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Fiscal Year 2014 Annual Financial Report

& GASB 61 Component Unit Reporting

Michael Volna 
Associate Vice President, Finance & Controller



FY 2014 Highlights
• Net position (net assets) increased by $169.3 million, 

driven by favorable investment market conditions.
• Net operating loss increased over FY 2013, but non-

operating revenues were also up nearly $200 million.
• FY 2014 cash flow increased by $103.4 million from 

FY 2013, to a positive $28.9 million.
• 2407 Investment LLC joint venture added in 2014.
• Adoption of new GASB standards resulted in minor 

changes to the financial statements.
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Net Position – Overview of Assets
2014 versus 2013

• Total University assets increased by 
$176 million or 3.2%.

• Cash & equivalents increase of $25 
million due to increase in cash held 
in CEF partially offset by a decrease 
in unspent bond proceeds.

• Investments increased $114 million 
because of CEF market value 
appreciation.

• Capital assets (net) increased $24 
million due to increased spending 
on construction projects, specifically 
the Ambulatory Care Clinic.
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Net Position – Overview of Liabilities
2014 versus 2013

• Total University liabilities 
increased by $7 million or 0.4%.

• Increase in accrued & other 
liabilities of $26 million because 
of gradual amortization of the 
OPEB liability.

• Long-term debt decreased $18 
million due to debt service 
payments and refunding, offset 
by issuance of 2013C / 2013D 
bonds.
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Overview of Revenues, Expenses, and 

Changes in Net Position

$ in Millions 2014 2013

Total Operating Revenues $2,093.4 $2,080.4
Total Operating Expenses 3,260.3 3,064.2

Net Operating Loss (1,166.9) (983.8)

Net Non-Operating Revenues 1,218.8 1,034.0
Other Revenues 117.4 139.6

Increase in Net Position $  169.3 $  189.8
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FY 2014 Total Revenues –

$3.4 Billion
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FY 2014 Total Operating Expenses –

$3.3 Billion
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Operating Expense Trends – Functional Classification 

Fiscal Years 2010 – 2014 
(Audited  amounts; $ in millions)
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Operating Expense Trends – Natural Classification 

Fiscal Years 2010 – 2014 
(Audited amounts; $ in millions)
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Cash Flows 

FY 2014 versus FY 2013

10

($ in thousands) 2014 2013

Operating activities ($924,284) ($781,600)
Noncapital financing activities 1,038,968 925,488

$114,684 $143,888

Capital and related financing ($204,533) ($223,374)
Investing activities 118,775 4,977

($85,758) ($218,397)

Net (decrease) increase $28,926 ($74,509)

Ending cash & equivalents $309,937 $281,011



Cash Flows, Fiscal Year 2014
($ in millions)
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University’s Component Units

Blended Component Units
• RUMINCO, Ltd.
• UMORE Development, LLC

Joint Ventures
• 2407 University Investment, LLC

Discretely presented Component Units
• University of Minnesota Foundation (UMF)
• University of Minnesota Physicians (UMP)
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Discretely Presented 

Component Unit Overview FY 2014
($ in millions)

UMF UMP

Total Assets $2,655.4 $ 192.0

Total Liabilities 356.9     85.8

Net Assets 2,298.5 106.2

Total Revenues 450.6 483.2

Total Expenses 231.4 460.0

Increase (Decrease) in Net Assets $    219.2 $     23.2
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GASB 61 – Component Unit 

Reporting 



Component Unit Definitions

• Legally separate organization for which the primary 
government is “financially accountable”; 

or
• An organization for which the nature and significance 

of the relationship with the primary government is 
such that exclusion would cause the primary 
government’s financial statements to be misleading



Component Unit Definitions

• “Financially accountable” means the primary 

government appoints a voting majority of the 
organization’s governing board, and:
– Is able to impose its will on the organization, or
– There is potential for the organization to provide specific 

financial benefit to, or burden on, the primary government

• As a result, facts and circumstances for each 
relationship must be analyzed



Financial Reporting 

Format

Blended Component 

Unit

Reported as 

Investment In 

Component Unit

Discretely Presented 

Component Unit

Footnote Disclosure of material transactions 

and activities between U and the Entity

Legal form Part of the U, or a 

separate entity 

owned by the U

Legally separate Joint 

Venture with U Equity

Legally Separate but 

Related Entity

Joint Venture without 

Equity

Separate Legal Entity 

Governance Governed by U, or U 

appoints a majority of 

governing board

The U may have 

representation on the 

entity’s board but does 

not control it. 

The U may have 
representation on 
entity’s board but 

does not control its 
governance structures

Jointly governed, but 

the U does not 

control 

Separately governed

Level of Control by 

the University

Highest High level of Influence Influence but not 

control

Low to none Low to none

Financial 

Interdependence

Fiscally dependent or 

interdependent

Significant, non-

controlling University 

equity investment in 

the entity

Fiscally dependent or 

interdependent, and 

significant to the U

Minimal, immaterial 

financial impact to the 

U

Minimal, immaterial 

financial impact to the 

U

Credit Rating Impact Would be factored

into the U’s credit 

rating

(“On our credit”)

Would be factored into

the U’s credit rating

May or may not be 

factored into the U’s 

credit rating

Would not be 

factored into the U’s 

credit rating

(“Off our credit”)

Would not be 

factored into the U’s 

credit rating

(“Off our credit”)

Example RUMINCO; UMORE 

Park

2407 University 

Investment LLC

UMP, University of 

MN Foundation

Currently No Examples Ucare Minnesota

UNIVERSITY OF MINNESOTA
CLASSIFICATION OF COMPONENT UNITS



University’s Component Units

Blended Component Units
• RUMINCO, Ltd.
• UMORE Development, LLC

Joint Ventures
• 2407 University Investment, LLC

Discretely presented Component Units
• University of Minnesota Foundation (UMF)
• University of Minnesota Physicians (UMP)
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BOARD OF REGENTS 

DOCKET ITEM SUMMARY 
 

 

 

Finance     December 11, 2014  

 

 

Agenda Item: GASB 61 Treatment of Component Units 

 

     

 Review   Review + Action   Action   X Discussion  

 

 

 

 

Presenters: Richard H. Pfutzenreuter, Vice President & Chief Financial Officer 

    Michael Volna, Associate Vice President & Controller 

 

 

Purpose & Key Points 

 

Entities like the University of Minnesota participate in a variety of business activities, such as 

public-private partnerships and joint ventures. Governmental Accounting Standards Board (GASB) 

Statement No. 61 provides guidance on the requirements for determining how to account for and 

report these activities in financial statements. The presentation will describe the major categories 

of business combinations and the criteria for deciding how to present and disclose equity interests, 

component units, joint ventures, and other business combinations. 

 

Background Information 

 

This report is prepared and presented to the Finance Committee in conformance with 

Board of Regents Policy: Board Operations and Agenda Guidelines. 

 This is a report required by Board policy.  



BOARD OF REGENTS 

DOCKET ITEM SUMMARY 
 

 
 

Finance December 11, 2014 

 

 

Agenda Item: Update on Enterprise Systems Upgrade Program (ESUP) 
 

     

 Review   Review + Action   Action   X Discussion  

 
 
 
 
Presenters: Richard H. Pfutzenreuter, Vice President & Chief Financial Officer 
 R. Scott Studham, Vice President & Chief Information Officer 
 Dennis Wenzel, Executive Program Director, Enterprise Systems Upgrade Program 
 
Purpose & Key Points 

 

The University of Minnesota is in the final testing and deployment readiness phases of a major 
technology and business transformation known as the Enterprise Systems Upgrade Program 
(ESUP).  
 
