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APPENDIX 13.C

‘ REQUALIFICATION PROGRAM FOR LICENSED PERSONNEL

13.¢.1  General
The requalification program for licensed personnel shall consist of
on-the-job training, annual examination, review board evaluations, and where

deficiencies have been exhibited, pre-planned lectures. The requalification progrem

shall be conducted for a continuwous period of two years, and upon conclusion

shall be proumptly followed by successive requalification programs.

13.C.2  On-The-Job Training

a) Each licensed operator must manipulate the reactor controls and each
licensed senior operator either must manipulate the controls or direct the
sctivities of individuals during reactor control manipulation during the term
of his license. The manipulations shall consist of at least 10 reactivity control
manipulations in any combination of reactor startups, reactor shutdowns, reshimming

. or power changes of 10X or greater, over & two year period. They shall take place
at intervals not to exceed 4 months.

b) The evaluation of the annual raliation emergency plan drill shall be
revieved and initialled by all licensed pers.mnnel.

c) All licensed personnel shall review the contents of the abnormal and
emergency procedures at least once during each iequalificntion progra=

d) All licenred personnel shall receive a copy of all oignificant changes
to the facility license and design, to standard, emergency and abnormal operating
procedures, and to administrative procedures.

e) A systematic observation and evaluation of each licensed operator's or

senior operator's (except for the Senior Review Board) performance during actual

or simulated emergency or abnormal situations must be conducted on an annual

1"' basis.
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13.¢.3 Annual Examination

13.C-2
!
Written examinaticns shall be administered annually to all licensed

R
i
|
1
.opeutorl and senior operators with the exception of those members of the
Senior Review Board (see Section 13.C.4 ) who prepare, administer and grade
the examinations and thus shall be considered to have completed the examination
requirements. In no case shall the number of persons exsmpt from taking the
written exam exceed three (3). The examination will include questions taken
from the following general areas:
A. Principles of Reactor Operation |
B. Features of Facility Design
C. General Operating Characteristics 1
D. Instruments and Controls
E. Safety and Emergency Systems
F. Standard and Emergency Operating Procedures
‘ G. Radiation Control and Safety
E. Reactor Theory
I. Radiocactiv' Materials Handling, Disposal and Hazards
J. Specific Operating Characteristics
K. Fuel Handling and Core Parameters
L. Administrative Procedures, Condiltiom and Limitations
The examination which is prepared for administration to Reactor Operator
Licensees will be structured from questions on topics A through G. The
exaunination, which is formulated for administration to Senior Reactor Operator
Licensees, will consist of questions taken from topics H through L. The
questions formulated for this evamination will be of a complexity at least
equal to questicns given at thie specific facility during NRC administered
license examinations.

The Senior Review loard shell annvally review the results of all written

examinations together with ivdividual operator and senior operator evalu-
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ations (see Section 13.C.4 ) to assess the Requalification Program and to

determine 1f additional retraining is required to upgrade licensed operator
and senior operator knowledge.

The Senior Review Board shall structure an appropriate series of:

1. Lectures and/or
2. self-Study of reference materials and/or
3. Tutoring sessions

as may be indicated, to correct any deficiencies noted during the review
procees.
13.C.4 Review Board Evalu;tion
Holders of operator licenses or senior operator licenses shall be eval~
uated at least two months, but not more than four months, before the expira-
tion date of the operator licemse (OL) or senior operator license (SOL), and

at such other times as a special evaluation may appear warranted.

' Operator Review Boards for holders of operator licenses shall consist of at

least two Senior Reactor Operators, the most senior to be chairman of the board.
The Senior Review Board for holders of senior operator licenses will comnsist
of tre following:
~Director of Reactor Operations
~Reactor Superintendent
-A licensed Senior Cperator appointed by the Director of Uperations
The most senior member will be chairman of the board. Two board members shall
constitute a quorum. No person shall sit on his own Review Board.
The Board shall review the licensee's knowledge of the plant and his
performance of the job (eafety functions only) as it relates to safe operation of
the plant. The assesment procedure shall include:

a) Review annual examinations taken since the last review.
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] b) Review of on-the-job training records. 13.0-4

. ¢) Consideratiom of other occupational activities related to the reactor.
d) Interviews with immediate supervisors as required.

e) Interview with the licensee.

The Board shall report in writing their assessment of the licensee to the
pirector of Reactor Operations (with a copy to the licensee) together .vith
recoumendations. In the case of the Director of Reactor Operations, a copy
of the assessment and recommendations will be sent to the Director of the Nuclear
Reactor Laboratory. The Board may recommend:

a) Continued reactor operation by the licensee

b) Additional training in areas where deficiencies have been exhibited.

¢) Suspension from duties for which an OL or SOL is required.

The Director of Reactor Operations will act on the recommendation of the
Board. In the event of disagreement between the recommendations of the Board

. and the action contemplated by the Director of Operations, the course determined
by the Director of Operations to be more conservative will be followed. A record
of the disagreement will be sent to the Director, Nuclear Reactor Laboratory and
to the Chairman of the MITR Safeguards Committee for review and possible
reconsideration.

An sccelerated training program will be provided for Reactor Operators
and Senior Reactor Operators who score less than 70% overall on the annual
examination. The individual will be removed from his licensed diuties and
enrolled in an accelerated program. The course content and duration of the pro-
gram will depend on the individual's deficiencies. Upon completion of the
program the person must demonstrate adequate proficiency by elther a writtem or .

documented oral exam in the deficient categories. In addition, any licensed
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13.C-5

.« o who scores less than 70% in any category on the annual exam shall be
retrained as specified by the Senior Review Board.

13.C.5 Records and Record Retention

The following records will be retained for at least as long as an in-

dividual is licensed:

1. Records of reactor control manipulations or supervision of

wvanipulations.
2. Annual examination questions ‘nnd answers.
3. Review Board evaluations.

4. Documentation of additional training and testing required for Reactor

Operatoms and Senior Reactor Operators exhibiting deficiencies.
‘ 5. Review of the contents of the abnormal and emergency procedures.

6. To document significant changes to the facility and procedures, approved
gafety reviews will be reviewed and initislled by all licensed operators

and senior operators.
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Report of the Treasurer

To Members of the Corporation
Introduction

Deapncauyuwdut;romhmtummmdmmedtuwchmmwwaﬂlfmwmﬂudﬂcmm
favorable last year as measured by the increase in the market value of invesied assets. The operating results produced an
additional need for general funds of $4.2 million, a decrease from the $4.9 million in the prior year. The Generally Accepted
Accounting Principles (GAAP) definition of unrestricied results includes market gains in unrestricied net assets and does not
mclude as an expense the amounts set aside for facilities and certain reserve strengthening. Accordingly, under GAAP, there
was an increase in unrestricted net assets of 3256 4 million. The value of all net assets increased by $781 8 million to & new
high of $4,676 0 million. Our financial strength ranks with a small number of very successful corporations and institutions.
The Instituie’s publicly held debt continues 1o be rated triple A by both Moody's and Standard and Poor’s.

Schedule A - Statements of Finsncisl Position

The Statement of Financial Position s the balance sheet of the Institute at June 30, 1998, The investment assets are
reported at market value while other assets are valued based on amortized cost. The assets less the liabilities result in net
assets which is comparable 1o stockholders’ equity in a for-profit corporation. During the past year, the net assets increased by

20.1 percent

Net assets, divided into three different categones, recognizes the significant way in which universities are different from. &
profit-making concern — MIT receives gifts restricted as to purpose and assumes & fiduciary responsibility for their proper use.
Net assets are caiegorized into three groups according to the nature of the restrictions placed on gifis by donors These are
described as follows:

Permanently restricted net assets are those gifts for which the original principal can never be spent. They comprise gifts
and pledges 10 true erdowment together with assets held in trust, such as life income plans, which, when paid or matured, will
£0 1o the endowment. The increase of $57.1 million to & total of $839.7 million primarily reflects the inflow of gifls and
pledges to restricted endowment funds and the gain on investments.

Temporanly restricted net assets are those gifts which ulumately can become available 1o meet the expenses of operations
or capital expenditures. They require an event or lapse of time to take place before they are available for spending. Over
ninety percent of the assets in this category result from the accumulated market gains heid in permanently restricied
endowment funds It also includes pledges, except those 1o permanently restricted endowment funds, gifts for construction
projects which have not been completed, and life income funds which, upon maturity, will be available for spending. The
increase of $468 4 million 10 & total of $1,831 8 million primarily results from the increase in the market value of securities
held in restnicted funds. ;

Unrestricted net assets comprise all the remaining economic resources available to the Institute. This definition of
unrestricted net assets is quite broad and covers assets which need 1o be maintained to generate future investment income. It
includes current funds received from donors for restnicled purposes which, under the accounting rules, are categorized as
unrestricted if the Institule spends equivalent unrestricied funds for the same purpose. Endowment and Similar Funds
calegonized as unrestricted in Note | include all those gifts received since our founding which the Institute defined as funds
functioning as endowment.  Unrestricted net assets total $2,004 5 million and arv 42 9 percent of total net assets.

