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MINNESOTA STATE COLLEGES AND UNIVERSITIES
BOARD OF TRUSTEES
FINANCE AND FACILITIES COMMITTEE
MEETING MINUTES
October 20, 2015

Finance and Facilities Committee Members Present: Chair Jay Cowles, Duane Benson, Philip
Krinkie, and Maleah Otterson

Other Board Members Present: Trustees Margaret Anderson Kelliher, Kelly Charpentier-
Berg, Alexander Cirillo, Dawn Erlandson, Elise Ristau, and Louise Sundin

Leadership Council Representatives Present: Chancellor Steven Rosenstone, Vice Chancellor
Laura King,

The Minnesota State Colleges and Universities Finance and Facilities Committee held its
meeting on October 20, 2015, 4" Floor, McCormick Room, 30 East 7% Street in St. Paul. Chair
Cowles called the meeting to order at 9:30 a.m.

Chair Cowles welcomed returning and new committee members. There were two members
absent but a quorum was reached. The Board of Trustees retreat surfaced a couple of questions
related to the Finance and Facilities Committee topics for the upcoming year. Chair Cowles
and Vice Chancellor King have been working together to incorporate members’ interest in the
year’s work.

1. Minutes of June 17, 2015

The minutes of the June 17, 2015 Finance and Facilities Committee were approved as written.

Finance and Facilities Update

Vice Chancellor King welcomed all members and provided some updates. Items of note: the
Leadership Council has designated new liaisons to the Finance Committee. They are President
Anne Blackhurst (MSU Moorhead) and President Barbara McDonald (North Hennepin
Community College).

Next month the FY2015 financial statements will be presented to the Audit Committee. No
surprises thus far, none anticipated. In January, there will be an extended conversation in the
Finance Committee about FY 15 performance.

Finance and Facilities staff have been busy with legislative and executive branch bonding
tours. The House has completed their tours. The chancellor presented the board’s 2016 capital
improvement request to the Commissioner of Minnesota Management and Budget and the
governor’s staff. The Senate continues tours into October and November. Vice Chancellor
King again thanked the campus staff for a terrific job hosting tours on the campuses.



Chair Cowles commented from the standpoint of the board and committee that there has been
an impressive show of participation and engagement on the part of the students, staff, and
faculty. It has made a big difference, the reports have been positive. Vice Chancellor King
acknowledged the elected officials and stated that it makes a difference for elected officials to
get on campus and talk to the students.

Vice Chancellor King mentioned a recent memo to the board regarding a potential federal
government shutdown and federal budget conditions; the risk has moved out to mid-December.
The staff is part of the state’s Emergency Management Planning Risk Assessment Process and
will keep the board informed of any risks to operation.

The federal Perkins loan program has been shut down. The staff is working with higher
education colleagues to get that program reinstated as part of the federal budget, but for now
the colleges and universities have stopped issuing Perkins loans. This past year there were
approximately 2,600 MnSCU students who received Perkins loans totaling about $5M.

The Long Term Financial Stability work group has launched after a terrific discussion at the
board retreat. Trustee Cowles is the board’s representative on that group. The first meeting
was October 9™"; staff will provide an update in March and hopefully a final report by June.
Chair Cowles commented that at the first meeting the energy and commitment on the part of
the participants seemed very strong, and they welcomed the opportunity to be a part of the
work.

Chair Cowles asked members for any comments.

Chair Cowles explained that the items listed on page 13 will be presented as a single item and
will follow with individual approvals. Although presented as a single agenda item, members
are welcome to raise questions and discuss individual components.

2. Surplus Real Property Approval — Central Lakes College Boundary Line Correction

Vice Chancellor King reported this is a request for the committee to recommend to the board
the surplus of a fractional piece of land on the edge of the Central Lakes College, Brainerd
campus. The requirement emerged after a survey was undertaken between the college and
adjacent property owner and identified a disputed notch of land.

The committee recommendation is that the board authorize the execution of a quit claim deed
with the land owner for $1 and clear the boundary dispute. Page 15 and 16 contain an
illustration of the property.

Chair Cowles asked if committee members had questions. He also wondered if the board
needed to consider adopting a policy that specifically addressed this type of situation. Vice
Chancellor King responded that the board policy addressing approval of acquisitions and
dispositions can be read to include this type of transaction.



Chair Cowles directed the committee’s attention to the proposed motion on page 14 of the
board packet. Trustee Renier made the motion and Trustee Otterson seconded. The motion was
adopted.