This PeopleSoft technology upgrade and system implementation is on schedule to launch in 
February 2015. ESUP will introduce changes to the Human Resources Management Systems 
(HRMS), Student Services, Financial Systems, the MyU Enterprise Portal, and Management 
Reporting. ESUP is necessary to maintain regulatory compliance and software vendor support for 
the systems; perform mission-critical activities and day-to-day business functions; and position the 
University to leverage new and emerging technologies.  
 
The system-wide program represents an $83.5 million budget allocation and is on budget entering 
the final two months. Since presenting to the Finance Committee in June 2014, the ESUP team has 
completed the build phase (application development) and has executed a structured testing 
strategy. The team recently concluded the second of three major testing phases and fifth of six 
deployment dress rehearsals. The test application is now running on-site on University hardware, 
and operations staff across business and technology units are beginning transition planning 
activities. The team is focused on closing out application defects, preparing for deployment and 
operations transition, and communicating and training the University community. A comprehensive 
end user support strategy is being developed to support University students, faculty, and staff as 
they navigate the transition between legacy and new system processes.  
 
The ESUP team will present a status update, outline deployment and support activities, and discuss 
Board awareness items. 
 
For reference, the program’s scope includes the following technical and business elements: 
 

 This is a report required by Board policy.  



  

 

• Student Service System: This system tracks course offerings, student financial information, 
and academic life. The Student upgrade is required to maintain federal regulatory and tax 
updates; federal SEVIS/Visa updates; and to receive and distribute financial aid.  

 

• Human Resource Management System: This system tracks employment records, benefits 
administration, and payroll processing. New functionality, such as electronic time and labor 
reporting, will also be implemented.  
 

• Finance System: This system tracks and manages the University’s annual budget and 
financial reporting. This component of the program is primarily a technical upgrade with 
only select new features.  

 

• MyU (PeopleSoft Enterprise Portal): The new MyU will be the University-wide interface that 
faculty, staff, and students use to access their systems and data. The new MyU will provide 
intelligent management of content for all users. 
 

• Reporting and Data Management: This element of the Upgrade will bring the current 
business reports (i.e., UM Reports) in line with the integrated technical solution and provide 
the ability to easily access business reports used by faculty and staff.   

 

Background Information 

 

The Resolution related to the Enterprise Systems Upgrade Program was presented to and acted on 
by the Finance and Operations Committee in July 2012. 
 
A presentation titled “Progress Report on Enterprise Systems Management Program” was 
presented to the Board of Regents in June 2013.  
 
A progress report and presentation titled “Enterprise Systems Management Program: Update” was 
presented to the Finance Committee in June 2014. 



Enterprise Systems Upgrade Program

R. Scott Studham, Vice President for Information Technology

Dennis Wenzel, ESUP Executive Program Director



Purpose and Background
Purpose: 
Upgrade outdated University technology platform to maintain regulatory 
compliance, leverage improved tools, reduce on-going modification maintenance, 
and efficiently manage mission-critical business functions. 

Scope: 
Technology and Business upgrade for Finance Systems, Human Resources 
Management Systems, Student Services, Portal (MyU), & Management Reporting.

Impact:  
The new solution will impact all faculty, students and staff.



Status Overview
• Progress! The program team, with the help of hundreds of people across the 

University, has made steady progress on delivering this very large upgrade.

• We are beginning “the third period.” The game is not over… Much of the 
technological heavy lifting is near completion. Now, our focus increasingly will turn 
to communication, change management and user support. 

• Expect more visibility… a few bumps ahead. This upgrade affects thousands of 
users, will be visible (both inside and, potentially, outside the University) and will 
inevitably produce some user frustrations. We are preparing to help faculty 
members, students and staff through this transition. 



Key Accomplishments

• Primary application development activities are complete

• Iterations of functional and system testing have been completed
o Defect resolution in-process
o Additional testing (end-to-end and user acceptance) through December

• Five dry-run deployment cycles have been completed
o One additional scheduled in January as a dress rehearsal for cutover
o Supplemental HR data conversion cycles completed and additional planned



Key Accomplishments

• Utilizing UMN infrastructure several months ahead of original plan

• Transition to operational support underway

• Bolstered Change Management team with additional expertise

• Completed first go/no-go review with Executive Oversight Committee

• Launched first training courses 



DEVELOPMENT TESTING DEPLOYMENT TRANSITION



Financial Summary/Budget

$83.5 million Budget Allocation

o On budget with >$1.2M 
contingency remaining

o Includes all hardware, software, 
maintenance through Go-Live

o Forecast fully resource-loaded 
through 60 days post Go-Live 
(4/30/2015)

 

 

Overall Program by Category (in 000s) 
  

Description Actual 
Forecast to 

End of 
Program 

Total Actual + 
Forecast 

Staffing (Non CedarCrestone) $29,638 $10,539 $40,177 

Equipment and Operations $1,588 $230 $1,818 

Hardware and Software $7,706 $1,178 $8,884 

Partner Staffing and Lab $26,456 $4,975 $31,431 

Total  $65,388  $16,922 $82,310 

Contingency Remaining $1,236 
  



The Cut-over
• Just before the new systems “go live,” there will be a one-to-two week 

period during which some systems will not be available – some will have 
view-only information that is not “live”
o Five dry run cutover cycles have been completed to minimize cutover risks
o Final dry run / dress rehearsal is scheduled for January

• A 60-day Enhanced Support period is planned, including:
o 24x7 command center support for critical issues (first 2 weeks)
o Expanded User Support from call centers, network of business volunteers
o Added training and communication to address issues in near real-time
o Enhanced notifications via new MyU for training and issue sharing 



Awareness Items
• Single Go-Live day for all systems

o Each University faculty, student, and staff will be impacted at once

• Post Go-Live system issues, training questions, changes will cause noise
o This is common in large system deployments
o Although we have an extensive communications program, not all users will 

pay attention or respond

• Cultural change
o There are major business changes taking place at once

• New MyU Portal will be a new access point to all University business



Advance Team Support

Coordinated teams of subject 
matter experts distributed 
throughout the University

o Trained in assisting with issues –
onsite in their departments

o Available to answer questions, 
direct students, faculty, and staff

o ~400 Faculty Go-To, 114 HR 
Stars, 110 RRC, ~125 FCoP





Stay Connected – Learn More
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BOARD OF REGENTS 

DOCKET ITEM SUMMARY 
 

 
 
Finance     December 11, 2014  
 
 
Agenda Item: Report on State of Minnesota 2014-15 Biennial Appropriations & 

Performance Goals 
 

     

 Review  x Review + Action   Action    Discussion  

 
 
 
 
Presenters: Richard H. Pfutzenreuter, Vice President & Chief Financial Officer 
 
 
Purpose & Key Points 
 
Five percent, or approximately $26.5 million, of the University’s FY 2015 appropriation for 
operations and maintenance is conditional based on meeting at least three of five performance 
measures specified in Minnesota Laws 2013, Chapter 99, Article 1, Section 5, Subdivision 3. The 
measures include: 
 

1. Improving graduation rates for low-income students. 
2. Increasing the total number of undergraduate STEM degrees. 
3. Improving graduation rates, more generally. 
4. Decreasing administrative costs by $15 million for FY 2014. 
5. Increasing invention disclosures. 

 
The University is pleased that it successfully achieved all five of the performance measures set forth 
in the statute. Data regarding these performance measures are now available and presented below. 
 