Pledges receivable of $112 8 million have been recorded as an asset as required by GAAP with the corresponding addition
10 temporarily or permanenily restricted net assets  The increase during 1998 of $22 9 million was due to several large new
pledges  Pledges have been discounted to present value as detailed in Note A
Schedule B - Statements of Activities

The changes in the balance sheet during the vear for the three categories of net assets 1s detailed in Schedule B -
Statement of Activities

The increase in unrestricted net assets of $256 4 million was caused entirely by $268.2 million in net investment gains.
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and other project costs

The investment gains resulting from permanently restricted endowment funds are calegorized as ' amporarily restricled &s
they might be distnibuted for spending in future years for the purposes given. Such distributions wruild take place under the
Institule’s endowment income spending policies and be consistent with the Massachusetts Managenent of Institutional Funds
Act

Pledges, gifts 1o be received in future years, are recorded as permanently restricted if th: gift is 10 be for an endowment
purpose defined, or resincted, by the donor lf,howcvet,ﬂlepled.cudefnnduciﬂmmcxpmdlbkgiﬂfotlm
wpoxmmmmﬂcdpn,mmwed.nsuwgmudumlymud V. hen the gift in the form of & pledge
payment u.ctunllyreoewedmdMp\:'pu:rennawnm.menuncwnpnnnlyrummadpled'eiuodwdbyﬂnmnof
lhegmmdlhenelunnnechmﬁedumwmmedw.

Schedule C - Statements of Operstions and Other Changes in Unrestricted Ne: Assets

This statement details the Institute’s operating revenues by source an the operating expenses by major functional
classification  Total operating revenues were $1.2193 million, and $1,175 0 million in 1998 and 1997, respectively.

Scholarship and fellowship grants are accounted for as a reduction in (wition revenue as required by the Audit Guide rather
Guan as an expense. Scholarships and fellowships were $60 1 million, & decrease of $2.6 million or 4.1 percent. Total
undergraduate scholarships were $31.6 million, a decrease of $ 4 rullion or 1.3 percent. Graduate fellowships were $28.5
million, & decrease of $2.1 million or 6.9 percent. The unrest-icted operating funds to support these scholarships and
fellowships in 199798 were $14.9 milhon ($12.3 million for undergraduates and $2 6 million for graduate students), &
decrease of 6 3 percent from the previous year total of $15.9 suillion ($12 9 million for undergraduates and $3.0 million for
graduate students) The decline n need for unrestricted operating funds was caused by a reduction in the calculation of need
for undergraduates and increases in other funding sources fur graduate students. Tuition and other income, net of scholarship
and fellowship grants, was $170.3 million in 1998, an increase of $10.1 million or 6.3 percent

The research revenues of Departs ental and Interdepartmental Laboratories, almost all on campus, were $384.1 million in
1997-98 as compr . to $387.9 million in the prior year, decrease of 1 0 percent. Industry is MIT's leading sponsor of
research on campus with a volume of $74 0 milhon, a decrease of 1.6 percent afler two years of large increases. The second
largest source of research revenue 1s the Department of Energy with $70.3 million, which is a small decrease from 1997's
volume The Department of Defense 15 the third largest source with total research volume of $64 8 million,  decrease of 4.6
percent. Total research from all non-Federal sources increased by 4.6 percent to $111.9 milhon

The rescarch revenues at the Lincoln Laboratory increased to $364 8 million in 1998 from $352.6 million in 1997, an
increase of 3.5 percent

The difference between the research revenues and the direct cost of sponsored research 1s used to fund indirect costs which
are the facilities and administrative costs applicable to both research and instruction. As rescarch revenues grow more slowly
than other sources of revenues, il causes a continued increase i the proportion of indirect costs that must be paid from
unrestnicted resources such as tuition and general funds

Revenues also include the net funding of current operations from non-operaling sources such as expendable gifts,
investment income and gains on investments  The net funding of current operations increased by $20 6 million or 15.1 percent
m 1998

Operating expenses increased 3.7 percent or $43 7 million in 1998 This increase was due to compensation and employee
benefits and the increased cost of maintaining MIT's Physical Flant

Investment income, defined as dividends, interest and rents, increased by 15.6 percent 1o $86.5 million in 1998 because of
an increase in interest income from fixed income securities and rental income from real estate

The increase in net assets includes buth realized and unrealized gains on investments. A different view of current period
results would be a review of the net increase or decrease in the net asset value of Institute funds excluding net mvestments
goins during 1998 This measure shows what the change in net assels would have been without the increased value of the
capital market  The following table displays the net increase in fund balances in this fashion




Table 1
Incresse in Net Assets After Investment Gains
(in thowusands of dollars)
Temporarily Permanently
Unresincied Restncted Restricted Total
Increase in Net Assets $256,372 $46K 361 $57,064 $781,797
Deduct:
Net Investment Gains 268,186 407,126 20238 693,330
Incremse in Net Assets Eaxcluding
Net Investment Galns S(11.814) 561,235 536,826 86,247
Results of Operstions

The Insiitute does not use the GAAP accounting model for internal management reporting.  The difference between the
$256 4 million net change in unrestncied net assets reported for financial statement purposes in Schedule C and the results of
operations of $(4.2) million deserves explanation. The largest difference is the net wnve .ment gains of $268.2 million, of
which $223 $ million was reinvested and $44 7 million was distributed to funds The future cost of facilities and renovations
plus the reserve strengthening increased general funds by $18 9 million.  Also, departmental controlled funds increased by
$38.2 mullion from unrestricted activity.

Schedule D - Statements of Cesh Flows

This statement explains the change in the cash balances of the Institute from the end of the preceding year to *ae end of the
current vear. The statement starts with the overall change in net assets for the year, then adds back expzases and other
transactions which did not require cash, and then explains the changes in the specific balance sheet items. Receivables and
payables are cremad when transactions are booked for reporting purposes, but cash has not yet been received or paid. A
positive adjustment for accounts receivable during the year reflects the net decrease in receivables. In & similar manner, a
positive adjustment in accounts payable reflects an increase in payables.

Distribution of Investment Income to Funds (see schedule immediately following the Tressurer's discussion)

This schedule, not subject to audit, describes the distribution of investment income in the general investments and
separately mvested funds and the sources of earmings distributed. It also describes the purposes to which such income was
distributed and used.  The investment income reported before distribution includes all dividends, interest and rents eamed and
the market appreciation relates only to that earned on this income reserve during the year.  The market appreciation on all
funds distributed for spending includes $44 7 million from the accumulated reslized gans, almost identical to the prior year.

Gifts

Gifts to the Institute set new records in 1997-98 by every measure. Gifts are reported as either “Gifls and bequests” or
“Pledges” i Schedule B. The total amounts of gifts for all classes of net assets were $158.5 million and $128 8 million for
1998 and 1997 respectively.  Gifls and bequests by this measure excludes payments on pledges made in earlier years and
records life income gifls only at their actuarial present value for Institute purposes. Gifls are divided into the three categories
of net assets. 1t 1s noted that all pledges to unrestricied net assets are shown as temporarily restricted, since the funds are not

yet available for spending

The traditional method of reporting total gifis of cash, securities, real estate and equipment set & new record of $137.9
million, as compared 1o the previous year's total of $130.3 million. This method records gifts only when reccived and paid
rather than recognizing the present value of certain gifis when they are pledged For companson purposes, Table 2 of Gifs,
Grants and Bequests that was presented prior to the implementation three vears ago of FAS No. 116 is included below wiin the
gifts 1o life income plans shown at their actuarial presen: value to the Institute. This table includes both new gifis and gifis
recerved as payments on pledges made in prior years




Table 2

Gifts, Grants, and Bequests
(in thousands of dollars)
1998 1997

Gifts:

for endowment $Ba $ 43459

for buildings 31,014 3,572

for life income plans 5.444 6,527

for student loans 10 23

for current funds-restncted 52,712 57,208

for current funds-unrestncled 7810 6,262

Of equipment 154) _ 10788
Total gifts to funds 135,708 127,839
Grants-in-amd 228 __ 2483
Totsl §137,946 $130,322

In addition, there is $112 8 million in pledges outstanding, net of a present value discount of $11.0 million, at June 30,
1998

the Alumni/ae Fund totaled $28 7 million, a new record and an increase of 7.9 percent above the

The gifts reported by
the Institute’s records when assets are transferred by donors 1o the Institute.

prior year. These gifts are recorded on

Endowment and Simlar Funds

The mprket value of all the endowment and similar funds (otaled $3,678.1 million at vear end as compared 10 $3,023.6
million in the prior yeas, an increase of $654 5 million or 21 6 percent on a restaled basis The market value at June 30, 1998
includes $3,5669 million, held in Pool A of the general investments and §1 11.2 million held in separately invested funds
This measure of endoviment is identical to that in Note | except that the present value of pledges 1o endowment funds 1s

excluded as the payments have not yet been received

The encowment assets are managed (0 maximize total investment return relative to appropnate nsk. Income 1s distnbuted
for spending to existing funds 1. & manner that retains for remvestment those amounts that are not Jess than the amounts
needed 10 match the growth rate of inflation over time A continuous inflow of gifts 1o endowment funds is also needed to
increase the growth of income above inflation and help ofiset the slow growth of operating revenues from other sources.