Chair Cowles presented the items on page 17, a number of items exceeding $1 million and
proposed that they be considered for approval as a group.

Vice Chancellor presented the eight items in the packet:
3. Approval of Contracts Exceeding $1M

Lake Superior College Customized Training

This is a customized training contract between Lake Superior College (LSC) and Aggregate
and Ready Mix (ARM), a vendor in the Duluth area that is a partner with the college. The
board is asked approve a one year contract that is renewable for up to five years with a
maximum payout of up to $4 million.

Grant for Thief River Falls Housing Development

Returning members will recall that this item has been before the board in a couple of iterations
as the community and the college have struggled to bring student housing to the campus. The
recommendation is to approve the award of a $1.1 million grant to Orb Management, a third
party developer, and the college foundation to finance, renovate and operate student housing
adjacent to the college in Thief River Falls. This is a transaction that spins out of legislative
assistance in the 2014 session and funds provided to the Minnesota Housing Finance Agency
that are now passed to the college and then on to the foundation. This would bring a 144-bed
student housing complex into service. The college’s role is limited to marketing and
recruitment efforts.

Microsoft Premier

The Board of Trustees is asked to approve a master contract with Microsoft Premier Support
not to exceed $2 million, with an end date of July 2020. This is a contract that the campuses
buy from directly and it provides them with bulk purchasing and master negotiation benefits.

Hobson’s Contract Extension

This is a request to the board to extend a contract agreement with Hobsons, a third party vendor,
through June 2017. There is now underway an RFP process that is expected to result in a new
recommendation that will come before the board next year. The current contract has a
cumulative total of $5 million through December 2015. The committee is asked to approve an
extension to June 2017 for no more than $7 million. This will be a master contract for
enrollment and recruitment services the colleges and universities.

Inver Hills Community College Construction Project
This is a request to the board to approve a construction contract totaling $1.36 million using
local resources to do interior work to the physical education building on campus. The



recommendation provides for a slightly higher authority to anticipate change orders or bid
differences.

Bemidji State University Bookstore Contract

This is a request to the board to approve a contract with a term up to 10 years and not to exceed
$5M on behalf of the university and Distance Minnesota services associated with Northland
Community Technical College and Alexandria Technical and College. This is a group buying
effort to select a single vendor to bring price and service advantage to the students. Approval
of this request will enable the university to finalize their RFP selection process and complete
negotiations.

St. Cloud State University Plumbing Replacement, Mitchell Hall Foundation
This is a request to the board to approve a contract not to exceed $1.35 million to enable St.
Cloud State University to engage a contractor for some plumbing work in one of their residence
halls. This would be financed with university revenue fund reserves that they have been saving
for this work. They would like to begin the work as soon as the spring term ends.

Management Software —Blackbaud, Inc. contract

This is a request to the board to approve a master contract not to exceed $3.5 million with
Blackbaud, Inc. for foundation management software. We would negotiate on behalf of
interested colleges and universities and they would buy from the master contract. The term
length is proposed at five years, from November 2015 to October 2020.

Vice Chancellor King stated that the board motions follow on page 20.

Chair Cowles thanked Vice Chancellor King for the summary and asked if there are notable
changes imbedded and how the mix of the projects are characterized in terms of business as
usual or offering new examples. The Bemidji State bookstore seems like an effort to develop
shared services, the foundation management software represents a centralized, standardized
resource of greater value at a better price.

Vice Chancellor King responded that of the eight items, the Microsoft Premier Contract,
Hobson’s Contract, Bemidji Contract and Foundation Contract all present efforts to combine
purchasing power and simplify negotiating on behalf of the colleges and universities. These
are all established as optional uses by the campuses. The contracts are put in place and the
campuses choose whether or not to use them. The Lake Superior College customized training
contract is a customized training activity that campuses are encouraged to undertake and is
presented because of the threshold in board policy for contract approval. The Thief River Falls
transaction is unusual, it brings a service and benefit to the students without costing the system
anything or putting risk on the college balance sheet. The Inver Hills and St. Cloud transaction
are typical construction requests.

Trustee Renier asked how many of our colleges and universities currently use Blackbaud
independently. Vice Chancellor King estimated 19, but will confirm.