1. Improving Graduation Rates for Low-Income Students 
 

Following the definition used in the Department of Education (IPEDS) completion survey, the 
graduation rates were calculated as the percent of first-time, full-time, degree-seeking freshmen 
who are eligible for Pell grants in their first term of enrollment and beginning in fall semester 
on the Twin Cities campus who graduate with a degree from their campus of entry (Twin Cities) 
by the end of summer term four, five, or six years after entry. For purposes of the performance 
measure, a three-year weighted average of the graduation rates will be calculated, with each 
cohort weighted proportionally to the number of students in the cohort. The target increase 
was a one percent increase in graduation rates for these cohorts of students over the previous 
baselines from two years ago. 

 
 
 

 This is a report required by Board policy.  



Below are the University’s results: 
 

Measure Baseline Target 
Increase 

Target Value Result 

4-year graduation rate 38.9% 1% 39.9% 47.1% 

5-year graduation rate 53.3% 1% 54.3% 60.6% 

6-year graduation rate 56.8% 1% 57.8% 63.1% 

 
2. Increasing the Total Number of Undergraduate STEM Degrees 
 

This performance measure used three-year averages of the University’s official degrees granted, 
as reported by the Office of Institutional Research, counting undergraduate degrees granted by 
the Twin Cities campus in Science, Technology, Engineering, and Mathematics (STEM) fields but 
excluding certificates. The degree fields included: 

• Agriculture, Agriculture Operations, and Related Sciences 

• Natural Resources and Conservation 

• Architecture and Related Services 

• Computer and Information Sciences and Support Services 

• Engineering 

• Engineering Technologies and Technicians 

• Biological and Biomedical Sciences 

• Mathematics and Statistics 

• Physical Sciences 

• Science Technologies/Technicians 

• Health Professions and Related Programs 
 
The University’s results are as follows: 
 

Measure Baseline Target 
Increase 

Target Value Result 

STEM Degrees Granted 2,557 3% 2,634 2,814 

 
3. Improving Graduation Rates, More Generally 
 

Following the definition used on the Office of Institutional Research web site, the graduation 
rates were calculated as the percent of first-time, full-time, degree-seeking freshmen beginning 
in fall semester on any campus in the University of Minnesota system who graduate with a 
degree from a University of Minnesota campus by the end of summer term four or six years 
after entry. These figures differ slightly from more commonly reported graduation rates, which 
do not give credit for starting at one campus within the University system and graduating from 
a different campus within the system. The measure agreed upon here does provide credit for 
those successful graduating students. 
 
The University’s results are as follows: 
 

Measure Baseline Target 
Increase 

Target Value Result 

4-year graduation rate 48.0% 1% 49.0% 52.5% 

5-year graduation rate 65.2% 1% 66.2% 69.5% 

6-year graduation rate 67.8% 1% 68.8% 71.5% 



4. Decreasing Administrative Costs by $15 Million for FY 2014 
 

Classifying administrative costs: 

The University decreased administrative costs by $18.8 million in FY 2014. For purposes of 
this performance measure (and as reported in the FY 2014 approved budget), 
administrative costs are defined as any University unit’s expenses that fall into two of the 
three main expense categories:  Mission Support and Facilities; and Leadership and 
Oversight. Any reallocations impacting the third expense category of Mission Delivery are 
not included in this report. Below is a brief summary of each of the three categories: 
 

1. Direct Mission Delivery: The Direct Mission Delivery category includes expenses for 
people and supplies directly relating to the University’s mission of instruction, 
research, and public service. The salary, benefits, and other costs associated with 
tenured faculty, adjunct instructors, lecturers, clinical professors, extension 
educators, scientists, laboratory technicians, and health science professionals are all 
examples of costs coded to the Direct Mission Delivery category. As noted above, 
decreases in this category are not considered administrative cost reductions. 

2. Mission Support and Facilities: This category of expenses includes the cost for 
people, supplies, and facilities that support the delivery of the mission. Examples of 
expenses that fall into this category include salaries, benefits, and operating costs 
related to non-supervisory staff such as academic advisors, librarians, sponsored 
grant accountants, and public safety officials as well as facility costs. This category of 
expenses is considered administrative in nature. 

3. Leadership and Oversight: The third and final category for expenses includes costs 
related to the leaders and managers of the University, including their associated 
operating costs. Examples of positions falling into this category include executive 
leadership (President, Vice Presidents, Chancellors, etc.), academic leadership 
(Deans, Associate Deans, etc.), program and department directors, supervisors, and 
managers. This category of expenses is also considered administrative in nature. 
 

A detailed list of the reductions is included as an attachment: FY 2014 Reallocation of 
Administrative Expenses.  The report classifies information by unit, item, and reallocation 
amount. 

 

Summary data: 

The University decreased administrative costs by $18.8 million in two major areas: staffing 
changes; and operating reductions. Below is summary information for each of these areas. 
Additional details for each of the reallocations follow in the attachment. 
  

• Savings Due to Staffing Changes: $11.4 Million 
Approximately 61 percent of the reallocations were realized through changes in 
staffing, including both position eliminations and other reductions leading to 
reduced spending on salaries and benefits. Examples include instances in which the 
units eliminated administrative positions or reduced the cost of such positions 
through attrition, reorganization, termination, consolidation of staff under a single 
unit from multiple units, movement towards part-time staff, and hiring replacement 
staff at a lower salary than their predecessor. In some cases, restructuring leading to 
productivity gains or new efficiencies allowed for elimination of positions with little 
impact on service levels or business outcomes. In other cases, the loss of positions 
will impact service and output. 

 
 



• Savings Due to Operating Reductions: $7.4 Million 
Operating reductions made up the remaining 39 percent of the reallocations. 
Examples of reallocations in this category include: moving to less expensive space; 
improving energy efficiency; and scaling back operating expenses for equipment, 
travel, professional development, and supplies.   

 
Conclusions and final comments:   

The University decreased administrative costs for FY 2014 by approximately $18.8 million. 
Therefore, performance measure four has been met. The reallocations occurred across the 
University system, including approximately $11.8 million (63 percent) in administrative 
reductions within the academic units and approximately $7.0 million (37 percent) in 
reallocations in system support units.   
 
The University’s FY 2014 annual operating budget was balanced through a variety of 
actions, one of which was implementation of the reallocations detailed in this report. An 
increase in tuition revenue from nonresident, graduate and professional rates; modest 
increases in other revenue sources; and some reasonable reallocations within direct 
mission activities supplemented this $18.8 million of reallocation in administrative cost. 
Combined, these resource changes and expenditure reductions covered cost increases 
related to compensation, facilities, contracts, etc. and allowed for investments in student aid 
and academic program priorities.   

 
5. Increasing Invention Disclosures 
 

In order to adequately protect the intellectual property rights of the faculty, staff, and the 
University as a whole, Board of Regents Policy: Commercialization of Intellectual Property Rights 
directs researchers to report and disclose any inventions or original creations that they believe 
have commercial or public value. This policy protects the University's intellectual property (i.e., 
inventions or software) and helps ensure that the University (and, as applicable, the individual) 
is complying with reporting requirements based on government funding and external 
sponsored research agreements. Data collection is coordinated by the University’s Office for 
Technology Commercialization, and the number of disclosures is reported to the Board of 
Regents annually as part of the report from the Vice President for Research.  
 
