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Year 2005-06

UNIVERSITY OF MINNESOTA

BOARD OF REGENTS

Finance and Operations Committee

September 8, 2005

A meeting of the Finance and Operations Committee of the Board of Regents was
held on Thursday, September 8, 2005, at 9:45 a.m. in the East Committee Room, 600
McNamara Alumni Center.

Regents present: Clyde Allen, presiding; Anthony Baraga, Frank Berman, John
Frobenius, Steven Hunter, and Patricia Simmons.

Staff present: Senior Vice Presidents Frank Cerra and Robert Jones; Vice
President Richard Pfutzenreuter; General Counsel Mark Rotenberg; Executive Director
Ann Cieslak; and Associate Vice Presidents Steve Cawley, Stuart Mason, and Michael
Volna.

Student Representatives present:  Joe Linder and Cassie McMahon.

BOARD OF REGENTS POLICY:  INVESTMENT SOCIAL CONCERNS

General Counsel Rotenberg presented proposed amendments to Board of
Regents Policy:  Investment Social Concerns, which establishes the role of the Social
Concerns Committee of the University Senate in making recommendations to the
president concerning shareholder resolutions, restrictive investment policies, and
positive social investment policies.  Rotenberg noted that the key changes delegate
authority through the president or delegate and clarify the legal limitations that have
recently been articulated by the United States Supreme Court in this area.

A brief discussed ensued and Regents asked for some additional materials.

The item will return for action at a future meeting of the committee.

RESOLUTION RELATED TO REFINANCING CERTAIN UNIVERSITY DEBT

Vice President Pfutzenreuter invited Carole Fleck, Director of Debt Management,
to join the presentation on the Goldman Sachs Put Option. Fleck reported that in 1996
the University issued Series 1996A General Obligation Bonds in the amount of
$190,000,000 plus a premium of $944,000 at rates of 4.5% to 5.75% per annum
through July 1, 2021.

At the same time, the University sold a Put Option to Goldman Sachs, which
allows the company, upon a 90-day notice of intent, to put the outstanding bonds, or a
portion thereof, or a portfolio of AAA-rated securities to the University, in an amount
sufficient to pay the future debt service requirements on the 1996A fixed rate refunding
bonds. On July 5, 2005, Goldman Sachs delivered to the University a notice confirming
their intention to exercise this option.
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The University now needs to issue general obligation indebtedness in one or
more series, in the form of commercial paper, bonds, notes or such other form of
indebtedness designated by the University, the proceeds of which will be used to
purchase the portfolio of defeasance bonds delivered by Goldman Sachs.  The issuance
of new debt will have no impact on the overall balance of outstanding debt on the
University’s financial statements.

Fleck presented the Resolution Related to Refinancing Certain University Debt,
noting that the proposed resolution ratifies the resolution authorized in 1996.
Pfutzenreuter reported that the University issued a request for proposal to four
investment banking firms to act as the dealer for the Commercial Paper Program.

A motion was made and seconded, and the committee voted unanimously to
recommend approval of the Resolution Related to Refinancing Certain University Debt.

POLICY ISSUES RELATED TO FACULTY RETIREMENT INVESTMENT PLAN

Associate Vice President Mason invited Jacqueline Singer, Director of Retirement
Programs in the Office of Human Resources, to join the discussion regarding oversight
for the University-sponsored retirement plans. Mason reported that the Office of Asset
Management is recommending that oversight roles be clarified so that the Board may
carry out its fiduciary obligations more effectively.

Mason explained the various retirement programs offered to employees at the
University of Minnesota.  He stated that the faculty retirement plan is one of five plans
offered and is a defined contribution plan with significant contributions made by its
members and the institution.  Currently, a Faculty Retirement Committee, a subset of
the Senate Committee on Faculty Affairs, provides oversight for the plan.

Mason summarized the proposed changes to the plan, as outlined in the docket
materials.  He reported that the proposed model would create a retirement plan
investment committee that would advise the administration and Finance and
Operations Committee of the Board.  The committee’s responsibility would be to
consider financial issues related to the investment plan.

The committee briefly discussed the potential impact of the proposed changes to
the multiple plans offered by the institution, and the fiduciary responsibility the
institution has to participants.

Mason described the next steps to the proposed changes, noting that the item
will return for further discussion at a future meeting of the committee.

ISSUES RELATED TO:  ANNUAL ASSET MANAGEMENT REPORT

Associate Vice President Mason invited Assistant Director Chris Suedbeck,
Office of Asset Management, to present the Annual Asset Management Report as of
June 30, 2005 as found in the docket and related materials distributed at the meeting.
The report includes four University investment funds:  the Consolidated Endowment
Fund (CEF); Long-Term Reserves; Short-Term Reserves (TIP); and RUMINCO Insurance
Fund.  The Office of Asset Management (OAM) currently oversees $1.4 billion in
invested assets.

