
Minutes* 
 

Senate Committee on Finance and Planning  
Tuesday, October 9, 2012 

2:00 – 4:00 
238A Morrill Hall 

 
 
Present:  Will Durfee (chair), Gary Cohen, Dan Feeney, Catherine Fitch, Susan Hupp, Kara 

Kersteter, Russell Luepker, Fred Morrison, Paul Olin, Gwen Rudney, Terry Roe, Michael 
Rollefson, Ann Sather, Arturo Schultz, Kyle Smyth 

 
Absent:  Lincoln Kallsen, Ruth Lane, Jill Merriam, Richard Pfutzenreuter, S. Charles Schulz, 

Thomas Stinson, Michael Volna, Pamela Wheelock, Aks Zaheer 
 
Guests:  Associate Vice President Stuart Mason (Office of Investments and Banking); Vice 

President Aaron Friedman, Dr. Bobbi Daniels (Chief Executive Officer, University of 
Minnesota Physicians) 

 
[In these minutes: (1) Office of Investments and Banking annual report; (2) ambulatory care clinic; (3) 
Integrated Framework with Fairview] 
 
 
1. Office of Investments and Banking (OIB) Management Annual Report 
 
 Professor Durfee convened the meeting at 2:30 and welcomed Associate Vice President Mason to 
the meeting to present the annual report from the Office of Investments and Banking (OIB). 
 
 Mr. Mason distributed copies of the June 30, 2012, fiscal year-end annual investment report and 
presented highlights of the report to the Committee.  The contents of the report are specified by the Board 
of Regents (Board) investment policies.  He provided an overview of all of the funds as of 6/30/2012 that 
are managed by OIB including the Consolidated Endowment Fund (CEF), the Temporary Investment 
Pool (TIP), the Group Income Pool (GIP), and RUMINCO (the University's self-funded insurance).  The 
CEF, $977.6 million, is invested entirely with managers outside the University; the TIP, $972.2 million, is 
the University's working capital account, essentially the checkbook which funds payroll and other 
expenses. It is invested directly by OIB personnel.  The GIP is long-term reserves, $44.7 million, a mix of 
fixed income and equity investments, and RUMINCO assets totaled $32.6 million. 
 
 Mr. Mason also provided data for the University of Minnesota Foundation, with assets of 
$1,337.7 million on June 30, 2012 (up 1.7%), and the Minnesota Medical Foundation, with assets of 
$222.4 million (down 4.1%).  The basic Faculty Retirement Plan assets totaled $3,107.8 million.  He 
noted that OIB does not manage the two foundations but does serve as a consultant on the retirement 
plans. 
 
 The year ending June 30, 2012 was the last year of an asset-allocation policy that had been in 
place for five years.  After considerable work and advice from a consultant, a new policy was approved 
by the Board and became effective on July 1 of this year.   
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 The investment policy objectives for the CEF are to maintain an inflation-adjusted endowment 
value, to have acceptable risk parameters, and to have stable distributions.  Mr. Mason noted a graph of 
endowment levels after distributions and expenses from 1990 and compared that with values that were 
adjusted for inflation over the same period.  $1 invested in 1990 and adjusted for inflation would be worth 
$5.04, representing the minimum policy investment objective; as of June 30, 2012, that $1 invested in 
CEF would be worth $6.75. 
 
 Mr. Mason said he was delighted to report that the CEF had a return of 4.9% for the most recent 
fiscal year and outlined the reasons for the performance.  The University's peer group average was 
approximate 1.5% and almost half of the group had negative returns, primarily because they carried 
higher allocations to international equities and emerging market equity.  The University made a tactical 
decision to significantly underweight these assets in favor of U.S. stocks and bonds, which performed 
very well during the period.  Looking back three years and five years, the three-year return (8.4%) has 
been very good but the five year-return (-1.8%) has not; the latter is dominated by one event, a higher-
than-intended investment in real estate, which has been a severe drag on the returns and is the primary 
reason for the five-year return. 
 
 Professor Morrison inquired as to the effect that the 4.9% return for CEF would have on the level 
of distributions in the coming year. Mr. Mason responded that the distributions are the result of taking 
4.5% times the average CEF balances over the last five years.  The distributions for the last couple of 
years have totaled about $45 million, and are projected to remain very much the same for the next two to 
three years barring significant unforeseen circumstances. 
 