The University’s results are as follows: 
 

Measure Baseline Target 
Increase 

Target Value Result 

Invention Disclosures 331 3% 341 343 

 
 
Background Information 
 
In July 2013, the Board of Regents reviewed and approved the Memorandum of Understanding with 
the Minnesota Office of Higher Education regarding the Performance Measures for the University of 
Minnesota in Minn. Laws 2013, Chapter 99. The Board also reviewed and approved the FY 2015 
annual operating budget for the University in June 2014 with the understanding that five percent of 
the state appropriation included in that budget was contingent on achieving the performance 
measures as outlined in this report. 
 
 
 



President’s Recommendation 
 
The President recommends approval of the performance data and corresponding narrative 
descriptions to be reported to the State of Minnesota in response to the requirements under 
Minnesota Laws 2013, Chapter 99, Article 1, Section 5, Subdivision 3. 



FY 2014 Reallocation Summary 

 
OVERVIEW 
Five percent, or approximately $26.5 million, of the University’s fiscal year 2015 appropriation for operations 
and maintenance is conditional based on meeting at least three of five performance measures specified in 
Minnesota Laws 2013, Chapter 99, Article 1, Section 5, Subdivision 3.  The requirements include: 
 

1. Improving graduation rates for low-income students; 
2. Increasing the total number of undergraduate STEM degrees; 
3. Improving graduation rates, more generally; 
4. Decreasing administrative costs by $15 million for fiscal year 2014; and 
5. Increasing invention disclosures. 

 
This report provides detailed information on how the University has decreased administrative costs by over 
$15 million for fiscal year 2014 thereby meeting performance measure four.   
 
CLASSIFYING ADMINISTRATIVE COSTS 
The University decreased administrative costs by $18.8 million in fiscal year 2014.  For purposes of this 
performance measure (and as reported in the fiscal year 2014 approved budget), administrative costs are 
defined as any University unit’s expenses that fall into two of the three main expense categories:  Mission 
Support and Facilities; and Leadership and Oversight.  Any reallocations impacting the third expense category 
of Mission Delivery are not included in this report.  Below is a brief summary of each of the three categories: 
 

1. Direct Mission Delivery:  The Direct Mission Delivery category includes expenses for people and 
supplies directly relating to the University’s missions of instruction, research, and public service.  The 
salary, benefits, and other costs associated with tenured faculty, adjunct instructors, lecturers, 
clinical professors, extension educators, scientists, laboratory technicians, and health science 
professionals are all examples of costs coded to the Direct Mission Delivery category.  As noted 
above, decreases in this category are not considered administrative cost reductions. 

2. Mission Support and Facilities:  This category of expenses includes the cost for people, supplies, and 
facilities that support the delivery of the mission.  Examples of expenses that fall into this category 
include salaries, benefits, and operating costs related to non-supervisory staff such as academic 
advisors, librarians, sponsored grant accountants, and public safety officials as well as facility costs.   
This category of expenses is considered administrative in nature. 

3. Leadership and Oversight:  The third and final category for expenses includes costs related to the 
leaders and managers of the University, including their associated operating costs.  Examples of 
positions falling into this category include executive leadership (President, Vice Presidents, 
Chancellors, etc.), academic leadership (Deans, Associate Deans, etc.), program and department 
directors, supervisors, and managers.  This category of expenses is also considered administrative in 
nature. 

 
REPORTING REQUIREMENTS 
Minnesota Laws 2013 specified that the Board of Regents and the Minnesota Office of Higher Education (OHE) 
must agree on the specific calculations and definitions related to the performance measures noted above.  The 
Board of Regents and OHE developed a memorandum of understanding (MOU), Performance Measures for 
University of Minnesota in Minn. Laws 2013, Chap. 99, during the summer of 2014 to meet this requirement.   
 
 
 



FY 2014 Reallocation Summary 

On page four, this MOU states: 
 

For the purposes of the performance measures, the University will provide a list of expenditure 
reductions implemented in FY 14 (identifying unit, item, and $ amount) totaling at least $15 
million, that are not directly mission related (i.e. instruction, research, or public service) and that 
do not include reductions to scholarships and fellowships.  Allowable administrative reductions 
will be recurring expenditures eliminated by the end of FY 14 and beyond that fall in the 
remaining, non-mission functional areas. 

 
The functional areas include administrative costs that fall into the Mission Support and Facilities as well as the 
Leadership and Oversight categories discussed above.  A detailed list of the reductions is included in the 
attachment:  FY 2014 Reallocation of Administrative Expenses.  The report classifies information by unit, item, 
and reallocation amount. 
 
SUMMARY DATA 
The University decreased administrative costs by $18.8 million in two major areas:  staffing changes; and 
operating reductions.  Below is summary information for each of these areas.  Additional details for each of the 
reallocations follow in the attachment. 
  
Savings Due to Staffing Changes:  $11.4 Million 
Approximately 61 percent of the reallocations were realized through changes in staffing, including both 
position eliminations and other reductions leading to reduced spending on salaries and benefits.  Examples 
include instances in which the units eliminated administrative positions or reduced the cost of such positions 
through attrition, reorganization, termination, consolidation of staff under a single unit from multiple units, 
movement towards part-time staff, and hiring replacement staff at a lower salary than their predecessor.  In 
some cases, restructuring leading to productivity gains or new efficiencies allowed for elimination of positions 
with little impact on service levels or business outcomes.  In other cases, the loss of positions will impact 
service and output. 
 
Savings Due to Operating Reductions:  $7.4 Million 
Operating reductions made up the remaining 39 percent of the reallocations.  Examples of reallocations in this 
category include: moving to less expensive space; improving energy efficiency; and scaling back operating 
expenses for equipment, travel, professional development, and supplies.   
   
CONCLUSIONS AND FINAL COMMENTS   
The University decreased administrative costs for fiscal year 2014 by approximately $18.8 million.  Therefore, 
performance measure four has been met.  The reallocations occurred across the University system, including 
approximately $11.8 million (63 percent) in administrative reductions within the academic units and 
approximately $7.0 million (37 percent) in reallocations in system support units.   
 
The University’s fiscal year 2014 annual operating budget was balanced through a variety of actions, one of 
which was implementation of the reallocations detailed in this report.  An increase in tuition revenue from 
nonresident, graduate and professional rates; modest increases in other revenue sources; and some 
reasonable reallocations within direct mission activities supplemented this $18.8 million of reallocation in 
administrative cost.  Combined, these resource changes and expenditure reductions covered cost increases 
related to compensation, facilities, contracts, etc. and allowed for investments in student aid and academic 
program priorities.   
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FY 2014 Reallocation of Administrative Expenses
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Reallocated
Reallocations by Unit Amount

1 Academic Affairs and Provost
2 Eliminated Vice Provost for Distributed Education 63,000                     
3 Eliminated administrative support staff position and supplies 70,931                     
4 Sub-Total:  Academic Affairs and Provost 133,931                  
5

6 Academic Health Center (AHC) Shared
7 Reduced maintenance costs for the MN Molecular and Cellular Therapeutics building 10,000                     
8 Utilized students instead of techs for the Biological Materials Procurement 10,000                     
9 Network (BioNet)

10 Closed the Office of Education's Learning Commons and eliminated web developer, 400,000                  
11 technical support, project manager, and educational specialist positions
12 Eliminated administrative support staff in Community Based Education 25,000                     
13 Reduced general operating costs (non-mission) throughout the Academic Health Center 152,000                  
14 Reduced full-time administrative staff in the Center for Spirituality and Healing 15,000                     
15 Sub-Total:  Academic Health Center 612,000                  
16