Trustee Anderson-Kelliher asked why the BSU contract has a 10 year term, and does this
happen often. Vice Chancellor King responded that the Bemidji contract action would provide
an “up to” 10 year authority. It is not unusual in a contract negotiation process to try and get
terms and conditions that are advantageous to the colleges and universities. By negotiating at
an up to 10-year term, pricing can be negotiated. This is structured to be a 5+5 term length.
Board policy provides for the board to approve contracts longer than 5 years under certain
conditions. The university will be expected to make a business decision as they are
approaching the 3 or 4" year. This term is also typical when there are capital investments
being made by the vendor. The food service contract for the state universities will be presented
in the spring and will have a similar term.

Trustee Krinkie asked for an explanation of how arrangements with student housing will work
at Thief River Falls-- who is financing, what is the total cost and who will manage the facility?
Vice Chancellor King responded that this will be a $3.7M development. The mortgage will be
held by the foundation; the developer will act as such and then exit from an operating
standpoint. The foundation will make sure that the occupancy rates are sufficient to cover their
mortgage obligation. The college’s role will be to market the option to students. Many of the
2 year colleges have relationships with off campus housing providers. The financial obligations
rest with the foundation.

Trustee Krinkie followed up with two questions: How this situation is similar or dissimilar to
SMSU and SCSU? And of the full $3.7M investment, where is the non-grant $2.6M coming
from and who bears the risk? Vice Chancellor King explained that unlike SMSU and SCSU,
the college does not have any college-owned or operated housing that this would compete with
for tenants. Most of the colleges with housing arrangements are similarly established.

Vice Chancellor King invited President Dennis Bona, Northland Community and Technical
College and Interim Executive Director of Northland Foundation Sheila Bruhn to the table.
President Bona explained that the risk belongs to the foundation, and because of the extreme
housing shortage in Thief River Falls, they anticipate no problem in filling the beds. Even if
filled at 60 percent, the mortgage will be covered. If it cannot be filled completely by students,
the contract allows it be opened to the general public. Ms. Bruhn explained that the foundation
has secured a bank partnership in the form of a loan that will cover the funding.

Trustee Otterson inquired what the benefit is to the college. President Bona explained that
increasing available housing will aid in recruiting students from outside of the area to fill seats.
For example, athletes are recruited from outside the area, as are students for some of the
premier programs like the UAS program which are not fully enrolled because of the lack of
housing. This project will provide sustainability and growth options for the college.

Trustee Anderson-Kelliher asked for more information about non-student tenants, how
common it is in the system and since the foundation is taking on the risk, how is it handled.
Vice Chancellor King responded that it is very typical and from a risk management standpoint,
it is best to rent to the largest population possible. This would need scenario planning and the
language would support it. The priority order would be student tenants, then staff and faculty,
then general public.



Chair Cowles expressed appreciation for the great work that went into this housing project plan
and thanked committee members for their questions and pointed out that this effort shows
creativity and collaboration with the community.

Chancellor Rosenstone supported these observations and remarked that this housing
collaboration would make it possible to build and grow the college’s nationally unique UAS
program. This will have a huge economic impact on the state and industries from agriculture
to realtors to manufacturing. The availability of housing will allow this program to reach its
full potential.

Trustee Krinkie asked about the SCSU plumbing replacement project—he noticed that SCSU
has a $7.8M backlog, and wondered what the other projects were on the backlog list. Vice
Chancellor King promised to research and will provide a follow up. She noted that St. Cloud
is in the midst of a comprehensive master planning process which includes a residence life
master plan.

Chair Cowles asked the committee to make a motion to accept all of the items for approval on
page 20. Trustees Renier moved and Trustee Krinkie seconded. The motion was adopted.

College and University Operating Budget and Financial Recovery Plans Update (pp. 23-
30)
Vice Chancellor King introduced System Director for Financial Planning and Analysis Deb

Bednarz and presented updates to the FY2016 Operating Budget and the Financial Recovery
Plans (FRPs).

Operating Budget:

Work has been done on the FY'16 operating budget and the general conclusion is that the budget
is expected to perform within one percent of the forecast approved by the board as part of the
June operating budget.

Enrollment and compensation assumptions have been updated. The board approved a budget
in June that assumed a 1.8 year-over-year decline in enrollment; fall enrollment is tracking
slightly lower with a decline of 2.6 percent. A notable observation is that there is a very strong
uptick in graduate enrollment. Compensation cost increase estimates are slightly higher than
projected at the time of the board approval in June. Minnesota Management and Budget
(MMB) has settled all contracts with the classified units and have revised their health insurance
outlook; the system has reached agreements with the Inter-Faculty Organization and the
Minnesota State University Administrative Faculty.

