing activities 102,453 143,895 

Net increase (decrease) in cash and cash equivalents 172,957 (107,952)

Cash and cash equivalents, beginning of year 144,139 252,091 

Cash and cash equivalents, end of year $317,096 $144,139 

Supplemental disclosure of cash flow information:
Cash paid for interest $70,476 $72,845 

Non-cash activity 
Due to First Hospital Foundation ($1,743) $1,280 
Capital additions included in accounts payable $16,931 
Redevelopment Authority Mortgage $8,200 

See accompanying notes to financial statements

Sta tement  o f  Cash  F lows

( for  the  years  ended June  30 ,  2001  & 2000)
( thousands  o f  do l la rs)
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1. Significant Accounting Policies     

Organization  
The University of Pennsylvania (the University), located in Philadelphia, Pennsylvania, is an independent,
nonsectarian, not-for-profit institution of higher learning founded in 1740.  The University Academic Component
(Academic Component) provides educational services, primarily for students at the undergraduate, graduate and
postdoctoral levels and performs research, training and other services under grants, contracts, and similar
agreements with sponsoring organizations, primarily departments and agencies of the United States Government.
The University also operates an integrated health care delivery system, the University of  Pennsylvania Health System-
Health Services Component (Health Services Component).

Basis of Presentation  
The financial statements have been prepared on the accrual basis and include the accounts of the University of
Pennsylvania and its subsidiaries.  All material transactions between the University and its subsidiaries have been
eliminated.

The net assets of the University are classified and reported as follows:

Unrestricted - Net assets that are not subject to donor-imposed restrictions.

Temporarily restricted - Net assets that are subject to legal or donor-imposed restrictions that will be met by
actions of the University and/or the passage of time.  These net assets include gifts donated for specific
purposes and capital appreciation on permanent endowment, which is restricted by Pennsylvania law on the
amounts that may be expended in a given year.

Permanently restricted - Net assets that are subject to donor-imposed restrictions that require the original
contribution be maintained in perpetuity by the University, but permits the use of the investment earnings
for general or specific purposes. 

Expenses are reported as a decrease in unrestricted net assets.  Gains and losses on investments are reported as
increases or decreases in unrestricted net assets unless their use is restricted by explicit donor stipulation or by law.
Expirations of temporary restrictions recognized on net assets are reported as net assets released from restrictions
from temporarily restricted net assets to unrestricted net assets.  

The financial statements include certain prior-year summarized comparative information in total, but not by net asset
category.  Such information does not include sufficient detail to constitute a presentation in conformity with generally
accepted accounting principles.  Accordingly, such information should be read in conjunction with the University’s
financial statements for the year ended June 30, 2000 from which the summarized information was derived.  Certain
reclassifications have been made to the summarized financial information for comparative purposes.

Cash and Cash Equivalents  
Cash equivalents include short-term U.S. Treasury securities and other short-term, highly liquid investments and are
carried at cost which approximates fair value.  Short-term investments with maturities of three months or less when
purchased are classified as cash equivalents, except that any such investments held in trusts or by external
investment managers are classified as investments.  Included in cash and cash equivalents is $7,911,000 of restricted
cash that is held in escrow.

Notes  to  F inanc ia l  S ta tements
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Investments  
Investments in equity and debt securities with readily determinable fair values are reported at fair value.  Changes in
fair value of investments are reported in the University’s Statement of Activities.   Fixed income investments with a
maturity of less than one year are included in short-term investments.  Derivative financial instruments held for
investment purposes are carried at fair value with the resulting gains and losses included in investment earnings for
the period.  The University’s principal derivative financial instruments are forward mortgage contracts. Fair values for
certain private equity and real estate investments held through limited partnerships or commingled funds are
estimated by the respective external investment managers if market values are not readily ascertainable.  These
valuations necessarily involve assumptions and methods that are reviewed by the University.  For securities that have
gone public, but are restricted, valuation is the last sale price at the valuation date with an illiquidity discount of 20
percent.  For securities which are bankrupt, total valuations are carried at zero.