17 Auxiliary Services
18 Reduced funding for non-motorized transportation services 9,000                       
19 Eliminated full-time dining management staff positions 279,577                  
20 Revamped dining hood system and generated energy savings 230,000                  
21 Eliminated two printing positions 141,329                  
22 Reduced bindery staff hours by 10 percent 18,427                     
23 Moved the U-Card office to a less expensive space 7,000                       
24 U Market Services (purchasing) savings on item cost and shipping from negotiation of 1,960,000               
25 new contracts and elimination of service charges
26 U Market Services procurement process redesign and efficiencies 1,250,000               
27 Sub-Total:  Auxiliary Services 3,895,333               
28

29 College of Biological Sciences
30 Eliminated director position 152,000                  
31 Merged accounting operations into a single unit on St. Paul campus and eliminated two 125,000                  
32 administrative support positions
33 Hired a new director at a lower salary 20,000                     
34 Consolidated services under the Office of Information Technology 60,000                     
35 Restructured manager position and hired a different position type 27,658                     
36 Sub-Total:  College of Biological Sciences 384,658                  
37

Administrative expenses are defined as those falling into two main expenditure categories tracked and monitored at the 
University:  Mission Support and Facilities; and Leadership and Oversight .  Changes in expenditures related to the 

direct delivery of the University's missions (instruction, research, and public service) are not included on this list.



University of Minnesota
FY 2014 Reallocation of Administrative Expenses

2 of 6
11/26/2014

Reallocated
Reallocations by Unit Amount

Administrative expenses are defined as those falling into two main expenditure categories tracked and monitored at the 
University:  Mission Support and Facilities; and Leadership and Oversight .  Changes in expenditures related to the 

direct delivery of the University's missions (instruction, research, and public service) are not included on this list.

38 Capital Planning and Project Management
39 Reduced general operating expenses 11,000
40 Eliminated outside vendor fees related to architect and contractor evaluations 100,000
41 Sub-Total:  Capital Planning and Project Management 111,000                  
42

43 Carlson School of Management
44 Eliminated three administrative support positions within two offices:  Information 323,530                  
45 Technology and Venture Enterprise
46 Reduced a Human Resources position from full-time to part-time 19,750                     
47 Reduced general operating expenses (non-mission) 154,345                  
48 Sub-Total:  Carlson School of Management 497,625                  
49

50 College of Continuing Education
51 Eliminated a director position by combining two departments 140,917                  
52 Eliminated four administrative support positions through attrition and termination 320,450                  
53 Closed the New Media Group and eliminated an administrative support position 109,134                  
54 Sub-Total:  College of Continuing Education 570,501                  
55

56 Controller's Office
57 Eliminated an accountant position in Treasury, changed an Executive 90,000                     
58 Accounting Specialist position to a 75 percent appointment, and salary savings
59 Sub-Total:  Controller's Office 90,000                    
60

61 School of Dentistry
62 Eliminated administrative support positions through attrition 277,000                  
63 Sub-Total:  School of Dentistry 277,000                  
64

65 College of Design
66 Reduced general operating expenses (non-mission) 118,600                  
67 Eliminated recurring facilities budget 34,700                     
68 Eliminated student worker positions 7,200                       
69 Reduced an administrative staff support position by 20 percent 3,400                       
70 Sub-Total:  College of Design 163,900                  
71

72 College of Education and Human Development
73 Eliminated administrative support positions through restructuring centers 152,527                  
74 Reduced general operating expenses (non-mission) through restructuring centers 81,389                     
75 Sub-Total:  College of Education and Human Development 233,916                  
76

77 Facilities Management
78 Eliminated positions by restructuring services over a multi-year timeframe, including 597,000                  
79 decreasing the number of districts, contracting out elevator services, and  
80 restructuring building cleaning services
81 Sub-Total:  Department of Facilities Management 597,000                  
82
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direct delivery of the University's missions (instruction, research, and public service) are not included on this list.

83 Office of General Counsel
84 Reduced the number of purchased legal publications 3,000                       
85 Reorganized staff, hired replacement staff at a lower salary, and did not fill a vacancy 21,000                     
86 Sub-Total:  Office of General Counsel 24,000                    
87

88 Global Programs and Strategy Alliance
89 Reduced non-capital equipment expenses 20,000                     
90 Reduced travel expenses 23,000                     
91 Sub-Total:  Global Programs and Strategy Alliance 43,000                    
92

93 Graduate School
94 Reorganized staff and eliminated .8 of an info technology professional position 36,000                     
95 Sub-Total:  Graduate School 36,000                    
96

97 Office of the Vice President for Health Sciences
98 Eliminated an open special assistant position 89,000                     
99 Reduced finance staffing by .5 positions through retirements 50,000                     

100 Sub-Total:  Office of the Vice President for Health Sciences 139,000                  
101

102 Human Resources
103 Eliminated staff position in communications 69,000                     
104 Sub-Total:  Human Resources 69,000                    
105

106 Humphrey Institute of Public Affairs
107 Hired replacement staff for one associate dean and two administrative positions at 145,939                  
108 lower salaries
109 Eliminated two administrative support positions 121,330                  
110 Sub-Total:  Humphrey Institute of Public Affairs 267,269                  
111

112 Office of Information Technology
113 Eliminated 25 positions through efficiency gains from restructuring data/voice services 1,998,471               
114 Reduced capital and operating expenses from restructuring data/voice services 1,562,362               
115 Sub-Total:  Office of Information Technology 3,560,833               
116

117 Office of Internal Audit
118 Hired replacement staff at a lower salary 30,000                     
119 Sub-Total:  Office of Internal Audit 30,000                    
120

121 Law School
122 Eliminated information technology staff by utilizing central Office of Information 80,897                     
123 Technology services to manage existing servers
124 Reduced director position to part-time by partnering with another unit to share a position 60,415                     
125 Positions (non-mission) held open for reevaluation 327,342                  
126 Sub-Total:  Law School 468,654                  
127
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128 College of Liberal Arts
129 Eliminated finance, human resources, and support positions 423,267                  
130 Reduced general operating expenses (non-mission) 60,000                     
131 Sub-Total:  College of Liberal Arts 483,267                  
132

133 Libraries
134 Eliminated five positions:  three from the reference/circulation desk consolidation; 308,000                  
135 and two managers
136 Sub-Total:  Libraries 308,000                  
137

138 Medical School
139 Moved out of leased space 610,000                  
140 Eliminated a director position and a chief administrative officer position 554,000                  
141 Sub-Total:  Medical School 1,164,000               
142

143 College of Pharmacy
144 Reduced general operating expenses (non-mission) 30,000                     
145 Restructured administrative support functions through retirements and reduced 20,000                     
146 positions from full-time to part-time and/or lowered salaries
147 Eliminated a senior administrative position by utilizing existing faculty 200,607                  
148 Sub-Total:  College of Pharmacy 250,607                  
149

150 Office of the President
151 Reduced position at Eastcliff from full-time to part-time 23,000
152 Restructured positions in compliance and lowered staffing costs 8,000
153 Reduced federal operations and reduced the salary of a vacant position 12,000
154 Reduced faculty athletic representative travel and supplies for the University Senate 6,000
155 Sub-Total:  President's Office 49,000                    
156

157 School of Public Health
158 Eliminated positions through phased retirements and lay-offs, including an associate 293,642                  
159 dean, receptionist, coordinator, two administrative specialists, and accountant 
160 Reduced information technology costs by partnering with another unit to share a position 20,000                     
161 Sub-Total:  School of Public Health 313,642                  
162

163 Public Safety
164 Restructured University of MN Police Department services to reduce operating costs 32,000
165 Eliminated student monitor in the West Bank Office Building 45,000
166 Sub-Total:  Department of Public Safety 77,000
167