 Professor Cohen noted that many centers, departments, and chairs rely on income distributions 
from the CEF; if they want to know about the payout rate, where do they go to find out the formula?  Mr. 
Mason said the Regents' policy describes the formula (for the endowment) and the accounting 
department, headed by Jane Pribyl, makes the actual calculations.  Professor Cohen said that OIB has a 
nice website that describes the CEF but it is not up to date.  Mr. Mason said they are working on just such 
an update.  Professor Cohen also said that when the University switched to the PeopleSoft EFS system 
and a new module for treasury accounting, that it produced a higher level of accuracy in calculating 
distributions.  He asked if the same process was still being used. Mr. Mason confirmed that it was still the 
same process. 
  
 Mr. Mason presented various data about the performance of various asset classes and then 
explained that the policy objective for maintaining "acceptable risk parameters" meant keeping the 
portfolio from being too volatile.  The CEF has been well within the established parameters for the last 
decade.  He also reported that the investments are being rebalanced in order to achieve the new policy 
asset allocation targets for investments in various classes of investment in order to "optimize investment 
performance and mitigate risk."  For example, on 6/30/12, 36% of the CEF assets were invested in private 
capital such as venture and private equity.  These partnerships are typically very illiquid and can lock up 
invested dollars for as long as ten years before they are liquidated, and along with other private real estate 
and timber investments currently comprised 62% of the portfolio.  The goal is to have 20% of the assets 
invested in private capital and to have no more than 35% of the overall CEF assets invested in illiquid 
investments.  Rebalancing to these targets will take place over the next two years. 
 
 The acceptable risk parameters also include maintaining the concentration of assets in managers 
and funds at appropriate levels.  No individual fund should have more than 10% of the total assets and no 
manager should be responsible for more than 20%.  Mr. Mason reported the market value of funds 
invested with various managers (Blackrock, State Street, Goldman Sachs, etc.).  He also told the 
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Committee, in response to another question, that the returns presented in the report are net returns, 
meaning they were after management fees and other compensation had been paid. 
 
 As for the TIP, its funds are all invested in fixed-income assets and it has consistently 
outperformed its benchmark for the last several years.  Mr. Mason said they watch the changes in market 
conditions and may buy and sell securities on a regular basis.  He noted data on returns by various asset 
categories. 
 
 The GIP typically performs about at the benchmark.   
  
 RUMINCO is managed close to the benchmark as well.   
 
 Mr. Mason noted new and terminated investment managers. 
 
 Professor Durfee thanked Mr. Mason for his report. 
 
2. Ambulatory Care Clinic 
 
 Professor Durfee next welcomed Vice President Friedman and Dr. Daniels to discuss the 
Ambulatory Care Clinic (ACC) and the Integrated Framework with Fairview; he noted that in addition to 
being CEO of University of Minnesota Physicians (UMP), Dr. Daniels is also a Professor of Medicine 
and Vice Dean of the Medical School.  The discussion turned first to the Ambulatory Care Clinic. 
 
 Dr. Daniels began by recalling that by 1997 they had already perceived the need for new 
ambulatory care facilities.  Phillips-Wangensteen was designed in the 1960s and built in the 1970s and 
still in operation—but badly outmoded.  What they are proposing is about a 300,000-square-foot facility 
that will allow them to vacate all space in Phillips-Wangensteen and the Mayo building as well as move 
existing clinics from the Riverside facility.  The University has been key to the process because it has the 
debt capacity to obtain the capital and finance construction; Fairview's debt capacity is constrained.  
Fairview and UMP will make the annual payments on the debt in proportion to the square footage of the 
ACC that they occupy. 
 
 The goal is to provide state-of-the-art care and also better integrate student, resident, and fellow 
learning, Dr. Daniels explained, as well as better integration of clinical research, which is the core of the 
mission of the Medical School.  They use the clinical work to accomplish the educational and research 
missions. 
 
 Vice President Pfutzenreuter has been integral to the process of arranging the financing of the 
ACC, Dr. Daniels reported.   
 