The majority of the endowment funds of the University have been pooled in the University's Associated Investments
Fund (A.I.F.), which is invested primarily in three investment pools: an Equity Fund, a Fixed Income Fund, and a High
Yield Fund. The University has adopted an endowment spending policy governing the expenditure of the total return
of funds invested in the A.I.F.   The spending policy is designed to stabilize annual spending levels and to preserve
the A.I.F. portfolio and is independent of the cash yield and appreciation of investments for the year.  The A.I.F.
returns available for expenditure in 2001 were $108,670,000, which exceeded available investment income by
$12,913,000. 

Loans Receivable  
Student loans receivables are reported at their net realizable value. Such loans include donor-restricted and Federally-
sponsored student loans with mandated interest rates and repayment terms.   Determination of the fair value of
student loans receivable is not practicable. 

Plant  
Plant is stated at cost, or fair value at the date of donation, less accumulated depreciation.  Depreciation is computed
on the straight-line method over the estimated useful lives of the assets. Contents, rare books and other collectibles
aggregating $14,120,000 are not subject to depreciation.  Upon disposal of assets, the cost and related accumulated
depreciation are removed from the accounts and the resulting gain or loss is included in operations.

Intangible Assets  
Intangible assets are included in other assets in the accompanying Statement of Financial Position.  Intangible assets
consist of acquisition costs, the excess of cost over net assets acquired, and non-competition agreements related to
the acquisition of physician practices, which are amortized on a straight-line basis over five years or the lives of the
respective non-competition agreements.   Goodwill associated with the statutory merger of the Presbyterian Medical
Center of Philadelphia into the Health Services Component is being amortized over thirty years on a straight-line
basis.

Split-Interest Agreements  
The University’s split-interest agreements with donors consist primarily of charitable gift annuities, pooled income
funds and irrevocable charitable remainder trusts for which the University serves as trustee.  Assets are invested and
payments are made to donors and/or other beneficiaries in accordance with the respective agreements.

Contribution revenue for charitable gift annuities and charitable remainder trusts is recognized at the date the
agreement is established, net of the liability recorded for the present value of the estimated future payments.

Notes  to  F inanc ia l  S ta tements
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Contribution revenue for pooled income funds is recognized upon establishment of the agreement, at the fair value
of the estimated future receipts discounted for the estimated time period to complete the agreement.

The present value of payments to beneficiaries of charitable gift annuities and charitable remainder trusts and the
estimated future receipts from pooled income funds are calculated using discount rates which represent the risk-free
rates in existence at the date of the gift.  The total liability to donors and beneficiaries under terms of the agreements
as of June 30, 2001 is $41,165,000 and is included in accrued expenses.  Gains or losses resulting from changes in
actuarial assumptions and accretions of the discount are recorded as increases or decreases in the respective net
asset category in the Statement of Activities.

Tuition and Fees  
The University maintains a policy of offering qualified applicants admission to the University without regard to
financial circumstance.   This policy provides financial aid to those admitted in the form of direct grants, loans, and
employment during the academic year.  Tuition and fees have been reduced by certain scholarships and discounts in
the amount of $101,546,000 in 2001. 

Sponsored Programs  
The University receives grant and contract revenue from governmental and private sources.  In 2001, grant and
contract revenue received from governmental sources totaled $416,853,000.  The University recognizes revenue
associated with the direct costs of sponsored programs as the related  costs are incurred.  Indirect costs recovered on
Federally-sponsored programs are based on predetermined reimbursement rates negotiated with the University’s
cognizant federal agency, the Department of Health and Human Services.   Indirect costs recovered on all other
grants and contracts are based on rates negotiated with the respective sponsor.  Funds received for sponsored
research activity are subject to audit.  Based upon information currently available, management believes that any
liability resulting therefrom will not materially affect the financial position or operations of the University.

Contributions  
Contributions are reported as increases in the appropriate net asset category based on donor restrictions.
Contributions, including unconditional promises to give, are recognized as revenue in the period received at their fair
values. Unconditional pledges are recognized at their estimated net present value, net of an allowance for
uncollectible amounts, and are classified in the appropriate net asset category. Unconditional promises to give and
contributions of cash and other assets designated for the acquisition of long-lived assets are reported with
nonoperating revenue, net gains, reclassifications and other. 