Trustee Renier asked for clarification on enrollment projection. Vice Chancellor King
explained that the board approved a budget in June that included a college and university
forecasted enrollment decline of 1.8 percent for FY16 as compared to FY15—fall enrollment
is down 2.6 percent, which is .8 percent more than colleges and universities anticipated.



Trustee Benson asked what that loss amounts to in dollars and cents. Vice Chancellor King
explained that the enrollment, tuition revenue and compensation changes combined creates a
$13M swing for the college and university budgets. It is not yet known how campuses are
balancing their budgets to address the change.

Trustee Benson followed up asking if increased enrollment and retention would help come up
with a dollar amount. Vice Chancellor King responded that colleges and universities are
improving retention. On the revenue side, there is never a diminishing return on increased
enrollment and retention of students. On the expense side, it is ‘lumpy’ and resembles and
inverted bell curve. As enrollment rises, the expense of adding courses steps in large
increments—until a course section is filled, there is no material cost, but as soon as a new
section must open, there is a large cost.

Trustee Erlandson asked for additional information about insurance costs; whether the
employees are paying a greater percentage out of their pockets. Vice Chancellor King
responded that the increases shown in the board report are the increases the employer pays.
There was a change in deductibles and co-pays depending on the providers and that all state
agencies experience the same level of increases. It is a coalition bargaining environment.
Additional detailed information will be provided to the committee.

Trustee Krinkie asked for insight on what happened since MMB was said to be projecting zero
increase in health insurance cost why the number comes back closer to 7 percent. Vice
Chancellor King responded that she and Vice Chancellor Carlson have been in regular
conversations with the executive branch and there is a statewide coalition bargaining process
that results in tremendous volatility in the campus planning environment. From a campus
perspective health, dental and life insurance represent 13 percent of their total compensation
forecast.

Trustee Benson thanked Finance for including diverse enrollment statistics as part of their
reporting. This is helpful information.

Fund Balance Analysis:

The FY15 final college and university fund balances will be released with the FY2015 audited
financial statements. The system tracks and reports general fund balance as a measure of the
system’s financial resiliency and capacity. College and university contributions are viewed as
a tool that’s used to strengthen their financial position. At the end of FY2015, fund balances
are expected to decline by $3M, which is less than 1 percent of the total. This is a systemwide
average and there is variability between individual colleges and universities

Financial Recovery Plan (FRP) Update:
We are carefully monitoring the colleges and universities that have submitted FRPs to
determine actual compared to plan:
e 1 college and 4 universities spent down fund balance
e 2 universities showed significant deterioration in fund balance; system office staff are
meeting regularly with staff from the universities to monitor and guide improvement




Trustee Anderson Kelliher asked what conditions must exist for a college or university to use
fund balance. Vice Chancellor King explained that board policy calls for campuses to hold 5-
7 percent of operating revenues as reserves (which means truly unobligated) to be used under
certain conditions. We have seen them used for fire or tornado damage and transition after loss
of a large operating grant.

Trustee Cowles asked about use of fund balance as a strategy to aggregate campus resources
for future needs like capital projects. Vice Chancellor King indicated that this is a common
practice that enables colleges and universities to make provisions for extraordinary one-time
expenses, for example program development, equipment or land purchase, etc. But it is money
that can only be used once-- Vice Chancellor King encourages colleges and universities to
maintain approximately a 20 percent overall fund balance, which is low compared to private
industry.

Chancellor Rosenstone emphasized that current fund balance levels would cover only 2.5
payroll cycles, which puts us at a higher risk. Fund balance is, as noted earlier, a single use
resource—it cannot be used to cover recurring expense.

Trustee Renier asked if there was a clear distinction between reserves and other fund balance.
Vice Chancellor King explained that we do not distinguish in the accounting system, but that
we do have clear reporting requirements that necessitate colleges and universities to separate
and distinctly report each type of fund balance.

Trustee Erlandson asked about enrollment at our competitors. How do we compare? Vice
Chancellor King will obtain information and send it as follow up. However, we do know that
some of our colleges and universities have a direct competition with neighboring states.

Chancellor Rosenstone informed the committee that we are tracking within tenths of a percent
nationally with our peers.