168 Office of the Vice President for Research
169 Eliminated the administration funds for the Biocatalysis Initiative 100,000                  
170 Hired replacement staff at a lower salary 32,000                     
171 Eliminated the budget for emerging technologies under high performance computing 94,000                     
172 operations and reduced expenditures on equipment purchases
173 Reduced general operating expenses (non-mission) for the Institute on the Environment 43,000                     
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174 and the Center for Transportation Studies
175 Reduced administrative staff time related to inspections 34,700                     
176 Reduced administrative staff time by increasing collaborative agreements with other 8,000                       
177 institutions
178 Reduced administrative staff time by streamlining and standardizing the materials 75,000                     
179 transfer process
180 Reduced administrative staff time by changing required training to an online format 25,000                     
181 Reduced administrative staff time by eliminating redundant requirements related to 125,000                  
182 controlled substances in research
183 Reduced administrative staff time related to effort reporting 100,500                  
184 Sub-Total:  Office of the Vice President for Research 637,200                  
185

186 Office of Student Affairs
187 Reduced general operating expenses for student support activities 29,000                     
188 Sub-Total:  Office of Student Affairs 29,000                    
189

190 Office for System Academic Administration
191 Eliminated the Senior Vice President, administrative support staff, and student workers 830,250                  
192 Eliminated operating, facility, and other associated costs for the Office 86,366                     
193 Sub-Total:  Office for System Academic Administration 916,616                  
194

195 Office of Undergraduate Education
196 Eliminated a One-Stop counselor 55,000                     
197 Sub-Total:  Office of Undergraduate Education 55,000                    
198

199 Office of University Budget and Finance
200 Reduced general operating expenses for the Office of Real Estate 24,000                     
201 Sub-Total:  Office of University Budget and Finance 24,000                    
202

203 University Health and Safety
204 Eliminated the Assistant Director of Environmental Compliance 42,000                     
205 Sub-Total:  University Health and Safety 42,000                    
206

207 University of Minnesota Duluth
208 Eliminated the Vice Chancellor for Advancement 143,996                  
209 Eliminated administrative support positions within Continuing Education 96,700                     
210 Eliminated a technology position for Student Life 46,216                     
211 Eliminated facilities management staff 558,668                  
212 Reduced facilities management staff work hours 29,132                     
213 Reduced rehabilitation and replacement budgets 105,000                  
214 Reduced general operating expenses (non-mission) 201,353                  
215 Hired information technology replacement managers at a lower salary 81,137                     
216 Eliminated administrative support positions in various support units 182,177                  
217 Sub-Total:  University of Minnesota Duluth 1,444,379               
218
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219 University of Minnesota Morris
220 Hired replacement administrative support staff at a lower salary 175,733                  
221 Eliminated two administrative support staff through attrition 105,869                  
222 Sub-Total:  University of Minnesota Morris 281,602                  
223

224 University of Minnesota Rochester
225 Eliminated one graduate program director 72,903                     
226 Reduced general operating expenses (non-mission) 37,097                     
227 Sub-Total:  University of Minnesota Rochester 110,000                  
228

229 University Relations
230 Reduced general operating expenses 31,000
231 Reduced technology support 10,000
232 Sub-Total:  University Relations 41,000
233

234 University Services
235 Eliminated a director position and replaced with an analyst position 14,000                     
236 Reduced general operating expenses and technology reserve 35,000                     
237 Sub-Total:  University Services 49,000                    
238

239 College of Veterinary Medicine
240 Eliminated three administrative support positions 147,300                  
241 Reduced general operating expenses (non-mission) 130,000                  
242 Sub-Total:  College of Veterinary Medicine 277,300                  
243

244 Total Reallocations 18,757,233    
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Minnesota Laws 2013, Chapter 99

• Five percent ($26.5 million) of the FY 2015 Operations and 
Maintenance appropriation is conditional

• Five performance measures specified in session law

1. Improve graduation rates for low-income students

2. Improve graduation rates, more generally

3. Increase the total number of undergraduate STEM degrees

4. Increase invention disclosures

5. Decrease administrative costs by $15 million for fiscal year 2014
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Graduation Rate Measures

Calculations

• Graduation required four, five, or six years after entry
• Three-year weighted average
• Target increase of one percent within each population group over baseline 

measure two years previous.

Two Populations

• Low-Income Students:  First-time, full-time, degree seeking freshman on the 
Twin Cities campus who are Pell grant eligible

• General Population:  First-time, full-time, degree seeking freshman from all 
University of Minnesota campuses
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STEM Degrees and Invention Disclosures

Undergraduate STEM Degrees

• Degrees in 11 fields included within the STEM definition
• Three-year average
• Target increase of three percent over baseline measure two years previous

Invention Disclosures

• Reporting required by University 
• Policy protects University’s intellectual property and compliance with 

reporting requirements
• Coordinated by the Office for Technology Commercialization
• Target increase of three percent
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Administrative Cost Reduction – Target $15m

Direct Mission 
Delivery

The expenses of the 

‘doers’ of the 

mission

Mission Support & 
Facilities

The expenses to 

‘support’ the 

delivery of mission 

activities

Leadership & 
Oversight

The expenses for the 

‘leadership, 

direction, control 

and management’ 

of the mission

Included Not Included

Last spring reported an estimated $15.6 
million achieved ---
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FY 2014 Administrative Cost Reduction:  $18.8 Million

Savings from Staffing Changes

• $11.4 million; 61 percent of the reductions
• Position eliminations and other types of staffing changes

Savings from Operating Reductions

• $7.4 million; 39 percent of the reductions
• Reduced spending on operations (e.g. moving to less expensive space; improving 

energy efficiency; scaling back equipment, travel, professional dev., supplies etc.).  

Consistent with President’s goal to redirected these savings to enhance our mission 
activities, stem the overall growth in the net cost to attend the University of Minnesota, and 
meet inflationary cost pressures as identified in the overall budget framework. 



University of Minnesota Performance Measures
Measure Baseline

Target
Increase

Target Value Result Status

Increase Twin Cities Low-Income (Pell) Undergraduate Graduation Rates

4-year rate 38.9% 1% 39.9% 47.1% ACHIEVED

5-year rate 53.3% 1% 54.3% 60.6% ACHIEVED

6-year rate 56.8% 1% 57.8% 63.1% ACHIEVED

Increase Twin Cities Baccalaureate STEM Degrees Awarded

Degrees 2,557 3% 2,634 2,814 ACHIEVED

Increase System-wide Undergraduate Graduation Rates

4-year rate 48.0% 1% 49.0% 52.5% ACHIEVED

5-year rate 65.2% 1% 66.2% 69.5% ACHIEVED

6-year rate 67.8% 1% 68.8% 71.5% ACHIEVED

Decrease System-wide Administrative Costs

Admin. costs NA NA ($15M) ($18.8M) ACHIEVED

Increase Invention Disclosures

Disclosures 331 3% 341 343 ACHIEVED
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Presenters: Richard H. Pfutzenreuter, Vice President & Chief Financial Officer 
 
 

Purpose & Key Points 

 

General Contingency 
 
The purpose of this item is to seek approval for allocations from General Contingency greater than 
$250,000. 
 

• There are no items requiring approval this period. 
 
Purchase of Goods and Services $1,000,000 and Over 
 
The purpose of this item is to seek approval for purchases of goods and services of $1,000,000 and 
over. 