Health Services Component  
Revenue of the Health Services Component is derived primarily from patient services and is accounted for at
established rates on the accrual basis in the period the service is provided.  Net patient service revenue is net of
charity care and community service.  Certain revenue received from third-party payors is subject to audit and
retroactive adjustment. Additionally, the Health Services Component has entered into certain contracts under which it
is responsible for providing medical care to covered members at predetermined rates.  Any changes in estimates
under these contracts are recorded in operations currently.  

Allocation of Certain Expenses  
The Statement of Activities presents expenses by functional classification.  Operation and maintenance of plant and
depreciation are allocated to functional classifications based on square footage.  Interest expense is allocated to the
functional classifications that directly benefited from the proceeds of the debt.

Notes  to  F inanc ia l  S ta tements
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Notes  to  F inanc ia l  S ta tements

Use of Estimates  
The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting  period.  Actual results could differ from those estimates.

Derivative Transactions
Effective July 1, 2000, the University adopted Statement of Financial Accounting Standard No. 133 "Accounting for
Derivative Instruments and Hedging Activities"  (SFAS 133), as amended.  The adoption of SFAS 133, which requires
the University to recognize all derivatives at fair value in the Statement of Financial Position, did not affect the
University’s consolidated financial statements. 

University of Pennsylvania Health System - 
Health Services Component   
The Trustees of the University formed the University of Pennsylvania Health System (the Health System) in June
1993 to operate as an integrated system, which delivers education, research, and patient care.  The Health
System includes the Health Services Component and the School of Medicine of the University. The Health
Services Component is comprised of the Hospital of the University of Pennsylvania, the Clinical Practices of the
University of Pennsylvania, the Presbyterian Medical Center of the University of Pennsylvania Health System,
Clinical Care Associates, Wissahickon Hospice of the University of Pennsylvania Health System, Phoenixville
Hospital, and Pennsylvania Hospital.

Throughout the year, certain transactions are conducted between the Health Services Component and the
University.  The effect of these transactions (primarily inter-entity billings for allocations of common costs and
certain purchased services) is included in the financial information of the Health Services Component. At June
30, 2001, the Health Services Component net liability to the University was $49,807,000 for various inter-entity
billings.  The University and the Health Services Component have reached a formal agreement for the repayment
of the inter-entity advance.  Under the terms of the agreement, the Health Services Component will make
payments over the next two years to fully satisfy its obligation.

The Health Services Component makes transfers to the School of Medicine from its operations that further
research and educational activities.  These activities are integral to the overall mission of the Health System and
the effect of the transfers is reflected in the Health Services Component net assets.

Final adjustments to revenue, resulting from settlements with third-party payors, are recorded in the year in
which they are settled.  Third party settlements increased net patient revenue by $1,922,000 and $1,610,000 in
2001 and 2000, respectively.  During 2000, $24,893,000 of additional patient service revenue was recognized as
a result of the reversal of previously established liabilities for disproportionate share payments (general
assistance days) due to a favorable change in Federal legislation.  There was no similar transaction in 2001.  

Summarized financial information for the Health Services Component as of June 30, 2001 and 2000, prior to
eliminations for transactions between the Health Services Component and other entities of the University, is as
follows (in thousands):

N
O

T
E

S
 T

O
 F

IN
A

N
C

IA
L

 S
T

A
T

E
M

E
N

T
S



University of Pennsylvania

2001 Financial Report
page 29

Notes  to  F inanc ia l  S ta tements

2001 2000
Net patient service and premium revenue $  1,584,243 $  1,530,413
Other revenue 119,674 122,736
Total expenses (1,646,083) (1,652,096)
Excess of revenues over expenses

from operations 57,834 1,053  
Nonoperating, net 25,810 (48,144) 
Increase(decrease) in net assets after 

inter-entity transfers $     83,644 $   (47,091)

Total current assets $467,525 $464,141
Investments and assets whose use is limited

(including board designated funds of $276,148
and $273,352 and trustee held funds of
$20,707 and $36,752 for 2001 and 2000, respectively) 646,975 616,657

