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A meeting of the Finance & Operations Committee of the Board of Regents was held on Thursday, April 11, 2002, at 2:15

p.m. in Room CF206, Coffman Center, University Center Rochester.

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

Staff present: President Mark Yudof; Chancellor Kathryn Martin; Interim Vice President Gregory Fox; Executive Director
Ann Cieslak; Associate Vice Presidents Richard Pfutzenreuter, Steven Spehn, and Michael Volna.

Student Representatives present: Isaac Dallager and Venora Hung. 

 

UNIVERSITY OF MINNESOTA STATE BUDGET UPDATE

Associate Vice President Pfutzenreuter introduced Budget Officer Elizabeth Eull, who presented the University of Minnesota

State Budget Update, as found in the docket materials.

Eull reported that the legislature has addressed $1.85 billion of the state’s $2.3 billion projected budget shortfall for 2002-

2003. Under the plan, the University of Minnesota will receive a $23.6 million funding cut to its base 2002-2003 operating

budget, which will carry over into the FY04-05 biennium. Eull noted that if the legislature fails to resolve the remaining budget
shortfall, the Governor has the power to unallot monies currently allocated to the University. Various proposals for additional
cuts are under consideration for the FY04-05 biennium.

Pfutzenreuter indicated that the University’s Capital Request is still under consideration by the legislative conference
committee as part of the state’s bonding bill. 
 

INVESTMENT STRATEGY, PART II

Associate Vice President Pfutzenreuter introduced Director of Asset Management Sheila Warness, who continued the review
of asset allocation principles used to determine investment strategy for the Consolidated Endowment Fund, as found in the

materials on file in the Board Office.

After summarizing the previous presentation for the committee, Warness discussed the following investment concepts:

• the relationship between the range of expected standard deviation in an asset class and its volatility; 

• the importance of diversification across asset classes to control risk; 



• the use of statistical correlation between asset classes to help control portfolio risk without sacrificing
return; and 
• the inclusion of riskier asset classes with low correlation to benefit a well-diversified portfolio by

improving the 
   return and/or reducing the risk of the overall portfolio.

Regent O'Keefe indicated that members of the Investment Advisory Committee will join the committee’s next discussion
regarding an acceptable level of risk for the portfolio. He noted that once a risk level is determined, an investment portfolio

can be constructed to provide maximum return and efficiency at that risk level, while maintaining a level of diversification
prudent for a public institution.

The committee briefly discussed the minimum rate of investment return for the Consolidated Endowment Fund and the
decreased distribution payout rate to departments.

In response to comments from Pfutzenreuter, Regents Keffeler and O’Keefe requested information on the differing impact the
5% distribution rate would have on various units and schools. O’Keefe noted that the committee may need to reassess the

minimum distribution rate due to current economic constraints. 
 

RESERVES STRATEGY

Associate Vice President Pfutzenreuter gave the first of two presentations on the institution’s central reserves, as found in the
materials on file in the Board Office.

Pfutzenreuter summarized the components of central reserves, the parameters within which institutional-level fund balances
and unit-level fund balances are managed and audited, and the types of funding and financial information available at different

levels.

Pfutzenreuter indicated that most colleges and departments generate over 50% of their own funding. Year-end remaining
balances are retained by departments, colleges, and units to allow them to plan for long-term financial needs. These remaining
balances vary greatly, both system-wide and within colleges. Pfutzenreuter added that many units will face reductions in
centrally-allocated resources due to the state budget shortfall. Units, colleges, and departments will need to use uncommitted
balances to help bridge funding shortages.

Issues raised during the committee’s discussion included:

• the importance of having methods in place to quickly identify uncommitted balances; 
• the need for financial flexibility within the system to address reduced state funding; 
• how to meet the Board’s obligation for quality management system-wide in light of the institution’s

decentralized 
  management system; 
• how to assure that departmental, college, and unit reserves correlate to expenditure levels and to the
strategic 
  investment areas identified for the institution.

Pfutzenreuter indicated that future discussion topics would include strategies to rebuild institutional reserves, methods for
efficient use of unit reserves, and strategies for leveraging the institution’s financial strength to meet upcoming fiscal challenges.
 

CONSENT REPORT 
Review/Action

Associate Vice President Pfutzenreuter presented the General Contingency Report and the Consent Report, as found in the



docket materials. The Consent Report included:

Purchases of goods and services over $250,000:

• An estimated $2.4 million to Cardinal Health Company for the purchase of pharmaceuticals and
related supplies by Boynton Health Service Pharmacy for the period of May 1, 2002 through
March 31, 2003. Vendor selected through competitive process.

• An estimated $400,000 to C.J. Duffey Paper Co. for the purchase of recycled copy paper by

University Stores for the period of April 1, 2002 through March 31, 2003. Vendor selected
through competitive process.

• An estimated $805,000 to Corporate Express for the purchase of Hewlett Packard laser toner
and ink-jet printer cartridges by University Stores for the period April 1, 2002 through March 31,
2003. Vendor selected through competitive process.

• $1,097,200 to GE Medical Systems for purchase of a Picture Archiving Computer System
(PACS) by the Veterinary Teaching Hospital for the period of July 1, 2002 through November
30, 2007. Vendor selected through competitive process.

• A estimated $1,506,628 total to the companies listed below to administer stop loss insurance
coverage for the University’s self-funded UPlan medical plan options offered through the Office of
Human Resources for the period of December 31, 2001 through December 29, 2002. Vendors

selected through competitive process.

Health Partners Administrators, Inc. $634,844 
Resolution Re $324,080 
Wausau Benefits $547,704

• $310,375 to Heart Failure Society of America (HFSA) for services related to the 6th Annual
Scientific Meeting, offered in conjunction with the University of Minnesota Office of Continuing
Medical Education, to be held September 22 through September 25, 2002.

• A supplemental contract of $42,500, resulting in a total contract of $263,400, to Hirons &
Associates for additional services to assist University staff in developing building depreciation

schedules using componentized depreciation methodology. Vendor selected through competitive
process.

• A contract for an estimated $903,000 to U.S. Bank to provide branch banking services in
Coffman Union to the Twin Cities Student Unions for the period of April 12, 2002 through June
30, 2007. Vendor selected through competitive process. 
 

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 information items, which included the FY01-02

Semi-Annual Budget Update, the Semi-Annual Small Business Economic Development Report, information relating to the
proposed Bulldog Fund at the Duluth campus, and clarification of eligibility for home purchase in University Grove. All

materials are on file in the Board Office.



The meeting adjourned at 3:45 p.m. 
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