 Professor Morrison inquired whether there would be Fairview debt involved.  Mr. Pfutzenreuter 
said the University would issue the debt and own the building and make the payments; both UMP and 
Fairview will pay the University and also provide corporate guarantees.  Those guarantees all depend on 
the solvency of UMP and Fairview, Professor Morrison observed.  There is that risk, Mr. Pfutzenreuter 
acknowledged, but if they fail, the University still owns the building.  Professor Luepker asked what the 
corporate guarantees are; Mr. Pfutzenreuter said they are pledges that the University can take to the rating 
agencies.  The lease payments will equal the debt, which will probably run for 20-30 years (that has not 
been decided).  The plan is that the ACC will open in 2016. 
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 Vice President Friedman described the planning process for the ACC and noted that the 
University is constructing the building and leading the process; the architectural firm has been chosen and 
pre-design has started.  The process will include faculty, staff, students, and patients working on design 
elements; the firm that is being used has done ambulatory care clinics for academic medical centers and 
understand what faculty and students need.  It is exciting; what they have seen thus far is very different 
from standard clinics and will provide people a much better experience than the one they now have in 
Phillips-Wangensteen. 
 
 This is a rare opportunity to build from scratch, Professor Durfee observed, and just as the 
Science Teaching and Student Services was a novel building, will the ACC be a showcase?  That is what 
the Board of Regents asked for, Dr. Daniels responded.  It will provide innovative patient care; there will 
be no waiting rooms.  From a student perspective, the ACC will integrate access to learning materials 
with patient care.  In the case of clinical research, the definition has been broadened beyond clinical trials 
to include the delivery of health care.  Every piece of data in patient medical records will feed research.  
Designing all of this into the building will be very important. 
 
 Dr. Friedman said that the Amplatz Children's Hospital is an example.  It is a different kind of in-
patient hospital that takes into account what staff and students are doing but also what patients need.  And 
it is VERY quiet—the noisy activities have been removed from the patient-care areas. 
 
 Professor Durfee asked how the project cost of $182.5 million was determined.  Would another 
$15 million take the ACC to another level?  Mr. Pfutzenreuter said it all depended on the source of 
payments—the ability of the partners to pay and the financial pro forma.  The price could change but all 
parties involved would have to agree.  Dr. Friedman explained that looked at the kind of work being done 
in Phillips-Wangensteen and Mayo, the number of patients they see, and determined what could be built 
and at what cost.  They are taking into account that they have had growth in patient numbers over the last 
15-20 years and want to be sure they do not immediately reach capacity in the ACC.   
 
 How much of an increase in patient load is being planned, Professor Morrison inquired?  Dr. 
Daniels explained that they looked at growth rates, consulted with the faculty, and made projections to 
2020; they project a 3-4% growth rate over the entire practice.  That is an aggressive projection compared 
to the market but it is conservative based on the growth rate that UMP has seen; they saw an 11% increase 
in revenues and an 11% increase in new patients last year. 
 
 There was brief discussion about the occasional inability of researchers to obtain funding because 
of internal University issues. 
 
 Professor Luepker asked about the research in the delivery of care mentioned by Dr.Daniels.  He 
asked about more traditional clinical research on patients.  Would this be possible?  Dr. Daniels said they 
want to integrate clinical research into clinical care in the same space.  The ACC will need to be a 
building that works for faculty and students (it MUST work for patients, she added). 
 
 Another challenge, Dr. Friedman related, is the level of research:  hospital stays versus patient 
visits that take ten minutes.  It could be a nurse's time versus someone else to ensure a study is done 
according to the research protocol and managed effectively. 
 
 This seems like an opportunity to be innovative, Professor Luepker commented.  Patients in an  
outpatient setting constitute the majority of research protocols and there will be more because it is 
difficult and costly to keep people hospitalized overnight. 
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 Professor Durfee observed that the University is interested in the ACC because it has an impact 
on the University's reputation—similar to the football stadium—because it is the way many stakeholders 
view the University.  This is a chance to leapfrog and be better than many places and to allow the 
University to be seen as the place to come.  There are public-relations aspects to the ACC and it is to be 
hoped they will benefit the entire University.  Dr. Friedman said he has heard hundreds of times about 
access to clinics, especially with the light-rail construction.  They saw a volume increase in patients even 
though many of them had to find different ways to the clinics each time they came.  The location of the 
ACC will be dramatically different, although Huron Boulevard at 8:00 in the morning may still be a 
challenge. 
 
3. Integrated Framework with Fairview 
 
 Professor Durfee accepted a motion to close the meeting at this point, which was adopted 
unanimously, in order that Vice President Friedman and Dr. Daniels could report on the status of, and 
issues involved, in the ongoing negotiations about the financial and governance relationship between 
Fairview, UMP, and the University.  Committee members asked a number of questions and endorsed the 
direction the University was taking. 
 
 Professor Durfee thanked Drs. Daniels and Friedman for joining the meeting and adjourned it at 
4:00. 
 
      -- Gary Engstrand 
 
University of Minnesota 