Property, plant and equipment, net 610,096 652,946
Other assets 81,595 84,066

Total assets $1,806,191 $1,817,810

Total current liabilities $295,871 $350,232
Long-term debt, net of current portion 783,387 798,152
Other liabilities 274,815 300,952

Total liabilities 1,354,073 1,449,336

Net assets
Unrestricted 107,260 67,964
Temporarily restricted 245,099 240,627
Permanently restricted 99,759 59,883
Total net assets 452,118 368,474

Total liabilities and net assets $1,806,191 $1,817,810

3. Investments  
A summary of investments, stated at fair value, at June 30, 2001 is as follows (in thousands):

Investment sales receivable $   149,233
Short-term 335,340
Stocks 1,544,587
Bonds 881,054
Real estate 120,128
Other 350,225
Securities pledged 243,807
Cash collateral received
for securities lending 250,747

3,875,121
Cash collateral due broker (250,747)
End of year $ 3,624,374

Beginning of year $ 3,719,606

Included in investments are assets held in trust for the University with an aggregate fair value of $162,636,000 at
June 30, 2001.
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In connection with a University-sponsored loan program, the University is required to invest in certificates of
deposit of the lending institution.  At June 30, 2001, short-term investments held under this arrangement
aggregated $9,525,000.

At June 30, 2001, investments with a fair value of $24,130,000 were held by trustees under indenture and escrow
agreements.

During fiscal year 2001 the University adopted SFAS No. 140 "Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Debt", which requires organizations that enter into qualifying securities lending
transactions to disclose those assets which have been loaned to a broker as well as recognize the receipt of cash
provided as collateral by the broker.  At June 30, 2001, investments with a fair value of $243,807,000 were loaned
on an overnight basis to various brokers.  The University receives lending fees and continues to earn interest and
dividends on the loaned securities.  These securities are returnable on demand and are collateralized by cash
deposits amounting to 102% of the market value of the securities loaned.  The borrower has provided
$250,747,000 of cash collateral for the loaned securities at June 30, 2001.  The University is indemnified against
borrower default by the financial institution that is acting as its lending agent.

At June 30, 2001, short-term investment securities with a fair value of $210,603,000 have been earmarked for the
purchase of other long term investments.  Additionally, included in  investments at June 30, 2001 are investment
sales receivable with an aggregate fair value of $149,233,000.

A summary of the University’s total investment return as reported in the Statement of Activities is presented
below (in thousands):

A.I.F. investment income, net of investment management fees $109,069
A.I.F. realized and unrealized gains 39,954

Return on the A.I.F. 149,023
Other investment income and losses 76,065

Total return on investments $225,088

4.  Contributions Receivable  
A summary of contributions receivable is as follows at June 30, 2001 (in thousands):  

Unconditional promises expected to be collected in:
Less than one year $ 43,783
One year to five years 242,313
Over five years 13,080

299,176
Less: Discount and 

allowance for doubtful amounts (69,948)
Contributions receivable, net $229,228

Because of uncertainties with regard to their realizability and valuation, bequest intentions and other conditional
promises are not estimated by management and are recognized if and when the specified conditions are met.

Notes  to  F inanc ia l  S ta tements
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5. Plant  
The components of plant at June 30, 2001 are as follows (in thousands):

Land $     79,098
Buildings 2,599,211 (a) 
Contents 1,207,774   
Construction-in-progress 303,615

4,189,698
Less accumulated depreciation (1,683,802)
Plant $2,505,896     

(a) Includes $79,725,000 of completed facilities which serve as collateral for debt obligations.

The University recorded $182,911,000 of depreciation expense for the year ended June 30, 2001.