Endowment funds in Pool A reccive income based on the number of units held by such funds. Gifts and transfers receive
units based on curreni market value As a result, it is the market value which is the appropriate measure of the proportion of
endowment income that is distributed 10 each calegory of funds The following table provides information on the endowment

funds specified by the purpose supported
Table 3

Vslue of Endowment Funds by Purpose
(in thousands of d -'lars)

June 30, 1998
Market Value
Unrestricted purposes (general ) $ 782,147
Departments and research 548,274
Library 11,878
Salanes (professorships, etc.) 1,181,775
Graduate fellowships-general 48,511
Graduate fellowships-departmental 125,036
Undergraduate scholarships 491,990
Prizes 11,421
Miscellaneous _ 339919
Subtotsl 3,540,951
Investment income held
for distribution to funds 137,176
Total $3,678,127




Investments

Tota) investments &t market value were $4,370.3 million, an increase of $733.5 million or 20.2 percent from last
yau.Thismeuwuwilhmhmunofﬂw.?ulilhumhmwmwmmMnn
in *vhich the market value of total investments has increased Total invested assets &t market value have now increased
Woximlyszlbillmmﬂuhaﬁnymulmhdﬂm-ﬂmwm.

Table 4
Investments’
(in thousands of dollars)
June 30, 199% June 30, 1997
Book Market Book Market
General Investments
Cash equivalents $ 104,600 $ 104600 § 72,177 § 72328
Fixed incore 699,613 715,966 667,288 671,791
Equities 1,716,914 3,002,215 1,518,016 2,443 875
Real Estate
Held for present or future academic use 38,492 38,485 42,485 47,542
Held for nvestment or other purposes’ 107,020 162742 104070 139048
T otal genersi investments 2,666,639 4024008 2,404,636 3,369,584
Separately invested 149,656 166,034 119,411 136,120
Lafe moome funds 110,342 151,762 92,306 124,368
Receivables/puyables arising from securities
Transactions —28352] 28521 6,710 6,710
Total investments §2,955,158 $4370328 52,622,463 $3,636,782

' This table excludes students’ notes receivable, amounts due from educational plant funds, cash, receivabies and payables, and other
Linbilities
! At values determined by professional appraisers

The general investments at market value were $4,024 0 million, an increase of $654.4 million or 19.4 percent from
last vear This increase compares with an increase of $639 4 million in the previo s year. General investments at market value
have now increased approximately $2 billion over the last five years This inciease in the general investments resulted
substantially from gifts and market appreciation. There was & net reduction in borrowings of $16.9 miliion, as further detailed
i1 Scheduie D

The balance between fixed income and equity investments changed shightly during the year. Equity investments, at
market value, were 74 6 percent of the general investments at year-end, an increase from 72.5 percent at the prior year-end.
Realized gains in the general investments during the year included $270.4 million from equities and $7.4 million from fixed
income securities. The $558 3 million increase n market value of equitses in the general investments resulted primarily from
market action The $76 4 million increase in market value of fixed income securities and cash equivalents resulied prnimanily
from & net investment of cash

The decrease of $4 0 million in the book value of real estate held for possible future academic use was due primarily
10 o reclassification of the book value of real estate held for investment or other purposes. The increase in book value of $3.0
million in real estate held for investment or other purposes was primanily due to the noted reclassification and modest capital
improvements less depreciation  The market value of real estate held for investment or other purposes increased $23.7 million,
or 17 percent, and resulted from the noted reclassification and increases in the appraised value of these propertics, reflecting
full occupancy and lease tumover at higher market rates The ncome from real estate held for investment or other purposes
increased by $2 0 million 10 $11 7 milhon, or 206 percent from the previous year, due primarily 1o lease tuovers at higher
marke! rates and new lease revenue from the further development of University Park at MIT

The Investment and Executive Commitiees of the Corporation have continued the practice whereby spending by funds
in the general investments may come from both investment income and realized market gains, and in the separately invested
funds only from mvestment income  This distribution for spending policy 1s consistent with the investment policy for the
general investments which focuses on total investment retum, a combination of both capital appreciation and investment
income from interest, dividends, and rents.  In 1998, the amount distributed for spending from the general investment
endowment funds totaled $108 5 million, an increase of 7.3 percent from the $101.1 million distributed in 1997. The 1998
amount distributed for spending from the general investment endowment funds included $44 7 million from realized gains, or
412 percent of the total distribuied 1o those funds. In 1997, the comparable amount distributed 10 general investment
endowment funds included $44 6 million from investment gains, or 44 1 percent of the total distributed 10 those funds. The




1998 amount available for total endowment spending (Pool A and Separately Invested Endowment Funds) was $110.4 million,
8 6.9 percent increase over the $103.3 million made available in 1997. This is detailed in the schedule of Distribution of

Investment Income to Funds on page 12.

The investments held by the separately invested funds increased by $29.9 million to & market value of $166 .0 million.
This increase resulted from a combination of additions 1o perpetual trusts held outside MIT of $15.1 million, net additions 10
other funds, md market appreciation

The 1 westments held by the life income funds increased $27.4 million 1o & market value of $151.8 million. The
increase resulie! from $11 9 million of current year gifts, before actuarial adjustment, transfers to the general investments of
$1.3 million, s nd marke! appreciation

In vestment \ncome in the form of dividends, interest, and rents (afler administrative expenses) was $92 0 million as
shown i* the schedule of Distribution of Investment Income to Funds on page 12 This compares to $80.0 million of
investment income in the previous year and represented an increase of 15.0 percent. This messure of investment income does
not include any investment gains The amount distributed for spending 1o endowment funds included investment gains. The
investment income earned by the current invested funds was fully distnbuted

The reserve of investment income held for distribution, which is invested with the general investment funds, was not
availed of for distribution to endowment funds. This reserve had a book value of $25 8 million and & market value of $137.2
million on June 0, 1998

The Investment Committee held three regularly scheduled meetings during the fiscal vear, under the chairmanship of
Samuel W Bodman The Wellington Management Company continued as the primary investment manager and advisor for
publicly traded securities, both domestic and international. The Investment Committee continued the investment program of
domestic public-equity investments in smaller capitalization companies through four other mvest. 2t management firms. The
investment program in non-marketable and marketable altemative investments in both the domestic and international markets
was expanded Non-marketable alternatives include investments such as venture capital Marketable alternatives include
investments in event arbitrage and hedge funis The allemmative investments are typically managed by several independent
organizations through pooled investment funds

Plant

The book value of the educational plant assets was $572.3 million at Jure 30, 1998 up from $536.0 million at June 30,
1997 This change includes $88 3 million of net additions to educational plant offset by $52.0 million of net depreciation
charges

Major projects completec dunng the year included the reconstruction of the Dorrance Building and the Information
Systems Building on Massachusetts Avenue  The renovation of the first floor of the former Heinz Building for RO.T.C. , the
second and the third floor of Building 2 for the Chemistry Department, and the first floor of the Homberg Building for Student
Services were also completed. The construction of the Central Utility Chiller was also completed. Renovations of the Kresge
Auditorium, M1 T Chapel, and Baker House are all under way

Total indebtedness for educational plant at June 30, 1998 was $273 7 million of which $142 0 million 1s tax-exempt debt
financed through the Massachusetts Health and Educational Facilities Authority.  Such indebtedness decreased by $19.6
million duning the year

General

The strong growth in net assets during the past year and over longer time peniods has added greatly to the financial
strength of the Institute. Until recently, the rate of tuition increases has been greater than the overall rete of salary increases.
In addition, we have benefited over the past decade from large increases in both gifts and in research support from non-Federal
sources relative to the very modest growth from Federal sponsors. As a result, the proportion of the Institute’s campus
operating budget supported by Federal sponsored research has declined and was approximately 49 & percent last year  This is
expected 10 decline further in the new year. 1t is particularly adverse as the Institute can no longer include the tuition for
research and teaching assistants in the benefits rate apphed to all salanes, including those charged 10 sponsored research costs.

