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A meeting of the Finance and Operations Committee of the Board of Regents was held on Thursday, September
11,2003 at 2:15 p.m. in the East Committee Room, 600 McNamara Alumni Center.

Regents present: Willam Hogan, presiding; Clyde Allen, Anthony Baraga, Dallas Bohnsack, John Frobenius,
and Maureen Reed. David Metzen was also in attendance.

Staff present: Vice Presidents Kathryn Brown, and Kathleen O’Brien, Executive Director Ann Cieslak;
Associate Vice Presidents Steve Cawley, Stuart Mason, Richard Pfutzenreuter, and Michael Volna,

Student Representatives present: Travis Amiot and Joshua Colburn.

ASSET ALLOCATION STUDY

Associate Vice President Richard Pfutzenreuter introduced Associate Vice President Michael Volna and
Stephen Symchych, of Cambridge Associates (Cambridge), an mvestment consultant for the University of
Minnesota. Symchych presented the Asset Allocation Study: Shortfall Analysis. The report includes results and
recommendations of a recently completed study focusing on asset allocation strategies and spending policies that
could improve the performance of'the University’s Consolidated Endowment Fund (CEF). A copy of the report
is on file in the Board Office.

The asset allocation and spending impact studies conducted by Cambridge resulted in several model portfolios,
which have been reviewed and discussed by the Investment Advisory Committee (IAC). These portfolios were
compared to the current CEF portfolio and to other peer group mean portfolios. The results demonstrate that by
shifting investments (within current Board policy ranges) to a maximum of 25% in the alternative asset class could
significantly increase expected mnvestment return and risk would be reduced.

A lengthy discussion ensued. Mason stated that the institution has a modestly diversified, objective risk portfolio.
Moving to one of the alternative portfolio mixes recommended i the study would increase likely returns under a
majority of circumstances, and in the extraordmary case of significant market decline would expose the
University to less risk than the current portfolio.

In response to a question, Mason explained that Cambridge was instructed to identify ways to reconstruct the
portfolio within the institution’s current investment policy. As the Office of Asset Management readjusts the mix
of equity-oriented securities within the parameters of current Board policy, identifies investment managers, and
moves to increase diversification, it seeks assurance that the IAC and this committee agree that it is the
appropriate course of action.



The committee expressed its comfort with the changes, as outlined.
ASSET MANAGEMENT ROLES & RESPONSIBILITIES

Associate Vice Presidents Pfutzenreuter and Mason presented the organizational structure and annual workplan
of the Office of Asset Management (OAM). Mason reviewed the mission of the O AM: to maximize the overall
mvestment return of the University’s financial assets by managing certain mvestment pools; to efficiently manage
the disbursement of cash; and to provide oversight and expertise regarding best practices to manage cash and
cash resources.

Mason summarized the 2004 workplan highlights, noting O AM’s management of the endowment fund (including
evaluating asset classes), working with Cambridge to identify trends and opportunities, and interviewing
prospective investment managers.

A copy of'the presentation is on file in the Board Office.

FINANCIAL SYSTEM REPLACEMENT UPDATE

Associate Vice President Pfutzenreuter introduced Associate Vice Presidents Volna and Cawley, who reported
on the status of the project to replace the University’s enterprise financial system, CUFS (College and University
Financial System). Volna reviewed the rationale of the project, including, 1) the need to replace unsupported
technology; 2) the program’s ability to support multiple applications; and 3) the high risk of system failure and
its financial consequences. A copy of the presentation is on file in the Board Office.

Volna described the process the administration undertook to solicit and evaluate bids, which resulted in the
selection of PeopleSoft as the preferred vendor. He also reviewed the estimated project costs. Pfutzenreuter
identified the funding for the project, which is the enterprise tax on payroll that units currently pay to support
nstitution-wide upgrades.

Pfutzenreuter reported that the price negotiated with PeopleSoft is available to the University until September 30,
2003. If the administration believes it is prudent to go forward with the contract, the emergency approval
procedure outlines in Board policy would be followed. The president is fully informed about the project status,
Executive Vice President and Provost Maziar reported.

A motion was made, seconded, and the committee voted unanimously to recommend approval of the following
motion:

It is the recommendation of this committee that the University proceed with this project (representing a net $4.2
million decision based on savings from existing maintenance contract and the $5.1 million cost of the financial
system) provided that:

1) information forthcoming in the next few weeks does not materially adversely affect this project; and
2) the administration recommends that this project proceed.



COMMITTEE WORKPLAN, 2003-04

Associate Vice President Pfutzenreuter reviewed the committee workplan for the coming year as detailed in the
docket materials on file in the Board Office.

CONSENT REPORT

The committee voted unanimously to recommend approval of the following, as detailed in the docket materials,
and including the following;:

Purchase of Goods and Services Over $250,000

To Anixter, Border States Electric Supply, Goldcom, and Graybar for an estimated $2,000,000 to
provide telecommunication materials for the period of September 15, 2003 through September 30, 2004
for Networking and Telecommunications Services, a division of the Office of Information Technology.

To the Center for Academic Programs Abroad for a total not to exceed $676,000 to provide education
abroad academic credit programs for the Learning Abroad Center during the academic year 2003-04.
To the Committee on Institutional Cooperation (CIC) for up to $416,667 to join an emerging national
networking collaboration called “National LambdaRail” (NLR) for the period of September 2003 through
July 2008. The CIC is acting as fiscal agent for its member institutions to collectively join the NLR.

To Deloitte & Touche, LLP for up to $420,000 related to Medicare and Medicaid refund claim services
for years 1994 through 1996, prior to the sale of the University hospital. It is in the University’s best
mnterests to continue the Deloitte & Touche contract to resolve the remaining issues in these Medicare and
Medicaid claims because of the historical knowledge they bring to the project.

To Kapsch Components BmbH, Vienna, Austria, for $329,182 for the production and testing of 12,500
Gigabit Optical Link Boards for the School of Physics and Astronomy.

To Xpedx for an estimated $388,500 for white and colored copy paper to be stocked at the University
Stores for use in University departments from October 1, 2003 through September 30, 2004.

To Yocum Oil Company for $400,000 for the purchase of fuel as needed for the period of September
15, 2003 through September 15, 2004 for the Fleet Services Department.Proposed Consolidated
Endowment Fund (CEF) Investments

The Office of Asset Management (O AM) proposed making investments in three new private capital limited
partnerships totaling $25 million, or approximately 4.6% of total CEF market value. OAM expects that
approximately $5-$8 million would be invested each year over the next 3-4 years. The recommended
mvestments have been reviewed and further recommended by both the Investment Advisory Committee and
Cambridge Associates.

Recommended Limited Partnerships:



e MHR Institutional Partners Fund 11
$10 million Commitment
Private, Distressed Debt, Control Oriented
Targeted Return - 18-20%
Term - 10 years
Closing September 2003

e Black Diamond Opportunity Fund
$10 million Commitment
Private, Distressed Debt, Control Oriented
Targeted Return - 20+%
Term - 7 years
Closing September 2003

e Varde Partners Fund VII
$5 million Commitment
Private, Distressed Debt, Small Loan Balances and Various Strategies
Targeted Return - 12-15%
Term - 8 years
Closing December 2003

INFORMATION ITEMS

Associate Vice President Pfutzenreuter referred the committee to the docket materials.

The meeting adjourned at 4:33 p.m.

ANN D. CIESLAK
Executive Director and
Corporate Secretary



