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A meeting of the Finance & Operations Committee of the Board of Regents was held on Thursday, March 7, 2002, at 3:15
p.m. in the West Committee Room, 600 McNamara Alumni Center.

Regents present: Michael O’Keefe, presiding; Frank Berman, Jean Keffeler, H. Bryan Neel, and Lakeesha Ransom.

Staff present: Interim Vice President Gregory Fox; Executive Director Ann Cieslak; Associate Vice Presidents Steven
Cawley, Gerald Fischer, Richard Pfutzenreuter, and Michael Volna.

Student Representatives present: Isaac Dallager and Venora Hung. 

 

SEMI-ANNUAL MANAGEMENT REPORT 

(December — Unaudited Statements)

Associate Vice President Volna presented the Semi-Annual Management Report, based on December 31, 2001 unaudited
financial statements, as found in the docket materials.

Volna reviewed the major components of the financial statements. He indicated that the increase in assets over the previous

year was due to a $180 million issuance of new general obligation bonds, higher funding levels from tuition and fees, and
increases in state appropriations and government grants and contracts. Volna indicated that sustained investment in new

construction over the last four-year period has increased property, plant, and equipment assets by $500 million.

Despite losses in the Consolidated Endowment Fund of $141 million due to negative financial market returns, the institution’s
total funds balances increased by $53.4 million, or 2%, over the prior year and continue to grow, reflecting strong institutional
controls. 

 

FINANCING OF PARKING AND TRANSPORTATION SERVICES

Associate Vice President Pfutzenreuter introduced Robert Baker, Director of Parking and Transportation Services, who

presented an overview of the operational and financial structure of Parking and Transportation Services, as found in the
materials on file in the Board Office.

Baker reported that Parking and Transportation Services is self-supporting, with revenues used to sustain the entire system,
including alternative transit options. He indicated that bus ridership has increased 88% since the initiation of reduced-fare U

Pass and Metro Pass programs, funded in part by a two-year $5 million federal grant and developed in conjunction with the
Metropolitan Transit bus system. Baker noted that increased bus ridership has resulted in decreased parking revenues,
creating more financial challenges.



In response to questions from Regents O’Keefe and Ransom regarding the U Pass and Metro Pass programs, Baker
summarized the ongoing lobbying efforts at the federal level to secure more funding and the varying factors, including
legislative appropriations, which will affect upcoming contract negotiations with Metro Transit for the continuation of the

programs. 
 

ENDOWMENT PAYOUT RATE

Associate Vice President Pfutzenreuter introduced Sheila Warness, Director of Asset Management, who presented an
overview of the current Consolidated Endowment Fund (CEF) payout rate and proposed rate changes, as found in the
materials on file in the Board Office.

Warness reviewed the section of the Board of Regents Policy: Endowment Fund governing the CEF distribution rate,

explaining that the rate must be reduced when investment returns fall below the level needed to maintain the purchasing power
of the endowment. Due to poor performance in the equity market, the institution lowered the former 5.50% distribution rate
to 5.25% on January 1, 2002, and expects to further lower the rate to 5.00% on July 1, 2002. Warness indicated that the

change in the distribution rate would result in approximately $3-$4 million less available for system-wide allocation next fiscal
year.

Associate Vice President Fischer, University of Minnesota Foundation, and Charles Osborne, its chief financial officer,
presented an overview of the Foundation’s rationale for the proposed distribution rates and rate adjustment schedule for its

endowment fund.

A discussion ensued regarding reduced distribution rates and potential long-term effects on the future value of the CEF.

Warness noted that the Minnesota Medical Foundation (MMF) has decided not to change the distribution policy for its

endowment fund at this time. The committee requested written information from MMF regarding its decision. 
 

INVESTMENT STRATEGY

Associate Vice President Pfutzenreuter and Sheila Warness, Director of Asset Management, presented information on the
asset allocation principles used to determine the strategy for the University's managed investment funds, as found in the
materials on file in the Board Office.

Regent O’Keefe indicated that the presentation would primarily address the components of the current Consolidated
Endowment Fund (CEF) portfolio, the rationale and methodology used to establish asset allocation targets, and the long-term
policy objectives for the fund. He pointed out that current Board policy set the CEF target allocations and ranges to enable
the fund to build into the future.

After summarizing various managed fund balances as of December 31, 2001, Warness focused her presentation on the CEF,
explaining that it is invested more aggressively than other managed funds due to its long-term investment horizon. She

reviewed the current asset allocation for the CEF approved by the Board in December 2000, and the role of the Investment
Advisory Committee (IAC) in developing this investment strategy to meet the objectives of Board of Regents Policy:
Endowment Fund. The objectives are:

• to preserve the inflation-adjusted value of the Endowment Fund; and

• to maximize total return with a minimum of at least 500 basis points above inflation over three- to five-year
trailing periods.

The minimum return on investments required to meet these criteria is 9%.



Warness explained the terminology and methodology used to prepare a comparison of expected ten-year investment returns

for fixed income (7.1%), domestic equity (10.5%), and international equity portfolios (11.0%). She pointed out that the
CEF’s current portfolio has an expected ten-year return rate of 10.5%, approximating that of domestic equities, but with
significantly less risk and volatility.

Regent Berman indicated that he attended a recent IAC meeting. The IAC discussed the concept of rebalancing targets and
ranges at periodic intervals, particularly in light of the unpredictability of international currency valuations and financial
reporting standards, and suggested three ways to help provide oversight for alternative investments:

• ensure that the auditor of the entity offering the alternative investment is highly respected;

• study the entity’s track record; and

• study the valuation method used in reporting.

O’Keefe requested that the IAC present an update of its recommendations to help the committee determine whether the
target allocations and ranges are still appropriate or need rebalancing.

Pfutzenreuter indicated that further presentations on this topic will occur at future meetings. 
 

CONSENT REPORT 
Review/Action

Associate Vice President Pfutzenreuter presented the Consent Report, as found in the docket materials, which included:

Purchases of goods and services over $250,000:

• $320,200 to Buhler, Inc. for a Laboratory Extrusion System for the Department of Food Science 
and Nutrition. Vendor selected through competitive process.

• An estimated $17,500,000 to First Student, Inc. (formerly Medicine Lake Lines) for campus shuttle bus 
services for the Department of Parking and Transportation Services for the period July 1, 2002 through 
June 30, 2007. Five-year extension of original five-year contract awarded through competitive bid process.

• $362,399 to Healthcare Education and Research Foundation (HERF) for hospital chart abstraction work 
for the Division of Epidemiology through June 30, 2002. HERF is sole-source provider for database 

information from all Minneapolis-St. Paul area community hospitals.

• $281,501 to PeopleSoft for continued software maintenance and support for Enterprise Applications 

Systems for the Office of Information Technology for the period March 2002 through March 2003.

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

 

INFORMATION ITEMS

Associate Vice President Pfutzenreuter drew the committee’s attention to the Quarterly Asset and Debt Management Report,

noting that the salient points were discussed earlier. In response to a question from Regent Berman, Director of Asset
Management Warness reported that the Consolidated Endowment Fund’s current performance has been relatively flat.



Pfutzenreuter referred the committee to the Quarterly Purchasing Report and reported that the Alliance Management

worksheet showing the University’s Enron-related losses at the committee’s February meeting was incorrect. The loss

approximated $5.2 million, not $8.3 million as previously stated.

The meeting adjourned at 4:55 p.m. 

  
 

ANN D. CIESLAK 
Executive Director and 

Corporate Secretary
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