The greater dependence on private resources will continue and the economic factors that affect such support will have a
larger influence on our revenues  Investment income available for spending and new gifts are particularly influenced by longer
term trends in securities markets This increased dependence occurs at the same tme as the Institute faces large budget
increases 10 support new buildings and the costs of renovating and maintaining our exisung facilities. We also continue to
MMandnrynovahmqmtmedtmchmcnwmdcommwdhdcnlcﬁuuwmme
portion of Facilities and Administrative costs pard by research sponsors  Our ability 1o attract outstanding faculty, students and
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stafl is affected by competitive pressures caused by new initiatives and rising resources at other institutions combined with a
relatively tight employment market in many professions

An imense planning process over the past six months led by the President with senior officers and a subgroup of the
Executive Committee has looked closely at these issues This has enabled 8 much fuller understanding of both the challenges
and the resources available 1o meet our objectives. Favorable investment returns together with nising distributions for spending
and streng fundraising resulis are necessary for success

The outcome will depend on the continued wise leadership of our administration and faculty. The fuli support and |
involvement of the Corporation members will greatly help to achieve our goals |

Allan Bufferd, Deputy Treasurer and Director of Investments, continues to head our investment activities and provided the
narrative in the Investments section of this report. James Morgan, Controller, and Stefano Falconi, Director of Finance, with |
their staffs provided the support necessary for the preparation of this report. E. Jane Gniffin, the Executive Assistant in my |
office, has been of invaluable help to both me and my predecessor in its preparation over the past forty years. |

This 1s the twenty-third consecutive Treasurer's Report | have presented to the members of the Corporation at the Annual
Meeting | leave to my successors both the responsibility and the pleasure of reporting to you at future meetings. Thank you

for your strong support and thoughtful guidance

Respectfully submitted,

A Bttt

\
Glenn P Strehle |
Vice President for Finance and Treasurer |

September 4, 1998



MASSACHUSETTS INSTITUTE OF TECHNOLOGY ‘
DISTRIBUTION OF INVESTMENT INCOME TO FUNDS ‘
for the years ended June 30, 1998 and 1997 (i
(in thousands of dollars) ‘
(unaudited) 1
Genersi Invested |
1997 199% Investments Funds |
Investment income before distnibution |
balance beginning of year, et market ... $ 96,829 $ 114,367 $ 114,367 $ |
current year investment income ... 79977 (a) 91972 (») 86,698 5274
market approecietion ... P PR R S 17,762 22,809 22,809 -
Total before distribution ... . et o 194,568 229,148 223,874 5.274 |
}
Distrnibution
Income distribuied |
From current year's earnings ... B e N A (719,977) (91,972) {86,698) (5,274) |
From prior vear's eermings ... : : (224) ’ . ¥ |
From sccumulated realized gams on i
investments - regular distribution. .. : (44 582) (44,682) (44,682) - |
Total distribution to funds before
special distribution ... .. (124,783) (136,654) (131,380) (5,274)
Special distribution............... : . (20,000) (10,000) (10,000) -
*Total distribution 1o funds .. ... i (144,782) (146,654) (141,380) (5,274)
Less: reduction in accumulated gains on
investments . N i ; 4 64,582 54 682 54 682 -
Total distributed from investment income ... (80,201) (91,972) (86,698) (5,274)
Investment income held for distnibution to
funds, balance end of year ... o LY $ 114,367 $ 137,176 $ 137,176 $ -
EERSUD R EATOECIE R e SRS IESEIITENEAS TR AR
Palances include
Funds functioning as endowment .. $ 114,367 $137,17% $ 137,176 $
Current invested funds .. S . . . .
Total o oa it b i R $ 114,307 $ 137,176 $ 137,176 $ -
P ————— e SIS TR LI ESERS IR
*Total distnibution to funds
Endowment funds
Used for operations .......... . $ 72746 $ 75950 $§ 75307 $ 603
Used for scholarships nnd felk)wshlps ; 17,34 17,623 17,500 123
1ised for other charges ............... " : 693 821 821 -
Added to principal.......... 2,633 5.982 5,543 439
Added 1o unexpendod buhnm of endomnl
R i Rt Bt A S\ 1 11,009 2,595 2,351 244
Transferred 1o other fundu S Ny (1,09%5) 7,449 £,909 540
103,327 110,420 108,471 1,949
Other funds
Life income funds . RS AN 3 3 3 » |
Building funds .. i s 2,981 4228 3,95 27
(Xhucmnd.bh fuudt R T b N ¥ 38,472 32,003 28 956 3,047
4,456 36,234 32,909 3,325
Total distribution 10 funds ... ks $ 144,783 $ 146,654 $ 141,380 $ 52u
RIS TR SEEIRI ST e e R

(a) Includes agency funds which are not reported on Scheduie B.
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Figure 1
Compound Growth Rates of Selected MIT Data
Versus the Consumer Price index (CPI)
19886 - 1998

Percent

(3]
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Figure 2
Income From Investments Distributed to Funds
(Consumer Price Index 1989=100)
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Figure 3
Instruction end Unsponsored Research
(Consumer Price Index 1989=100)
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Figure 4
Endowment and Other Investments at Market
(Consumer Price Index 1989=100)

Doliars (in mithons )
4,750

4,000

3,250

2,500

1,750

1,000
1989 1990 199 1992 1993 1994 1995 1996

Fiscal Year

urrent Dollars

1997 *

Constant Dollars

1987 1998




FINANCIAL STATEMENTS AND ADDITIONAL INFORMATION

FINANCIAL STATEMENTS
The financial statements summarize the finances of th* Institute duning the fiscal years 1997-98.

Schedule A
The Statements of Financial Position (Balance Sheets) at June 30, 1998 and 1997 summarizes the assets,

liabilities, and net assets

Sched: ‘e B
The Statements of Activities for the years ended June 30, 1998 and 1997 shows the changes in unrestricted,
temporarily restricted, and permanently restnicted net assets during the year

Schedule C
The Statements of Operations 'md Other Changes in Unrestricted Net Assets for the years ended June 30, 1998
and 1997, displays the unrestriaied revenues anc funds used to meet operating expenses and other charges

10 operations

Schedule D
The Statements of Cash Flows for the years ended June 30, 1998 and 1997 explains the change in the cash

balances of the Institute from the end of fiscal , 2ar 1997 to the end of fiscal year 1998.

Notes to Financial Statements

Report of Independent Accouniants

Glossary

19

20

21

23-30
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MASSACHUSETTS INSTITUTE OF TECHNOLOGY
STATEMENTS OF FINANCIAL POSITION
at Juae 30, 1998 and 1997
(in thousands of dollars)

ASSETS

Accounts receivable, net ...

Pledges receivable, net ... :

Contracts in progress, pnnclp.ny U S
Government ..

Deferred charges, inventones lnd othe: assets ..

Students' notes receivable, net .

Investments, at fair value 3

Land, buildings, and equipment, at cost, net of
accumulated depreciation \
Total assets ...

LIABILITIES AND NET ASSETS

Liabihities
Accounts payable, accruals and
other habilities
Withholdings, deposits and olher cmdm

Advance payments, pnmarily US Government,

industrials and foundations
Borrowings - boads and notes payable ...
Government advances for student loans ..
Total habilities

Net Assets (Note 1)
Unrestricted ... et
Temporarily restncted ...
Permanently restncted ...
Total net assets ;
Total Iubllmamdnelnaeu :

The accompanying notes ¢ e an integral part of the financial statements.

Schedule A

$ 57398
118,963
112,841

29,494
39,886
66,247
4,370,325

572,290
§ 5,367,444

$ 228433
51,193

86,038
297,170
28,577

691411

2,004,514
1,831,84]
839,678

4,676,03.

§ 5367444

P

1997

s 25942
127,285
89,989

29,787
47,999
63,644
3,636,782

535,980
$ 4,557,408

e

$ 204,663
50,757

66,017
314,027
27,708
663,172

P

1,748,142
1,363,480

782,614
3,894,236

S 4esvl4os
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MASSACHUSETTS INSTITUTE OF TECHNOLOGY
STATEMENTS OF ACTIVITIES
for the years ended June 30, 1998 snd 1997

(in thousands of dollars)

CHANGES IN UNRESTRICTED NET ASSETS:
Reve, ues and otner additions

Turtion and other income, net of discount of
$50,109 in 1998 and $62,665 in 1997..

Research revenues..

Giile and bqlm

Net gains on INVESIMENts ...

Fers, services, and miscellancous veompu

Auxiliary sctivities ..

Net change in life income fundl RS R

Net assei reclassifications ..
Total revenues and other .ddmom
Expenses and other deductions:

Operating expenses ... .
Increase in unrestneted net assets

CHANGES IN TEMPORARILY RESTRICTED
NET ASSETS:
Gifts and bequests
Pledges .. i
Investment INCOME ..o
Fees, services, and mmellnl\eout receipts
Net gains on investments ...
Net change in life income funds .
Nei asset reclassifications ... _
Increase in temporanly restricied net assets

CHANGES IN PERMANENTLY RESTRICTED

NET ASSETS:

Gifts and bequests .

Net plmnnmvutmenu ......

Fees, services, and mucclhnoom reeenpu

Net change in life income funds .

