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reevaluating the Capital Request amount, and indicated that simply trying to out-do Minnesota 
State is not a good strategy.  
 
Regent Hsu commented that it is difficult to know where to allocate capital funding without a 
system-wide strategic plan. He wondered where unspent HEAPR funding is allocated and about 
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Regent Hsu expressed his support for reducing the cost of capital. He asked for clarification on 
where the savings will accrue and how interest is charged on a project. Volna responded that 
the departments that use the project are charged payments, including interest. He noted that 
departments are not charged interest during construction, since it has been the practice to 
bear those costs centrally. He offered that Central Reserves will receive the net benefits. 
Burnett added that in addition to the potential TIP gains, the CP program will gain the 
opportunity cost of what the TIP funds could be used for, including the additional potential 
investment yield.  
 
In response to a question from Hsu, Burnett explained that the $400 million limit was chosen 
in light of current potential debt capacity and as a comfortable starting point to show 
performance of the CP program before increasing its size. 
 
Regent Omari asked how the rating agencies will view the $400 million and whether they will 
add that to the University’s total debt even if it is not fully issued. Volna responded that rating 
agencies will view the University’s total debt as if the full $400 million was issued. He added 
that the rating agencies indicated they are comfortable with the additional debt load.  
 
Regent Beeson expressed his support for the program. Anderson commented that the program 
is straightforward and make good sense for the University.  
 
Regent Sviggum asked if the CP program will increase the University’s exposure to potential 
risk if interest rates increase. Fleck responded that the University will always have the option 
to issue fixed debt to replace any CP debt. She noted that the University will have to wait for 
the CP to mature and seek Board approval to convert it into fixed rate debt. Mason emphasized 
that while it will take two to three months to convert the debt, interest rates are not spiking in 
under 30 days and there will be an opportunity to make the conversion. Burnett added that the 
University’s current credit rating is listed as stable.  
 
 

UPDATE TO ASSET ALLOCATION GUIDELINES 
 

Regent Anderson invited Senior Vice President Burnett, Associate Vice President Mason, and 
Andrew Parks, Senior Director, Office of Investments and Banking (OIB), to present for review 
proposed recommendations to update the asset allocation guidelines, as detailed in the docket. 
 
Burnett described the goal of the guidelines and challenges implementing them. Mason noted 
the annual asset management report in the Information Items and summarized the 
performance of the Consolidated Endowment Fund (CEF), Long-Term Reserves (GIP), Short-
Term Reserves (TIP), RUMINCO, and other assets related to indebtedness.  
 
Mason compared the CEF with the assets held by the University of Minnesota Foundation 
(UMF). He explained that when the two are combined, the University has a total endowment of 
roughly $3.5 billion, giving the University the fifth largest endowment in the Big Ten. 
 
Mason outlined the annual growth target for CEF. Since 2002, $200 million has been added to 
CEF, meeting the annual growth target. He described the proposed guidelines and the process 
used by OIB to design them, including significant consultation with the Investment Advisory 
Committee (IAC).  
 
Parks reviewed the programmatic risk assessment as the first step in forming the guidelines. 
He identified long-term returns and liquidity risk as high areas of concern. He explained that 
while performance versus peers is worth reporting, it does not drive the strategy used to shape 
the proposed guidelines. Parks described the potential levers to that could be used to weather a 
low-return environment.  
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Parks described how the stability component of the guidelines is defined and how illiquidity 
constraints are determined. He defined the two other guideline categories, detailing the types of 
investments included within the diversifiers and growth categories. He also explained the 
geographic mix of investments sought within the guidelines. 
 
Mason compared the current asset allocation guidelines with the proposed guidelines, noting 
the major differences. He outlined the improved risk versus return profile that the guidelines 
will create.  
 
In response to a question from Regent Hsu, Mason explained that Board policy requires the 
Board to approve any update to the asset allocation guidelines. He stated that the quarterly 
and annual asset management reports provide information that highlight actual investment 
distribution compared to the guidelines. He offered that OIB tracks that information daily, 
checks asset allocation ranges weekly, and rebalances as needed. Mason noted that some 
changes in ranges are outside of immediate adjustment given the time horizon on some 
investments. He emphasized that OIB reports to the Board when the ranges fall outside of 
targets. Parks explained that OIB will work with IAC on a plan to phase in the new guidelines 
and make the necessary change in investments over the next three to five years. Mason 
clarified that OIB is able to make those adjustments without Board approval.  
 
Regent McMillan expressed his support for the guidelines. He asked how the portfolio 
addresses issues of social responsibility. Mason responded that an evaluation of social 
responsibility in investments permeates the work of OIB in evaluating and selecting 
investments and investment managers. He noted that top investment managers have made 
social responsibility a part of how they set up investment funds and that commitment is made 
apparent during OIB’s due diligence.  
 
Regent Beeson referenced his role as chair of the IAC and noted that IAC members support the 
guidelines. He offered that the IAC provides important oversight of OIB. He described the 
healthy tension between OIB and IAC in reviewing investments being made.  
 
Regent Omari expressed his appreciation that OIB provided a place to examine peer 
comparisons without allowing those comparisons to drive strategic direction. He encouraged 
the administration to think about adopting that mindset across the institution.  
 
In response to a question from Anderson, Mason noted that the ideal target range for stability 
is eight to nine percent. As the overall fund increases in size, so will each category including 
stability to maintain the ideal distribution between the categories. He explained that the ranges 
are wide to allow for those adjustments and noted that more could be added to the stability 
area if financial markets warranted it.  
 
Burnett commented that earnings in CEF are largely directed and constrained to a particular 
use, limiting how those funds can be adjusted or used. Mason agreed and added that the first 
source of liquidity for the University is through TIP. He clarified that the stability category in 
the guidelines is designed to ensure that items funded through CEF, like endowed chairs or 
research fellowships, can have uninterrupted funding.  
 
Mason noted that of CEF’s $1.3 billion, roughly 45 percent comes from rents and royalties 
derived from the University’s land grants. Mason stated that the land grant legacy is the 
establishment of CEF and the continued royalties and rents paid to the fund. He explained that 
the rest of the funds that make up CEF were gifts to the University before the establishment of 
UMF. He offered that the asset allocations for CEF and the funds managed by UMF are 
contrasting given the difference in cash flow in to the two accounts. He suggested that CEF will 
likely do better in a rising financial market and UMF will do better in a down financial market.  
 
McMillan stressed the important legacy of land grant gifts and the need to honor those gifts.  
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