Mason summarized the asset allocation and returns against benchmarks for
each quarter of the reporting period, highlighting the performance of the CEF, which
totaled $766.2 million, increasing $139 million over the last year after distributions of
$30.4 million.  The total investment return of the endowment was 19.0% compared to a
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benchmark return of 10.5%.  Mason noted that a significant portion of the CEF
performance is the result of increased returns on alternative investments.  Due to these
achievements, the institution ranks in the top two or three percent of university and
college endowments.  He also noted that for the first time in over two decades the one-,
three-, five-, and ten-year benchmarks have been exceeded.

Mason reported briefly on the highlights of long- and short-term reserve funds
and RUMINCO Insurance Fund.

In response to a concern raised by Regent Simmons regarding the process for
identifying investments in areas that might pose a potential institutional conflict of
interest, Pfutzenreuter reported that the administration is addressing this issue.

COMMITTEE WORKPLAN 2005-06

Vice President Pfutzenreuter presented the draft workplan for 2005-06, as
presented in the docket materials.  The plan is organized around five broad categories
reflecting the role of the committee in meeting its fiduciary responsibilities. It was noted
that there may be additions later in the year related to ongoing development of the
strategic plan and normal business of the committee.  By consensus, the committee
agreed to the workplan.

CONSENT REPORT

Vice President Pfutzenreuter presented the Consent Report as detailed in the
docket materials, including Purchase of Goods and Services over $250,000 to:

• Affymetrix, Inc. for an estimated $750,300 for GeneChip® Expression
Arrays as needed for the period November 1, 2005 through October 31,
2006!for!the!Biomedical!Genomics!Center.

• Aastra Intecom for $369,189 to provide technical support on the PBX
telephone system for the period October 16, 2005 through October 15,
2008 for Networking and Telecommunications Service, a division of the
Office!of!Information!Technology.

• Blue Cross Blue Shield Minnesota and their subsidiary, First Plan of
Minnesota, for the estimated amounts shown below, to administer self-
funded medical insurance coverage and to provide stop loss insurance
for Twin Cities and University of Minnesota Duluth campus graduate
assistants for the period September 1, 2005 through August 31, 2006.
The!administration!and!stop!loss!fees!are!as!follows:

• Blue Cross Blue Shield of Minnesota Administrative Services -
$724,000

• First Plan of Minnesota Administrative Services - $21,000

• Blue Cross Blue Shield of Minnesota Stop Loss Insurance -
$301,000

• Center for Academic Programs Abroad for a not to exceed amount of
$771,845 for providing study abroad academic credit programs for the
Learning Abroad Center during Fall semester 2005 and Spring semester
2006.
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• HealthPartners Administrators, Inc. for the estimated annual amount of
$1,540,000 for administering a self-funded UPlan medical plan option
offered through the University of Minnesota Office of Human Resources
Employee Benefits for the two-year period January 1, 2006 through
December 31, 2007.  The contract will be for a two-year period, with four
options!to!renew!the!contract.

• Medica for the estimated annual amount of $3,220,000 for administering
four self-funded UPlan medical plan options offered through the
University of Minnesota Office of Human Resources Employee Benefits
for the two-year period January 1, 2006 through December 31, 2007.
The contract will be for a two-year period, with four options to renew the
contract.

• Multi-Venue Productions for up to $275,000 for post-event clean-ups in
the Athletics Facilities from September 15, 2005 through June 30, 2006.

• RxAmerica for the estimated amount of $470,000 to provide Pharmacy
Benefits Management for the two-year period July 1, 2006 through
December 31, 2007 for the self-funded UPlan program offered through
the University of Minnesota Office of Human Resources Employee
Benefits.  The contract will be for a two-year period, with four options to
renew!the!contract.

• XPEDX for an estimated $365,000 for the purchase of recycled copy
paper, to be stocked at the University Stores, for use in University
departments.  The contract period is October 1, 2005 through September
30, 2006.

Approval of New Commercial Paper Dealer
• The Treasurer proposes engaging Merrill Lynch as the commercial paper

dealer!for!the!University.

• A request for proposal (RFP) was sent to four investment banking firms to
act as the dealer for the Commercial Paper Program as discussed in the
bonding!resolution!presented!for!approval!this!month.

• The RFP was evaluated by members of the University’s Debt Oversight
Group.

• The length of the contract with the firm is dependent on the length of
time!the!commercial!paper!is!outstanding.

• Annual expenses are based on a 0.05% dealer fee on the commercial
paper balance outstanding.

General Contingency
• Expenditure of $250,000 for predesign for proposed Science

Teaching/Student!Services!Building.

• Expenditure of $252,000 for forensic study and predesign on former
Minnesota Department of Health Building.

Staff addressed questions on the exception to the competitive bidding process
and procedures undertaken to ensure reasonableness of price.

A motion was made and seconded, and the committee voted unanimously to
recommend approval of the Consent Report.
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INFORMATION ITEMS

Vice President Pfutzenreuter referred committee members to Information Items
contained in the docket, including:

• Quarterly Purchasing Report; and
• Semi-Annual Economic Development Report.

The meeting adjourned at 11:18 a.m.

ANN D. CIESLAK
Executive Director and
Corporate Secretary