Net asset nchluﬁulmu
Increase n pm\-nmt}y restncted nct um
Increase in net assets kit

Schedule B

Net assets ot the beginning of the YEar ..o

The accompanying notes are an integral part of the financial statements

1998 1997

$ 170340 $ 160267
748,929 740,472
56,892 69,925
86,513 74 853
268,186 254 825
90,461 85,228

4] 872 42,833
524 (1,456)
16,155 1327
1,479,872 1,440,1 74
1,223,500 1,1 79 848
256,372 260,326
32,453 4,127

4] 292 4917
1,853 538

692 151
407,126 286 487
191 (4262)
(15,246) (13,564)
468 361 278,994
22,400 27255
5,501 22,007
20,238 5,231

- 22,835

6,576 6,532
3258 2616
(909) 337
57,064 86&13
781,797 626,133
3,894 236 3268:103

§ 4,676,033 $ 3,894236




MASSACHUSETTS INSTITUTE OF TECHNOLOGY
STATEMENTS OF OPERATIONS AND OTHER CHANGES

IN UNRESTRICTED NET ASSETS
for the years ended June 36, 1998 and 1997
(im thousands of dollars)
Schedule C
1998 1997

RESULTS OF OPERATIONS:
OPERATING REVENUES:
Tuition and other income, net of discount uf

$60,109 in 1998 and $62,665 in 1997 RV RE . $ 170,340 $ 160,267
Rescarch revenues

Campus ... e s : kil 384,146 387,880

Lincoln Laborstony ... RS RS Ce 364,783 352,592
Gifts and bequests used in OPETBIIONS. ... ... 7,994 7,700
Fees, services, and misc. receipts. ... 90,461 85,228
Auxiliary enterprises. B ey 41,872 42,833
Net asset reclassification. i s s S AR P 2,7% 2,155
Net funding Of CUTent OPErBIIONS. ..o 156,948 136,327
L SRR FC TSGR APT IR L e aTRLARAS 1,219,340 1,174,982
OPERATING EXPENSES:
Instruction and unsponsored research ... P e 285,005 255,000
SPONSONOD FORBBITR .............evmummsssmsnisssss sresissnissinssassssssossss 624,439 620,871
Cienersl and administrative it PR R 261,712 253,115
Auxiliary enterprises .. SRR e ; 44,430 42,833
Operation of alumni association ... ’ AT S 7,914 7,429
s : e e gy 1,223,500 1,179,848
Results of operations..... ... e R S saids 4 (4,160) (4,866)
NON-OPERATING ACTIVITIES:
Net gains on investments ... AT LT M LSt 268,186 254,825
Gifts and bequests received added 10 fund balances ... 48 898 62,225
INVeStMENt MCOME. .............oimiriiins o Riitibirens 86,513 74,853
Net change in life income funds ... S 524 (1,456)
Net assot rochassifications. ... : 13,359 11,02
Trensfer 1o fund current Operstions. ... Sli&,m! sl.\‘=327!
Total NON-OPEratng BCHVINIES ... ... s 260,532 265,192
Net change in unrestnictod not BS8els............o § 256,372 § 260,326

The accompanying notes are an iniegral part of the financial statements.

21



MASSACHUSETTS INSTITUTE OF TECHNOLOGY
STATEMENTS OF CASH FLOWS
for the yesrs ended June 30, 1998 and 1997

(in thousands of dollars)

CASH FLOW FROM OPERATING ACTIVITIES:

Increase wn net assels. ..o
Ad;umvmwmhcw n net assets
10 net cash pvowdod by operating activitics
Student loan e-ulh!m 4l
Gifts of equipment and securities ..
Net gains on life income funds.. ..
Change in operating assets and Labilies
Pledges receivable :
Accounts receivable
Contracis in progress
Deferred charges, inventories, -nd other nssels
Accounts payable, accruals, and other hiablilites
Withholdings, deposits, and other credits
Advances and uncxpended grants
Reclassify mvestment income ...
Reclassify contributions restricted for long -term
investment
Net cash rweavcd from operating activiies

CASH FLOW FROM INVESTING ACTIVITIES:
Purchase of land, buildmgs, and equipment
Purchase of investments
Proceeds from sale of nvestments
Student notes 1ssued
Collections from student notes
Net cash used n investing activities

CASH FLOW FROM FINANCING ACTIVITIES:

Proceeds from contributions restncted for
Investment in endowment .
Investment in plant .
investment in other .

Total proceeds from contributions ..
Increase i mvestment mcome for restnicied
Proceeds from honowm bonds ul!

notes payable
Repayment of bmowm.t hnndt md
noles payable .
Increase m Oovemuli .dvm l'or mdml hmn
Net cash received from financing activities ... ‘

Net increase in cash
Cnhmthehgmofﬂnyut -
Cash at the end of the vear ...

The accompanying notes are an integral par of the financial siatements

Schedule D

1998
$ MW

(695,550)
51,983
287

(7,541)

(17,893)

(22.852)
8,322
293
8,113
23,770
436
20,021

(3,258)

(54,853
93,075

(80,752)
(3,394,.238)
3,374,138
(12,05%)
9,165

(103,742)

19,950
29,440

5,454
54 853

3,258
96,205
(113,062)

869
42,123

31,456
25,942
§ 57,398

1997

$ 626,133

(546,543)
46,627
mn

(10,788)

(18,026)

(959)
(10,481)
20,673
8,935
11,771
7,052
(3,293)
(6,805)

(31,981)
92,692

(80,376)
(2414,155)
2,259,047
(12.073)

7,423

T (240134

23,264
2,305
6412

31,981

6,805

133,563




NOTES TO FINANCIAL STATEMENTS

A. ACCOUNTING POLICIES
BASIS OF PRESENTATION
Mmunmﬁmmmm”bemmpudmmwmmmmywmm
(GAAP).

Ne!mcu,rcvmua,cxfvuu,pins,mdlouumchsdfwdirxwmmmqaiuhaledwﬁnm«»ﬁ:uuf
donor-imposed restnicti. . The categones are permanently restricted, temporarily restricted, and unrestricicd net assets.
Unconditional promises 1o give (pledges) are recorded as receivables and revenues within the appropriate net asset
Lategory See Note | for further information on the composition of the net assets in these three categories.

PmnmanlyrennctadwMwmym.pw.m:mmmmm.hmuuwm“
required by domors to be permanently retained. Pledges, trusts and remainder interests are reported at their estimated fair
market values. See note on gifls and pledges on page 24.

Temporarily restricied net assets include gifts, pledges, trusts and ;eme. ader interests, income and gains which can be
expended but for which restrictions have not yet been met. Such restrictivns include purpose restrictions where donors
hnvemecnﬁedmepmpoufaw’uchﬂnnﬁnmummbeml.aume'emmmimpoaedbydmmailqﬂidby
the nature of the gift (capital projects, pledges to be paid in the future, liie income funds) or by interpretations of law
(gans available for appropriation but not appropnated n the current peniod)

Unrestricted net assets are all the remaining net assets of the Institute.

Donor-restricted gifts which are received and either spent or deemed spent within the same year are reported s
unrestncied revenue  Gifts of long-lived assets are reported as unrestricted revenue  Gufts specified for the acquisition o
construction of long-lived assets are reported as unrestricied net assets when the assets are placed in service.

departmental funds and related accumulated gains in accordance with the principles of “fund accounting.” Gifts are
recorded in fund sccounts and investment income is distributed to funds annually. Income distributed to funds may be &
combination of capital apprecistion and yield pursuant 1o the Institute’s total retum investment policy. Each year, the
Investment and Executive Committees of the Corporation approve the rates of distribution of investment income to the
funds from the Institute’s investment pools See Note B for further information on income distributed to funds.

. The Institule adminisiers its various funds, including endowments, funds functioning as endowment, school or

The Institute operates in accordance with a budget plan approved and monitored by the Executive Committee In addition
1o tuition and rescarch revenues received 1o meet operating expenses, the budget contemplates the appropriation of
approved amounts from availeble funds of the schools, departments and general Institute funds. Any shortfall is met by
identification of additional available funds, including unrestricted current year gifts

In order 1o display the results of operations as described above, a Statement of Operations and Other Changes in
Unrestricted Net Assets is presented Operations include tuition, research, and auxihiary revenues and approved funds

availed of to meet opereting expenses

The gifts, investment income, and miscellaneous receipts for scholarships and fellowships 15 less than the total amount of
expenditures for this student support. This difference is funded by the Institute’s operating budget. Scholarships and
fellowships are accounted for as a reduction of gross tuition

The Institute is 8 non-profit organization which is tax exempt under Section 501(c)3) of the Internal Revenue Code.