Trustee Krinkie noted the materials show significant deterioration in fund balance at
Metropolitan State University and at St. Cloud State University and acknowledged that Vice
Chancellor King and staff are carefully monitoring the situation but questioned what happens
if this trend continues. Vice Chancellor King drew the committee’s attention to the oversight
and monitoring information provided. We are tracking enrollment, have asked for revised
budgets from all FRP colleges and universities as well as anyone with a variance greater than
1 percent, and are meeting regularly with the most at risk FRP colleges and universities.

Trustee Krinkie questioned the emergency plan and when would the button be hit. Vice
Chancellor King reiterated that it is our expectation that presidents will manage so that we do
not ever have to hit the emergency button.

Chair Cowles assured the committee that the chancellor, vice chancellor and he discuss and
monitor the situation regularly and closely, and to expect to hear more at the next meeting.



Chancellor Rosenstone emphasized that the urgency of the situation is not lost on anyone
involved, and that the System’s goal is to maintain service to students and communities.

Discussion guestions:

Trustee Cirillo noted that materials are all averages and would like to see data that shows the
highs and lows in order to maintain perspective on individual colleges and universities. Vice
Chancellor King reminded the committee that there will be an update in January on the
resiliency testing and this would be a good place to show these things. Trustee Otterson
mentioned that the numbers were frightening, but acknowledged that this is a snapshot and
questioned whether there was a way to widen the snapshot to show more trends. Trustee
Anderson-Kelliher reminded the committee that there are only two ‘levers’ to pull on the
machine—enrollment and state appropriation. There needs to be some thought about
diversification of the tools we have to use and how we can use them better. Trustee Krinkie
suggested that trustees think about visiting high schools to promote MnSCU instead of always
visiting the colleges and universities.

The meeting adjourned at 11:00 a.m.
Respectfully submitted,

Maureen Braswell, Recorder



Minnesota State Colleges and Universities
Board of Trustees
Study Session
October 20, 2015
Information Technology 2016 Outlook

Board Members Present: Chair John Cowles Vice Chair Thomas Renier Trustees Margaret Anderson
Kelliher, Duane Benson, Kelly Charpentier-Berg, Alexander Cirillo, , Dawn Erlandson, Robert
Hoffman, Philip Krinkie, Maleah Otterson, Louise Sundin, Michael Vekich, and Erma Vizenor.

Board Members Absent: Ann Anaya and Elise Ristau

The Minnesota State Colleges and Universities Board of Trustees held a study session on October 20,
2015, at Minnesota State Colleges and Universities, 4th Floor, McCormick Room, 30 East 7t Street in
St. Paul. Board Chair John Cowles called the session to order at 11:10 am.

Study Session: Information Technology 2016 Outlook

Vice Chancellor of Technology, Ramon Padilla Jr. stated that his first presentation to the board a
year and a half ago included his perceptions of the strengths, weaknesses, opportunities and threats
within this organization. The Integrated Sate wide Record System (ISRS) was identified as an area
of concern. Today the board will participate in the first of three discussions that that will explore
opportunities to create the next generation of ISRS.

ISRS is the Integrated State wide Record System or the enterprise record system (ERP). It is the
system’s business management software, comprised of financial, accounting, and human resource
components as well as a student information system. ISRS is the enterprise software that allows
all of MnSCU to conduct business, from timesheets to payment of bills, admissions, registration,
course management, etc. It is the primary repository of data about and for students, faculty and
staff.

Vice Chancellor Padilla acknowledged the staff that created it. In 1995, ITS staff were brought
together to take three disparate systems and create a single system of record for student, human
resource and finance data. At the time, there were no ERPs for higher education. Through
herculean efforts, they created a system that has served MnSCU for 20 years so far. Many staff
members would consider ISRS their legacy, however focusing on software would miss the most
important part of their efforts, creating a single system of record for higher education. It is truly
their legacy and it transcends any piece of software, now or in the future.

The current system is struggling to meet student’s expectations and needs. ISRS is a 20 year old
homegrown system based on COBOL, a programing language created in 1959. New platforms
have taken its place. IT staff that know COBOL are retiring or becoming eligible for retirement,
this creates a technological and consumer need crises regarding ISRS.
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ISRS was not built for mobile computing. The students of today are mobile; they expect a
personalized experience with immediate, easy access to information. There was no mobile
computing in 1995. Other than converting pages to responsive design, so that they fit on smaller
screens, a mobile strategy has not been identified. Students want to manage the things they need
to do on the mobile devises they want solutions built from the ground up for mobile devices.