• To HealthPartners Administrators, Inc. for the estimated amount of $12,702,141 for 

administering self-funded medical insurance coverage and to provide stop loss insurance for 

Twin Cities and Duluth graduate assistants, residents, fellows, and interns for an initial contract 

for a two-year period, with four one-year options to renew for the University of Minnesota 

Office of Human Resources Employee Benefits and Office of Student Health Benefits. These 

services are funded on an annual basis through the University and participant contributions.  

Vendor was selected through a competitive process. 

• To Illumina, Inc. for $5,000,000 for manufacturer reagents and instrumentation service 

agreements as needed for the period of December 15, 2014, through June 30, 2016, for the 

Genomics Department core facility, University of Minnesota Genomics Center (UMGC). The 

reagents from Illumina will be purchased with departmental funds. As an Internal Service 

Organization (ISO), UMGC will order reagents as needed for expression, genotyping, and next-

generation sequencing projects provided to University researchers. See enclosed 

documentation regarding basis for vendor selection. 

 This is a report required by Board policy.  



  

 

• To Oracle Corporation for $21,474,400 for all current Oracle products for support and 

maintenance for the period December 15, 2014, through May 30, 2020, for the Office of 

Information Technology (OIT). OIT funds these product support and software updates to ensure 

continuous operation of mission critical functions. The expense will be covered from OIT’s 

central O&M funds.  The FY 2015 budget includes planning and funding for this expense.   

• To ServiceNow.com for an estimated $1,200,000 for an online IT service management tool with 

1,050 licenses, and support and maintenance for the period June 20, 2014, through June 19, 

2016, for the Office of Information Technology (OIT). OIT funds this subscription, product 

support and software updates to ensure continuous operation of mission critical functions. The 

expense will be covered from OIT’s central O&M funds. The FY 2015 budget includes planning 

and funding for this expense. Vendor was selected through a competitive process. 

• To UnitedHealthCare Global (formerly FrontierMEDEX) for the estimated amount of $1,310,520 

for medical, natural disaster and political evacuation coverage for UPlan participants, residents, 

fellows, interns, graduate assistants and students for an initial contract period of one year with 

five one-year options to renew for the University of Minnesota Office of Human Resources 

Employee Benefits and Office of Student Health Benefits. These services are funded on an 

annual basis through the University and participant contributions. Vendor was selected through 

a competitive process. 

 
Background Information 

 

Approvals are sought in compliance with Board of Regents Policy as follows: 

• General Contingency: Reservation and Delegation of Authority, Sec.VII, Subd. 1. 

• Purchase of Goods and Services $1,000,000 and Over: Reservation and Delegation of 

Authority, Sec.VII, Subd. 6 
 
President’s Recommendation 

 
The President recommends approval of the Consent Report. 



General Contingency
Fiscal Year 2014-15

 

Recipient Allocation Balance Purpose

1 FY2015 General Contingency $1,000,000

2 Carryforward from FY2014 into FY2015 785,396 1,785,396

3 VP University Services * 500,000 1,285,396 UMarket Logistics Dock

4 VP University Services * 250,000 1,035,396 U Relations Space Remodel

5 VP University Services (85,000) 1,120,396 U Market Sprinkler System (return of unused funds)

6 College of Liberal Arts 25,000 1,095,396 Human Rights Program

7 Office of Public Safety * 271,300 824,096 PSECC Radio Technology

8 Environmental Health & Safety 200,000 624,096 UMore GUE Additional Investigation & Response Action Plan

9 New items this reporting period:

VP University Services 150,000 474,096 UM Morris Biomass (Scope 1)

10 FY 2014-15 Ending Balance 474,096

               * Subject to Board approval due to cost of $250,000 or more FY15 r. 2014 Dec
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 Review   Review + Action   Action   X Discussion  

 
 
 
 
Presenters: Richard H. Pfutzenreuter, Vice President & Chief Financial Officer 
 
 
Purpose & Key Points 

 

Quarterly Investment Advisory Committee Update 
 
The purpose of this item is to provide the Board of Regents with a summary of the quarterly 
meeting of the Investment Advisory Committee (IAC) held on November 12, 2014. 
 
Associate Vice President and Chief Investment Officer Stuart Mason began by introducing Andrew 
Parks as a new portfolio manager and Jakob Widmark as a senior investment analyst. Parks and 
Widmark both recently joined the Office of Investments & Banking (OIB) team after managing the 
pension and defined contribution assets at Alliant Techsystems, Inc. 
 
Mason noted that the market value of the Consolidated Endowment Fund (CEF) had declined over 
the last quarter by $2.7 million, but had grown by $160.0 million over the past year, to a September 
30, 2014 total of $1,269.8 million. He reviewed the quarterly performance for CEF, noting that the 
0.45% increase was 0.50% above the custom benchmark. The 12-month performance of 16.53% 
was 5.36% above the same custom benchmark. The most significant contributor to outperformance 
for the year and for the quarter was the Private Capital portfolio as 2013 and 2014 experienced 
very significant M&A and public market exits driving up valuations across the entire private market 
portfolio. 
 
Mason presented materials to support the recommendation to commit $10 million to the Brazil-
based Monashees Venture Capital Fund VII. Monashees is one of the oldest and most highly 
respected firms in Latin America for making seed and early-stage, Silicon Valley-style venture 
investments. Committee members discussed the markets in Brazil, given the very slow growth and 
difficult political environment that has caused a depreciating currency and rising inflation and 
interest rates. Members expressed some level of concern about the lack of exits for smaller 
company investments over the past several years. Mason offered several reasons for improving 
conditions within Brazil and also discussed the recent investments by leading US-based venture 
funds that are skilled at providing exit opportunities. Following additional discussion about the 
quality of the investment team, and the focus on very high growth market segments such as 

 This is a report required by Board policy.  



  

 

marketplaces, Software-as-a-Service, and Big Data, the committee members approved the 
recommendation unanimously. 
 
Parks presented materials to support the recommendation to commit $25 million to the Black 
Diamond Opportunity Fund IV, a control distressed strategy with a focus on gaining control of 
companies through the purchase and subsequent restructuring of debt and ancillary transactions. 
Committee members discussed the sizing of this investment relative to other distressed managers 
and were comfortable with Black Diamond Capital Management, in part because of the track record 
of excellent returns in the University’s previous investments. Committee members then approved 
the recommendation unanimously. 
 
Vitali Datsenko, OIB portfolio manger, summarized the current status of negotiations with the 
approved hedge fund manager regarding the fund-of-one Investment Management Agreement. He 
indicated the expectation of completing the documentation in the following few days so as to allow 
several of the selected hedge funds to be funded by the December 1, 2014 target date. 
 
Mason briefly discussed priority initiatives for calendar year 2015, highlighting a plan to re-
underwrite several asset classes by creating a strategic roadmap or white paper describing the 
opportunity set and the macro economic factors that made each asset class relevant and attractive. 
He also indicated that other priorities included enhancing risk management capabilities and 
liquidity modeling processes, developing a stock distribution policy, and completing a custodian 
RFP search process. 
 
Mason referred briefly to the Quarterly Asset Management Report, noting that other portfolios such 
as the Temporary Investment Pool, the Group Income Pool, and RUMINCO reserves all are above 
their respective benchmarks for longer-term periods, and that all portfolios are very much in 
balance relative to their specific asset allocation guidelines. 
 
Quarterly Asset Management Report 
 

• The invested assets of the University totaled approximately $2.7 billion on September 30, 2014. 

• The Consolidated Endowment Fund (CEF) value as of September 30, 2014, was $1,269.8 
million, a decrease of $2.7 million over the last quarter. The total investment return for CEF was 
up 0.45% over the last 3 months compared to a benchmark return of -0.05%. 