CASH

Current banking arrangements do not require outstanding checks to be funded until actually presented for payment.
Outstanding checks in the amount of $25.2 million and $36.2 million in 1998 and 1997, respectively, are, therefore,
recorded in accounts payable until such ime as the banks present them for payment

SPONSORED RESEARCH

Revenue associated with contracts and grancs is recognized as related costs are incurred. The capital costs of buildings
. u\dequipnmlmdqreciuwdovamhfecyckmdﬂwspmmudrewchmoverynllum[adepechﬁmh

wreated as unrestnicied income  The Institute has recorded reimbursement of mdirect costs relating to sponsored research

at predetermined fixed billing rates. The booked income generated by the predetermined rates is adjusied at the close of

each fiscs' year 1o reflect any vanance between the predetermined rates and rates based on actual cost. The actual cost

rate is sudited by the Defense Contract Audit Agency (DCAA) and & final fixed rate ngreement is signed by the

23
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Government and the Institute MVmwmwwmwﬁMrmmwfwmummmm.
carryforward (over or under recovery) mcmyfawwdwillb:hwluddmunakuMMofmnMﬁxdbillm
rates in future years Anycdjuuumnmﬂ\emeuchnpdl(aediwd)wmeMum.

LAND, BUILDINGS, AND EQUIPMENT
Land, b\uldm.l.mdequipmanmdwnllcm«fmvdmuofuwdnudngiﬂ.mdmmmdmm‘

Whmmadd.wﬂsnmwmmowommdmfmmmmmucumnmia\mmmuﬂnd\
projects are completed Depreciation 1s computed on a straight-line basis over the esumated useful lives of 25 to 50 years
for buildings and 3 to 25 years for equipment. Fully depreciated buildings and equipment are removed from the financial
statemens These amounts totaled $26.5 million and $36.3 million during 1998 and 1997, respectively. In addition,
depreciation relating 10 vanous service facilities and equipment are charged directly to the appropriate operating unit
expenses Land, buildings and equipment are as follows at June 30

1998 1997
(in thousands of
dollars)
Land $ 30,967 § 30,967
Educational buildings 454 066 387,773
Dormitonies 80,381 80,839
Medical, athletic, and recreational buildings 70,832 70,832
Other 22,770 22,688
Equipment 2593581 231393
Total 918,567 850,492
Less accumulated depreciation (365,050) (339,566)
Construction in progress _18.773 25,054
Land, buildings, and equipment $512,290  $535,980
Depreciation expense, presented net, compnses
1998 1997
(in thousands of
dallara)
Total depreciation expense $ 51983 346,627
Less: Depreciation charged directly
10 operating units (9,992) (9,336)
Capitalized equipment charged
directly to operating units (14,055) (14.807)
Net deprecistion $27936 $22,484
GIFTS AND PLEDGES

Gifts, including unconditional promises to give, are recognized when received. Gifts of securities are recorded at their fair
market value at the date of contribution  Gifts of equipment during 1998 and 1997 totaling $7.5 million and $10.8 million
respectively, from manufacturers and other donors were put into use and recorded by the Institute during the respective
fiscal vears. Pledges in the amount of $112 8 million and $90.0 million are recorded as receivables with the revenue
assigned 10 the appropnate category of restriction for 1998 and 1997 respectively Pledges consist of unconditional written
or oral promises 1o contribute 1o the Institute in the future. Pledges are recorded afler discounting to the present value of
the future cash flows

Pledges receivable at June 30, 1998 are expected to be realized in the following time frame

(in thousands of dollars)
In one vear or less $ 45254
Between one year and five years 33,075
More than five years 40,512
Less allowance for unfulfilled pledges __(6.000)
Pledges receivable, net of discount $112,841

A review of pledges has been made with regard to individual collectibility.  As a result, some pledges have either been
canceled or are no longer recorded n the stalements. There were no conditional promises received. In addition, the pledge
receivable is discounted in the amount of $11.0 million which is determined using a discount rate based on the seasoned

U S. Treasury rate.




The Institute records items of collections as a _ . al nominal value. They are received for educational purposes and
‘ generally displayed throughout the institute. Mmmmmddfafmmammhuy
manner.

USE OF ESTIMATES
ThepepuctmoffmillWmmmwwimmdlywdmmmmmmm
wmmmwmm-ﬁmﬂnnpu\admm«ohmudlhhihﬁauﬂdisdmedw
uneu-ndIinbililieut!hednuofmefummdmwnmumdlherepuudumo\nnsofrtmmmdmmﬂw
reporting period. Actual results could differ from those estimates.

RECLASSIFICATIONS
Certain June 30, 1997 balances previously reported have been reclassified to conform with June 30, 1998 presentation.

B. INVESTMENTS

Total market value of investments approximated 34 4 billion and $3.6 billion &t June 30, 1998 and 1997, respectively. The
mutclnlmdmmummmllymmunqummamamﬁmm
by external investment managers. Such amounts also include market values of certain ree! estate, which was determined
by professional appraisers, and cash equivalents invested in money market funds, commercial paper, banker acceptances
and negotiable certificates of deposit, maturing within 30 days.

Investments
(in thousands of dollars)
June 30, 1998 June 30, 1997
Book Market Book Market
General Investments
Cash equivalents $ 104600 $ 104600 S 72,177 § 72,328
Fixed income 699,613 715,966 667,288 671,791
Equities 1,716,914 3,002,215 1,518,016 2,443 875
& o
Held for present or future academic use 38,492 38,485 42 485 42,542
Held for investment or other purposes 107,020 162742 __ 4070 _139.048
Total general investments 2,666,639 4,024,008 2, 4,036 3,369,584
Separately invested 149,656 166,034 119,411 136,120
Life income funds 110,342 151,762 92,306 124,368
Receivables/payables ansing from securities
transactions —tiid il i AT
Total investments $2,955,158 $4,370,325 $2.622,463 $3,636,782

The Institute pools a substantial portion of its investments into two major investment pools, Pool A principally for
endowment and funds functioning as endowment and Pool C, principally for mvestment of current funds of the schools and
departments and Institute temporary funds Shares in Pool A, like & mutual fund, are purchased and redeemed at the fair
value of the share units as determined cach month end  The total market value of Pool A approximated $3.7 billion and
$2.9 billion at June 30, 1998 and 1997 respectively. The unit market valves at June 30, 1998 and 1997 respectively were
$576 2822 and $480.4594 On a unit basis, the ownership assigned to each net asset classification at June 30, 1998 and

1997 was as follows
1998 1997
Unrestricted 2,047,097 2,014970
Temporanly restricied - -
Permanently restnicted 414249 4092495
Totsr units 6,189,593 6,107,465

Fund balances in Pool C are at the dollar amount “deposited” and earn income at rat¢s as determined by the Executive
Committee, with reference to shori-term money market rales
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for the vear ended June 30
(in thousands of dollars)
1998 Temporarily  Permanently
Unrestricted Restnicted Restnicted Total
Realized Gamns $132,337 $149,212 $19,478 $301,027
Increase in Net
Unrealized Gains 135,849 257914 760 394323
Total 5268,186 $407,126 $20,238 $695,589
1997 Temporarily ~ Permanently
Unrestricted Restncted Restricted Total
Realized Gains $137,i79 $140,480 $2,487 $280,146
Increase in Net
Unrealized Gams 117,646 146,007 2744 ___266397
Totsl §254,825 $286,487 $5,231 §546,543

The Investment and Executive Committees of the Corporation have approved the practice whereby spending by funds in
the General Investments may come from both investment income and realized market gains. The policy of focusing on
total investment return, a combination of both capital appreciation and investment income from interest, dividends and
rents, is consistent with this spending policy. Although & portion of accumulated realized gains and losses are reported s
part of the Institute’s unrestricted resources, their use is availed of in & manner consistent with the Institute’s spending
policy and long term goal of preservation of the endowment. The distribution rate on Pool A is declared by the Investment
and Executive Commitiees each year for the upcoming new fiscal year. Pertinent information 1s as follows:

1998 1997
Pool A - Distribution per unit $1755 $1670
Pool C - Declared rate before other distributions 40% 4.0%

The total distribution to funds was $146.7 million in 1998 and $144.8 million in 1997 and included accumulated
investment gains of $44 7 million and $44.6 million, respectively. Investment income is reporied net of related expenses
of $8.2 million and $5.7 million in 1998 and 1997, respectively.

The Institute has recorded perpetual trusts held by outside trustees of $53.2 million for 1998 and $38.2 million for 1997,
The perpetusl trusts are included i investments reported above.

Realized gains and losses are recorded by the Institute using the average cost basis. Investment transactions are recorded
on trade date. Netplmumﬂommclusiﬁeduweanc\odwMsmkuu\cymrmedtvyﬁnmwthe
law thpimmpenmnmtlyremewdgimmchuiﬁednmwmly restricted until appropriated for spending by
the Institute in accordance with the Massachusetts Management of Institutional Funds Act and guidance from the
Massachusetts Attorney General.

C. DERIVATIVE INSTRUMENTS
As of June 30, 1998 the Institute held covered call options of $.3 million that had a market value of $.9 million. Covered
ullopumlm-oldupmofmelnnimc‘nnmwtmmyloobumhm:umonm.