6.  Debt Obligations    
Debt obligations at June 30, 2001 are as follows (in thousands):

Interest Rate
Maturity at June 30, 2001 June 30, 2001

Academic Component:
Fixed Rate Debt Obligations:

Pennsylvania Higher Education Facility 
Authority (PHEFA)

Series of 1968 2008 4.9% $    19,950
Series of 1968 Ware College 

House 2003 6.8% 117
Series A of 1995 Revenue Bonds 2015 5.3% - 7.0% 96,340
Series B of 1995 Revenue Bonds 2015 5.3% - 7.0% 43,350
Series of 1998 Revenue Bonds 2039 4.5% - 5.5% 196,500

Unamortized Discount (2,101)
Department of Education Bonds 2007 3.0% 372
Other Loans 2015 5.0% - 9.8% 8,804
Mortgage Notes 2025 8.0% 8,239

Total Fixed Rate Debt Obligations 371,571

Notes  to  F inanc ia l  S ta tements
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Interest Rate
Maturity at June 30, 2001 June 30, 2001

Variable Rate Debt Obligations:
PHEFA

Series of 1985 Revenue Bonds 2016 3.0% 10,610
Series of 1990 Revenue Bonds 2020 3.0% 6,500

Quakertown General Authority 
Pool Financing 2005 5.0% 71,745

Washington County Authority
Lease Revenue Bonds 2005 2.9% 59,701

Other Loans 2007 4.1% – 5.6% 44,319
Total Variable Rate Debt Obligations 192,875
Total Academic Component 

Debt Obligations 564,446

Health Services Component:
Fixed Rate Debt Obligations:

PHEFA
Series A of 1994 Revenue Bonds 2010 5.6% - 7.0% 35,000

Unamortized Premium 610
Series A and B 1996 Revenue 

Bonds 2022 4.6% - 6.0% 403,676
Unamortized Discount (2,500)

Series A of 1998 Revenue Bonds 2015 4.5% - 5.1% 38,750
Unamortized Premium 712

Notes Payable 2006 7.0% - 8.5% 25,821
Capital Leases 2004 5.9% 1,955
Mortgage Notes 2002 7.9% 217

Total Fixed Rate Debt Obligations 504,241

Variable Rate Debt Obligations:
PHEFA

Series B of 1994 Revenue Bonds 2024 2.8% 90,000
Series C of 1996 Revenue Bonds 2026 2.8% 80,000
Series B of 1998 Revenue Bonds 2026 2.8% 121,600

Pennsylvania Economic Development
Financing Authority Series C of
1994 Revenue Bonds 2014 4.0% 10,066

Mortgage Notes 2003 5.7% 1,480
Other Loans 2007 5.3% 18,000

Total Variable Rate Debt Obligations 321,146

Total Health Services Component 
Debt Obligations 825,387

Total Academic and Health Services Component 
Debt Obligations $ 1,389,833

Notes  to  F inanc ia l  S ta tements
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The University has entered into a Master Trust Indenture (MTI) with respect to the indebtedness related to the
assets and revenue of the Hospital of the University of Pennsylvania, the Clinical Practices of the University of
Pennsylvania, the Presbyterian Medical Center of the University of Pennsylvania Health System, Clinical Care
Associates, Phoenixville Hospital, Pennsylvania Hospital and the operating unit known as Managed Care/Full
Risk Capitation (collectively, the designated units).  The MTI and related agreements contain certain restrictive
covenants which limit the issuance of additional indebtedness and, among other things, require the Health
Services Component to meet an annual debt service coverage requirement of "income available for debt service"
(excess of revenue over expenses plus depreciation, amortization, interest expense and extraordinary items) at
an amount equal to 110% of the annual debt service requirements. In 2001, the Health Services Component met
its debt service coverage requirement under the MTI.

On August 2, 2000, the Health Services Component entered into a reimbursement agreement with three
financial institutions, whereby these institutions have agreed to provide letters of credit for the principal amount
of the bonds, plus applicable interest coverage to support the PHEFA Series B of 1994, Series C of 1996 and
Series B of 1998 outstanding variable rate bonds.  The letters of credit expire in August 2002.  The conditions
under the reimbursement agreement permit a borrowing under the letter of credit in the event the bonds are not
successfully remarketed.  The Health Services Component pays commitment fees on the unused amount of the
letters of credit.  The University has agreed to guarantee the obligations of the Health Services Component
under the reimbursement agreement with the financial institutions.

The fair value of the University’s debt obligations was $1,406,787,000 at June 30, 2001.  The fair value represents
the quoted market value for PHEFA Revenue Bonds and carrying amounts for all other debt which approximates
fair value.