• The investment return for CEF exceeded the benchmark through outperformance in all of the 
underlying asset classes except for Private Capital. The primary contributor was the Inflation 
Hedges portfolio, which was up 2.9% vs. its specific benchmark of -0.9%.  

• The market value of the short term reserves (TIP) was $1,191.6 million as of September 30, 
2014. This was an increase of $137.0 million over the quarter. The investment return on the 
portfolio over the last 3 months was 0.1% compared to a benchmark return of 0.0% due largely 
to the effect of a longer duration in the portfolio. The increase in value was largely due to timing 
of the receipt of tuition payments as part of the University’s normal business cycle.   

 



Quarterly Asset Management Report 
September 30, 2014 

Stuart Mason, Chief Investment Officer 
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Overview – All Funds 
OIB Managed Funds ($ millions) Sep ‘14 June ‘14 June ‘13 June ‘12 June ‘11 

Consolidated Endowment Fund (CEF) $   1,269.8 $   1,272.5 $   1,079.7 $     977.6 $     956.8 

Long-Term Reserves (GIP) 47.1 45.9 46.4 44.7 44.3 

Short-Term Reserves (TIP) 1,191.6 1,054.6 1,031.4 972.2 824.9 

RUMINCO Ltd. 41.7 39.2 35.8 32.6 32.3 

Invested Assets Related to Indebtedness 191.0 66.9 87.0 189.7 181.9 

Total Managed Assets 2,741.2 2,479.1 2,280.3 2,216.8 1,963.5 

Other Funds ($ millions) Sep ‘14 June ‘14 June ‘13 June ‘12 June ‘11 

U of M Foundation Fund 1,935.5 1,928.2 1,610.0 1,560.1 1,564.4 

Faculty Retirement Plans 4,750.0 4,769.7 4,199.8 3,807.9 3,709.3 



CEF Review 

Investment Policy Objectives: 

1. Maintain Inflation Adjusted Endowment Value 

2. Acceptable Risk Parameters 

3. Stable Distributions 
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CEF Endowment Performance Growth of $1 since June 30, 1990 

Investment Objective* CEF Actual

Maintain Inflation-Adjusted Value 

* CPI plus payout plus actual expenses (calculated quarterly) 
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CEF*

Benchmark**

70/30

Benchmark***

L-T Target

Return

10 YR 

Maintain Inflation-Adjusted Value 

Q3 2014 outperformance driven primarily by the following: 

• Strategic overweight and outperformance by emerging markets managers 

• Outperformance (383 bps) by inflation hedging managers 

* Net of Manager Fees 

** Benchmark: CEF Custom Index 

*** Benchmark: 70% MSCI ACWI  IMI / 30% Barclay’s Capital Aggregate 
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Fiscal Year Performance* Comparison 

CEF CEF Benchmark** 70/30 Benchmark***

Current OIB management hired and began 

actively diversifying portfolio into venture 

capital, energy, private equity, and private 

Public equity declined significantly, shifting 

allocation toward illiquid alternatives and restricted 

ability to rebalance when stocks rallied. Private real 

estate valuations declined significantly 

Portfolio illiquidity and focus on 

a safety net of fixed income 

reserves limited upside capture 

Private investment portfolios provided 

significant liquidity for rebalancing into 

public equity and risk mitigating fixed 

income 

Maintain Inflation-Adjusted Value 

* Net of Manager Fees 

** Benchmark: CEF Custom Index 

*** Benchmark: 70% MSCI ACWI IMI / 30% Barclay’s Capital Aggregate 



Sector vs. Benchmark Returns 
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CEF* Benchmark**
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Maintain Inflation-Adjusted Value 

* Net of Manager Fees 

** Components of CEF Custom Index 



Definition: Liquidity is a measure of 

assets that can be sold at 

reasonable prices within one year. 

Higher levels of liquidity enable 

timely rebalancing and responses to 

new opportunities 

 

Target: Within a target range of 30 

to 40% invested in illiquid assets. 

Illiquid assets market value plus 

unfunded commitments should not 

exceed 55% 

 

Strategy: Reduce illiquid 

investments to 35-40% of the 

overall portfolio during FY 2015 
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Liquidity Transition Plan 
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Endowment Liquidity 
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Acceptable Risk Parameters 



Top 10 Managers 

Manager Total Market Value ($M) % of Total Fund 

Blackrock* 265.1 21.0 

TCW 91.4 7.2 

Parametric Clifton 65.0 5.1 

Goldman Sachs 63.5 5.0 

Acadian 51.3 4.0 

Emergence 46.2 3.6 

Reams 35.2 2.8 

Lazard 34.5 2.7 

Pembroke 31.8 2.5 

PineBridge 28.9 2.3 

Definition: Maintain concentration 

in managers and funds at 

appropriate levels 

 

Target: No individual fund > 10%, 

no manager > 20% 

 

Strategy: Closely monitor large core 

positions and adjust holding size to 

maintain compliance with targets 

* Blackrock investment consists of three funds, the largest of 

which is a Russell 1000 index fund at 10.7% of the endowment 

Acceptable Risk Parameters 
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TIP Review 
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TIP – Fund Performance* 
Market Value: $1,191.6M 

Q3 2014 outperformance driven primarily by: 

• Longer portfolio duration relative to benchmark 

* Performance is net of manager fees and excludes balances at Wells Fargo and US Bank used to offset banking fees 

** Benchmark: 70% BofAML U.S. Treasuries 1-3 Yr / 30% 91 Day T-Bill 



Statistic Portfolio Benchmark 

Average Duration 1.74 1.43 

Average Credit Rating Govt/Agency Govt/Agency 

Current Yield 0.88% 0.40% 

Govt/Agency 

69% 

Cash & Cash 

Equivalents 

31% 

Credit Quality 

Mortgages 8% 

Treasury 

Notes 21% 

Money Market 

& Cash 31% 

Agency Bonds 

40% 

Sector Exposure 

TIP – Asset Allocation 
Market Value: $1,191.6M 
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TIP – Performance* by Sector 
Market Value: $1,191.6M 

* Performance is net of manager fees 

** Performance excludes balances at Wells Fargo and US Bank used to offset banking fees 
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TIP – Yield History 
Market Value: $1,191.6M 
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GIP Review 
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GIP – Fund Performance* 
Market Value: $61.6M*** 

Q3 2014 performance driven primarily by: 

• Investment in CEF (23.5% allocation) outperformed the benchmark by 154 bps 

• Underweight to US Treasuries relative to the benchmark 

• EM Debt underperformed the benchmark by 240 bps 

* Performance is net of manager fees  

** Benchmark: 100% Barclays Capital Aggregate 

*** Total GIP market value and investment performance includes the $14.5 million investment in CEF 
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GIP – Asset Allocation 
Market Value: $61.6M 
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GIP – Performance* by Sector 
Market Value: $61.6M 

* Performance is net of manager fees 

** Benchmark: 100% Barclays Capital Aggregate 



RUMINCO Review 
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RUMINCO – Fund Performance* 
Market Value: $41.7M 

Q3 2014 performance driven primarily by: 

• Overweight to Global Equities 

• TCW Total Return portfolio outperformed slightly 

* Performance is net of manager fees  

** Benchmark as of 7/1/2014: 60% MSCI AC World Net, 30% Barclays Capital Aggregate, 10% BofAML U.S. Corp & Govt 1-3 Yr 
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RUMINCO – Asset Allocation 
Market Value: $41.7M 
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