P’mﬁmwmwkmmcwillmintovuﬂomfawdmawyexchmpccammnoklyapmhloﬁud
exchange note movements affecting the U S. dollar value of portfolio holdings of bonds denominated in foreign currencies.
These coniracts obligate the Institute 1o deliver currencies at specified future dates in return for U.S. dollars at fixed
exchange rates mlnuitmcdidwhovemyfawndmawycuhmnmmunwunlm30,1998.




D. STUDENT LOAN FUNDS

Perkins National Direct Student Loan Funds of 328 6 million and $27.7 million at June 30, 1998 and 1997, respectively,
are ultimately refundable to the United States Governiment, and are classified as lisbilities. The allowance for doubtful
notes receivable was $.9 million and $1.1 million in 1998 and 1997, respectively. Due 1o the nature and terms of the
student loans which are subject  significani sestnctions, it 1s not practicable to determine the fair value of such loans.

E. BORROWINGS-BONDS AND NOTES PAYABLE
Bonds and Notes Payable consist of the following at June 30, 1998 &nd 1997

(in thousands of dollars)
1998 1997
EDUCATIONAL PLANT
Massachusetts Health and Educational Facilities Authority
(MHEFA)
Series A, lease purchase obligations (Note F) $ 1,600° $ 2,000°
Series B, 5%, due 1998-2003 3.12500 3,650%*
Senies C, 56 2%, due 1998-2000 2,850%** 3.1500%0
Senies E, 8%, due 1948-2000 756 1,134
Series G, vanable, due 2021 . 25,000
Series H, 3.25 - 5%, due 1998-2023 73,732 76,232
Series 1, 4 83-4.97%, due 2028 29949 2
Total MHEFA 142,012e¢ 111,136+
Medium Tenmn Notes Series A, 7.125% due 2026 39,164 49,670
Medium Term Notes Series A, 7.25% due 2096 72,006 74,692
Notes payable to bank, vanable percent, due 1999 13,256 47,250
Notes payable Student Loan Marketing Assaciation
(SLMA), variable percent, due 1998-2000 1288 10612
Total Educationsl Plant 273,726 293,360
STUDENT LOANS
Notes payable SLMA, varisble percent, due 1997 - 20,000
Notes payable to bank, vanable percent, due 1998 23,000 -
Total Student Loans 23,000 20,000
OTHER
Massachusetts Health and Educational Facilibies
Authority Series E, 8%, due 1998-2000 444 667
Total Bonds and Notes Payable §297,170 $314,027

‘ m|mnwmmmwmmmdﬂmwlmnmwmmwum4

o Alhnlo,I”lﬂwlmnmthdpwm-wuhnmwmdiw.ﬁ million, annual unresincied operating revenue
of $8.1 million, and certain dh.qumwamﬂywiﬁhmdhwmmm‘

***Certain land and buildings are pledged as collateral for MHEFA Series B and C bonds.

The aggregate amount of long-term debt psymeuts and sinking fund requirements for each of the uext five years is.

(in thousands of dollars)
1999 $43 563
2000 8,388
2001 6,718
2002 5,285
2003 5,110

Cash paid for interest on long-term debt in 1998 and 1997 was $13.2 million and $14 6 million respectively. Variable
L =rest rates were as follows at June 30, 1998

Noles payable to bank (Educational Plant) 5.84%
Notes payable to SLMA $.94%
Notes payable 1o bank (Student Loan) 5 84%

MIT maintained unused line of credit totaling $58 0 million at June 30, 1998 and 1997
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available for similarly rated debt of the same rzmaining matuntics.

F. COMMITMENTS AND CONTINGENCIES
l‘mMmrmmMmamemnﬁmmemfammw
Governzuent grants and contracts. MMMWWMMdMMMNW
negotiated with the Office of Naval Research (ONR), the Institute’s cognizant Federal agency. The Institute’s indirect cost
mmbm:emamhnveheenhuadmﬁudmamlhanyfmdofmdaammu

ThcDCAAilrewuibkfamdith‘bothdirectmdmewmuuﬂmmmwd(ﬂwl
negotiating responsibility. The Institute has final audited rates through the 1997 fiscal year. The Institute’s 1998 research
revenues of $748 9 million include reimbursement of indirect costs of $132.1 million which includes the adjustment of the
vmmhmdnuﬂuﬂmlimmﬂfmﬂwwdﬂmﬂmﬂ”mdrﬁuhnﬂmm 1998 costs.

2 Thelnnituuinwbjecnoemnnothalqalwwwdwmchimwhwhmnmuwmnulmofopum In
the opinion of menagement, the ultimate outcome of these actions will not have & materia. effect on the Institute’s
financial position

1 The institute is committed under real estate leases Rent expense was $19.1 million and $17 .8 million in 1998 and
1997, respectively. Certain leases expiring in 1998 are subject 1o renewal or may be renewed. Future minimum payments
under operating leases are as follows:

(in thousands of dollars)
1999 $19,832
2000 20,140
2001 20,464
2002 20,804
2003 21,161

4 The Institute is committed to invest approximately $530.8 million in private equity and other alternative investments
over the next five years

$ The Institute is committed for Educational Plant in the amount of $32.0 million at June 30, 1998. It is expected that the
resources 1o satisfy these commitments will be provided from unexpended plant funds, anticipated gifs, and unrestricted
funds.

G. RETIREMENT BENEFITS

The Institute offers retirement and post retirement benefits 10 its employees. The Massachusetts Institute of Technology
Petirement Plan (the “Retirement Plan”) has two components: a defined benefit plan and » defined contribution plan. The
Retirement Plan covers substantially all employees of the Institute. The Institute contributes 1o the defined benefit plan
amounts which are actuanially determined to provide the Retirement Plan with sufficient assets to meet future benefit
requirements :

In addition to providing pension benefits, the Institute provides certain health care and life insurance benefits for retired
employees Substantially all of the Institute’s employees may become eligible for those benefits if they reach a qualifying
retirement age while working for the Institute. Retiree health plans are paid fc- in part by employee contributions, which
are adjusted annually Benefiis are provided through vanous insurance companies whose charges are based either on the
benefits paid during the year or annual premiums. Health benefits are provided to retirees, their covered dependents, and
beneficiaries. Substantially all retiree life insurance plans are non-contributory and cover the retiree only. The Institute
amortizes the past service amount relating to the accumulated postretirement benefit obligation for retiree costs and
transition over the allowabie 20-vear period.  The Institute maintains a trust to which it has contributed the postretirement
health care and life insurance costs on the accrual basis
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. assumptions.
(In thousands f dollars)
Pension Benefits Otter Benefits
1998 997 1998 1997

Chsnge in Benefit Obligation
Benefit obligation et beginning of year $1,134913 § 962,65] $158,845 $149,670
Service cosl 29,589 24,075 2,978 2,819
Interest cost 89,418 77,737 12,133 11,394
Retiree contributions - - 1,157 1,209
Net benefit payment and transfers (68,118) 8,275 (13,972) (12,531)
Assumption changes and actuanal net gains 1359 I8 529 5284
Benefit obligation &t end of year $1,259,392  §1,134913 $169,434 $158,845
Chunge in plan sssets
Fair value of plan assets at beginning of year $1,378,906  $1,095828 $97,941 $79,254
Actual return on plan assets 307,181 272,403 20,182 17,358
Employer contributions . 2,400 12,189 12,651
Retiree contributions - - 1,157 1,209
Net benelit payments and transfers (68.118) ___8275 13972) (12531
Fair value of plan assets al end of year $1,617,969 $1,378,906 $117,497 $97,941
Funded status $358,577 $243,993 $(51,937) $(60,904)
Unrecognized net transition Liabihity/(asset) (36,748) (42,873) 71,633 76,409
Unrecognized pnor service costs 3,593 3,961 6,289 8,425

. Unsecognized net (gain) loss (326955 __(Q048S) ____(25.959) _ (23.904)
(Accrued Yprepaid benefit cost $ (1,533) $§ 2 B % ) 26
Component of net periodic benefit cost
Service cost $29,589 $24,075 32,978 $2.819
Interest cost 89,418 7,737 12,133 11,394
Expected return on plan assets {109,889) (93,151) (9,118) (7,439)
Amorazation of transition amount (6,125) (6,125) 4,776 4,776
Amortization of unrecognized net (gain) (1,604) (1,059) (716) (1,035)
Amort:zation of prior service cost 367 368 2136 2,136
Net benefit cost $ 1,75 $ 1,845 $12,189 $12,651
Weighted-sverage assumptions as of June 30
Discount rate 7.25% 7.75% 7.25% 7.75%
Expected retum on plan assets 9.25% 9.25% 9.25% 9.25%

Average compensation increase 6 .00% 6.00%

Formmanmlpurpoauub(ipemmlmnullrmofmcruueinpcrcapiucodofcovaedhuhhmhmeﬁum
ascumed for 1999 which declines 10 5.5 percent for 2000 and beyond for prior 10 age 65. The annual rate of increase for
age 65 and older wes assumed t 5.5 percent for 199 and beyond Assumed health care cost trend rates have a significant
dbclmthemmmlrepoﬂcdforhunhwcplm,Am-paunugcpmnlchaminﬂnammdh-lthmuﬂme

would have the following efTect

Effect of 1% change i assumed health care trend on 1% increase 1% decrease
Service cost plus interest cost $£1,315 $ (1,222)
Accumulated postretirement benefit obligation 16,276 (15,081)

moonmog\mddu'in.lm-ndl”?nlmdtoﬂndeﬁmdcm(ﬁbulimcanpmamdmmnum

$21.2 milhon and $19.6 million respectively



K. ACCOUNTS PAYABLE, ACCRUALS AND OTHER LIABILITIES
The Institute’s accounts payable, accruals and other liabilities consisted of the following at June 30

1998 1997
(in thousands of doliars)
Accounts payable and accruals $111,375  $103,610
Accrued vacations 27,922 25,948
Accounts payable U.S. Government 15,684 13,709
Life interest funds 73452 _ 613%
Totel $228,433  $204,663

The Institute is currently self-insured for Long Term Disability and unemployment compensation and provides reserves
{otaling $7 4 million and $6.4 million for 1998 and 1997, respectively, to cover claims.