Maturities of debt obligations for each of the next five years are as follows (in thousands):

Fiscal Year Amount  

2002 $  27,811
2003 29,084
2004 32,650
2005 125,747
2006 96,411

On August 1, 2001, the Pennsylvania Economic Development Financing Authority issued Revenue Bonds, Series
2001A, with an aggregate principal amount of $20,240,000.  The proceeds of the bonds were then loaned
pursuant to a Loan Agreement dated August 1, 2001, to University City Associates, Inc. (UCA), a wholly owned
subsidiary of the University, to be used for the construction of a new pre K-8 University-assisted public school in
the West Philadelphia area.  The Bonds mature on January 1, 2005, subject to early redemption by the Authority
or bondholders at a purchase price equal to 100% of the principal amount thereof plus accrued interest.  The
Bonds bear a floating rate of interest, which is adjusted by the Authority at certain intervals.  Under the Loan
Agreement, UCA will make payments sufficient to fund the debt service of the Bonds, which consists of interest
due each year until maturity and principal due January, 2005.

Notes  to  F inanc ia l  S ta tements
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7. Operating Leases
The University leases office space and equipment under operating leases expiring through April 2016.  Rental
expense of $36,668,000 is included in the accompanying Statement of Activities. 

At June 30, 2001, future minimum lease payments under operating leases with remaining terms greater than one
year were as follows (in thousands):

2002 $28,466
2003   21,847
2004  18,494
2005  15,794
2006  14,039
Thereafter 43,297
Total minimum lease payments $141,937

8. Pension and Other Postretirement Benefit Costs  
Retirement benefits are provided for academic employees and certain administrative personnel through a
defined contribution plan.  The University’s policy with respect to its contribution is to provide up to 9% of
eligible employees’ salaries.  The University’s contributions amounted to $37,127,000 in 2001.

The University has noncontributory defined benefit pension plans for substantially all other full-time employees.
Benefits under these plans generally are based on the employee’s years of service and compensation during the
years preceeding retirement.  Contributions to the plans are made in amounts necessary to at least satisfy the
minimum required contributions as specified in the Internal Revenue Service Code and related regulations.

The components of accrued benefit costs for pension benefits and other postretirement benefits are as follows
(in thousands):

Other 
Pension Benefits Postretirement Benefits  

Change in benefit obligation:
Benefit obligation at June 30, 2000 $   399,324 $    223,817
Service cost 11,832 10,875
Interest cost 30,233 16,721
Plan participants' contributions -- 1,120
Amendments -- (9,153)
Actuarial loss 15,573 10,771
Benefits paid (17,901) (12,602)
Curtailments (8,960) (507)

Benefit obligation at June 30, 2001 $    430,101 $    241,042

Notes  to  F inanc ia l  S ta tements
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Other 
Pension Benefits Postretirement Benefits 

Change in plan assets:
Fair value of plan assets at June 30, 2000 $   522,808 $     68,334
Actual return on plan assets 31,102 2,924
Employer contribution -- 6,869
Plan participants' contribution -- 71 
Benefits paid (17,901) (3,041)
Divestitures/settlements (1,670) --

Fair value of plan assets at June 30, 2001 $    534,339 $      75,157

Reconciliation of funded status:
Funded status $   104,237 $ (165,885)
Unrecognized net actuarial (gain) loss (105,844) 16,367
Unrecognized prior service (benefit) cost 135 (8,805)      
Unrecognized transition asset (1,339) --      

Accrued benefit cost $      (2,811) $ (158,323)

Weighted-average assumptions as of June 30, 2001: 
Discount rate 7.50 %
Expected return on plan assets 9.25 % to 9.50 %
Rate of compensation increase 4.00 % to 4.75 % 

The health care trend rate was assumed to decrease gradually from 8.50% in 2001 to a range of 5.00% to 6.00%
over the next seven years, and remain level thereafter. 