L COMPONENTS OF NET ASSETS

The following table presents the three categories of net assets by purpose as of lune 30, 1998 (in thousands of dollars).
The amounts listed in the unrestricted column labeled Endowment Funds Principal are those gifis received over the vears
which the Institute designated as funds funciioning as endowment and invested with the endowment funds. The larger
components of temporanly restncied net assets are (1) pledges, which will be reclassified 10 unrestricted net assets when
cash is received and (2) accumulated net gains on investments of gifts which the donor reguired 10 be permanently
retained, such gains will be reclassified to unrestncied net assets when appropnaied for spending in accordance with the
Institute’s spending policy and the Massachusetts Management of Institutional Funds Act and guidance from the

Massachnsetts Attorney General

Fund Category Unrestricted Temporsrily Permanently Total Fund
Restricted Restricted
Endowment Fund Principle
General Purpose $ 392,523 8 324,777 $ 64847 § 782,147
Departments and Research 203,800 223,244 121,230 548,274
Labrary 4,199 5,884 1,795 11,878
Salanes and Wages 185,095 668,772 327,908 1,181,775
Graduate General 3,199 31,835 13,477 48,511
Graduate Departments 21,431 57,458 46,147 125,036
Undergraduate 77,076 286,828 128,086 491,990
Prizes 3,455 5,240 2,726 11,421
Pledges - 35,639 35,639
Miscellaneous 246,316 70,138 23,465 339,919
Investment income held for distribution 137,176 - s __A31%
Totsl Endowment Funds 1,274270 1,674,176 765,320 3,713,766
Other Invested Funds
Student Loan Funds 2,192 - 17,206 19,398
Building Funds 55,189 47,533 - 102,722
Designated Purposes
Departments and Research 148,087 - - 148 087
Other Purposes 38,367 . - 38,3¢7
Reserve Funds 33,174 - 33,174
Life Income Funds 5,207 34,539 38,564 78,310
Pledges - 58,614 18,588 77,202
Accumulated net gains 99,141 16,979 . 116,120
Totsl Other Invested 381,357 157,665 74,358 613,380
Funds available for current expenses 119477 - : 119477
Totel Funds 1,775,104 1,831,841 839,678 4,446,623
Funds expended for Educational Plant 229410 - . 229410

Total Net Assets at Market $2,004,514  §1,831.84]1 $839,678 $4,676,033
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Auditing Committee of Massachusetts Institute of Technology.

In our opinion, the accompanying statements of financial position and the related statements of activities, operations
mmdmamwmmtedndunu.mdcuhﬂmprwnfwly.mdlmmnrelpew.theﬁnmdd
pmmmol'Muuchu-emhmnncofTecmmogyltJune30.I998mdlW.md!hechm.ainilsM“smd'm
cash flows for the years then ended, in conformity with generally accepted accounting principles These financial
statements ere the responsibiiity of the Institute’s management, our responsibility is to express an opinion on these
financial statements based on our sudits. We conducted our audits of these statements in accordance with generaily
Mimnmwmchmqumdmweplmmdpafamﬂnwdittoobmnmbkmmmh
financial statements are free of material misstatement An sudit includes examining, on a test basis, evidence
Wmhmunﬂdﬂul«w&mﬂwtmﬂﬂmmﬂnmﬂmpﬁmﬁﬂamm
significant estimates made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for the opuuon expressed above.

Wm&*aﬁ

Boston, Massachusetts
September 1, 1998



GLOSSARY FOR FINANCIAL STATEMENTS

Agency Funds—Amounts held as custodian or fiscal agent for affilistes such as alumni and student organizations.
Appropristions Among Funds—authorized transfer of resources between fund groups
Auxiliary Activities—refers to the operations of Dining and Housing and MIT Press.

Book Value—-the cost of investment. Bamwchadnmummmnlwhn-bodvduofw
cost Theoodohenlmumvenmcnumcludubolhmeaimlwnudthcupmlmdwudmy improvements.
Thcbookv-lucofmﬂundolhareccipuumeumorfmnwkelulmlnhemofrmipl,

Borrowings—represent morigage bonds and notes payable 1o external agencies, institutions, and others.
Current Funds—expendable resources held for meeting current restricted or unrestricted expenses.

Endowment and Similar Funds—encompasses both endowment funds and funds functioning as endowment.
Endowment funds are gifls and bequests where the donor has stipulated, as a condition of the gift, that the principal
is 1o remain inviolate in perpetuity and is to be invested for the purpose of producing present and future ncome.
Funds functioning #s endowment are gifls, bequests, and other receipts that had no restrictions as 10 the
expenditure of principal, which the Institute designated as additions to endowment for the present. See Net Assets.

Educationsl Plant Funds—funds nvested and those available for investment in educational plant, as well as
applicable mortgage bonds and notes payable

Expendable Donor-Restricted Gifts—Donor restricted gifis which are received and either spent or deemed spent
with:. the same year

Fair Market Value—The amount at which an asset could be bought or sold in & current transaction between willing
parties, that is, other than in & forced or liquidation sale. If & quoted market price is available for a financial
instrument, the fair market value 10 be used is the product of the number of trading units of the instrument times the
market price per umt

Fund—an entity consisting of assets, habilities, and fund balance. The assets and income must be invested or spent
in accordance with the designated purpose of the fund

Fund Accounting by MIT—The accounting for each fund includes both the balance sheet and the statement of
income and expenses. The use of individual fumlaccmmunguumesu\edmmdwmmpmvideﬂue
financial resources that the stated purposes of the fund are being met. MIT has thousands of individual funds that
have been established, including many during the past year

General Investments—assets of funds that have been pooled for investment purposes. These pools are Pool A
(endowment and similar funds) and Pool C (current invested and operating funds)

Life Income Funds—gifts for investment with income payable to one or more beneficiaries during their lives. Upon
the termination of life interests, the principal becomes available for Institute purposes, which may be designated by
the donor.

Market Value—the fair market value on the statement date. Real estate held for investment is carried at appraised
value, and certain assets are carmed st book value or nominal vaiue when value cannot readily be determined.




u«mmummmmadlmwmmumm.wmasnwwmmm
mdmmthcmmdunrmmplmdmmegimbydmou. Permsnently Restricted Net Assets are
those gifts for which the original principal can never be spent. They compnse gifts to true endowment. outstanding
phd.umdmlwldmmmwhich,ﬁmp-idamw.ﬁllgotoﬂnmmd;iﬁswhichmnquiﬁ
tobeuudl'altudanhau.Tc.md!ylulMNﬂMmﬂmsiﬂsMwiliulﬁmldyhm
available for operations or capital expenditures. Mmummm«hwdmwuepbcwmﬂwy
are available for spending Mmlww.umdmlmmmnm,ﬁmfammmmm
Mumbmmphduﬂwuinlifzimfwuhﬁddnupmmﬁty.willhennihblefaupam.
Unrestricted Net Assets compnise all of the mmmmnnihbktoﬂnlnﬁtm.

Permanent Funds—funds designated by the donor as unexpendabie

Plant Funds—see Educational Plant Funds
Pledp—-cmnmormllqreenmltownlribuucnhaothaum&olheimmme. A pledge may be either
conditional or unconditional Conditional Pledge specifies  future and uncertain event whose occurrence, of failure
to occur, releases the promisor from its obligation. Unconditional Pledge is a promise 1o give that depends only on
u:p-un.eoflitncoradcnuldhymepmrmufmpa‘fm.

Restricted—resources, the use of which has been designated by & donor.

Sepurstely Invested Funds—funds held by or for the Institute and maintained in separate portfolios for investment
purposes

student Losn Funds—resources loaned to students or available for such loans.

Unrestricted—resources that are available for the general purposes of the Institute, and are not restricted by donors
as 10 use
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