The components of net periodic benefit cost for pension benefits and other postretirement benefits are as
follows (in thousands):                                                    

Other 
Pension Benefits Postretirement Benefits  

Service cost $     11,832 $       10,875
Interest cost 30,233 16,721
Expected return on plan assets (47,899) (6,089)
Amortization of prior service cost 51 (1,101)
Amortization of transition asset (974) --
Amortization of net actuarial gain (9,002) (1,531)
Net periodic (benefit) cost (15,759) 18,875
Curtailment gain (8,897) (507)

$     (24,656) $      18,368 

Notes  to  F inanc ia l  S ta tements
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Assumed health care cost trend rates have a significant effect on the amounts reported for the other
postretirement benefits.  A one-percentage-point change in assumed health care trend rates would have the
following effects on other postretirement benefits:

1-Percentage 1-Percentage  
Point Increase Point Decrease

Effect on total of service and interest cost $   5,159 $   (4,328)
Effect on accumulated postretirement benefit obligation $ 34,362 $ (29,930)

Pension plan assets consist principally of investments in a master trust account, invested in a diverse portfolio
of equity and debt securities.  Other postretirement employee benefit plan assets consist principally of
investments in a diverse portfolio of equity and debt securities

9. Medical Professional Liability Claims  
The University is insured for medical professional liability claims through the combination of the Medical
Professional Liability Catastrophe Loss Fund of the Commonwealth of Pennsylvania, various commercial
insurance companies, and a risk retention program.  The University accrues for estimated retained risks arising
from both asserted and unasserted medical professional liability claims.  The estimate of the liability for
unasserted claims arising from unreported incidents is based on an analysis of historical claims data by an
independent actuary.  A trust fund has been established for the payment of medical professional liability claims
under the risk retention program.  Prior to July 1, 1998, annual contributions were made to the trust fund to
provide funding for retained risk.  The trust fund’s assets are included in the accompanying financial statements.  

From July 1998 through June 2001, the University placed its primary layer coverage with a commercial insurer on
a claims-made basis.  Effective July 1, 2001, the University will fund Franklin Casualty Insurance Company, a
wholly owned Risk Retention Group, for purposes of administering its risk retention program covering its
primary layer exposure.  During 2001, the University changed its method of valuing its medical professional
liabilities to a discounted presentation.  Total malpractice liabilities of $44,100,000 are presented utilizing a
discount rate of 6%.  This change resulted in a decrease to 2001 expense of $6,600,000.

10. Contingencies  
The University has guaranteed certain obligations, including student loans, mortgages, and leases on properties
owned by related parties, totaling $141,701,000 at June 30, 2001.  Various lawsuits, claims and other contingent
liabilities arise in the ordinary course of the University’s education and health care activities.  Based upon
information currently available, management believes that any liability resulting therefrom will not materially
affect the financial position or operations of the University.  

Notes  to  F inanc ia l  S ta tements
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Mrs. Madlyn K. Abramson
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Mr. Robert S. Blank
Dr.  Mitchell J. Blutt

* Mr. Gordon S. Bodek
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Mr. Howard S. Marks
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Ms. Andrea Mitchell
Mr. David P. Montgomery

* Mr. John B. Neff
Lawrence C. Nussdorf, Esq.
Mr. Shaun F. O'Malley
Mr. Russell E. Palmer
Mr. Ronald O. Perelman
Mr. Egbert L. J. Perry 
Mr. David S. Pottruck
Stanley B. Prusiner, M.D.
Mr. Mitchell I. Quain
Mrs. Pamela Petre Reis
Hon. Marjorie O. Rendell
Ms. Sylvia Miller Rhone
Hon. Tom Ridge (ex officio)
Mr. James S. Riepe (chair)
Dr. Judith Rodin (ex officio)

* Mrs. Adele K. Schaeffer
Leonard A. Shapiro, Esq.
Mr. Alvin V. Shoemaker
Mr. David M. Silfen
Mr. Henry R. Silverman
Mr. Saul P. Steinberg
David W. Sweet, Esq.

* Myles H. Tanenbaum, Esq.
Mr. Michael L. Tarnopol

* Robert L. Trescher, Esq.
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President
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Provost
Dr. Robert L. Barchi
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Vice President and General Counsel of the
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