ISRS is not built for today’s educational environment; it lacks learning analytics, academic
planning tools, and does not support transfer.

Charting the Future identified ISRS as a priority. As a result, a project was launched in January of
2015 to begin the work to create a business case of deliverables that will provide the data needed
for decision makers. So far, the work includes 31 listening sessions on the campuses with students,
faculty and staff. An online survey has generated 633 responses so far, 28% are from students.
Development of a gap analysis, with peer comparisons and environmental scans is underway.
Development of a complete budget analysis of the existing system is also underway. This
information will allow decision makers to examine the case for a replacement or update.

Chair Cowles stated in thinking about this project that he would observe that it will have substantial
cost implications and service opportunities, and will require a concerted effort of virtually all of
senior leadership throughout the system as it touches all of the campus operations. Questions to
reflect on are: what does the board need to know to make decisions, is status quo an option, if not
what are the range of options, could a new face be put on ISRS, is there an alternative solution,
how have other systems addressed this issue, what will the effort require, what are the likely risks,
and what will the board need to do to help?

Vice Chancellor Padilla has started the first task of mapping out the questions that the leadership
and the legislature would want to know about ISRS. The process of gathering the answers to these
35 questions has begun including how much it costs, how long it has been operating and what the
actual need is, in regards to dollars and resources. A comprehensive business analysis is being
completed so that the board, cabinet and other decision makers may make informed decisions.
Information on other peer institutions will be gathered, to provide some comparison to products
that are currently available as a means of doing a gap analysis.

It will take 4-7 years to complete this project. If nothing is done, the system will have an ERP that
is not sustainable. IT may lose the COBOL programmers that can address issues in ISRS and
MnSCU will end up with a solution that cannot be supported.

MnSCU is unique; it has a system for a system, other institutions do not have a single source ERP.
Vice Chancellor King stated that when talking about shared services, it is striking that MnSCU has
a single accounting, budgeting, and human resources systems which is a competitive advantage.
Unlike other higher education systems, for example the University of Texas that has eleven
different systems or the University System of South Carolina that has individual ERPs and had to
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specially build modules for inter-reporting. Ramon Padilla stated that because of this the
comparable implementations will be those done at large institutions. This will be a large effort,
like those done in the Carolinas, Georgia, and Miami Dade Community College which has over a
hundred thousand students. This will require a lot of effort and will be one of the hardest things
that MnSCU has done since the creation of the system. It will require efforts across all parts of the
system come together to make this happen.

Trustee Cirillo inquired if MnSCU has the business process analytics in place with COBOL or
whether this has to be done all over again. Vice Chancellor Padilla responded that it would need
to be done all over again. In the past the staff customized the business processes. The business
processes will be consolidated in all the areas that they need to be. The new systems will force
decisions to be made.

Trustee Cirillo inquired whether there is a security advantage to having an individual system vs
diversified systems. Vice Chancellor Padilla responded that changing to an individual system
would not change the systems security posture.

Trustee Otterson inquired whether 4-7 years is a long time since technology changes faster than it
had in the past, if a fluid design should be considered, and how long before the next redesign would
be needed. Vice Chancellor Padilla stated that it is his hope is that MnSCU will not decide to
design and build the replacement system. MnSCU’s system cannot keep up with the commercial
houses that have hundreds of developers writing updates. Designing a new system from scratch
would be daunting. Instead, the hope is to select a product that can keep up with the demands of
students, faculty and staff.

Trustee Krinkie inquired what the budget might be for this project. Vice Chancellor Padilla stated
that a finite number is not available at this time, but a loose estimate is between $70-150 million.
A more accurate estimate should be available in March.

Trustee Sundin inquired if the process used to implement will be a rollout to departments and
campuses or a matter of flipping the switch. Vice Chancellor Padilla stated that a combination of
implementations methods was used to complete projects like this at other institutions. For some
areas the flip the switch method will be used, both Finance and HR are areas that can use this
method. In the second phase, the student systems will use the flip the switch method but other
areas will need to be staggered.

Trustee Sundin stated that nationally there have been ERP conversions that have been less than
successful. Vice Chancellor Padilla responded that in every instance it is not because of the
software selected, it is because the decision makers struggled to make hard decisions quickly.
Institutions that moved to PeopleSoft found that the project came in over budget because of delays
in decisions. Trustee Renier stated that $70 - $150 million is a big budget window and asked what
the estimate is based on, and the cost of buying a product versus the cost of revising the current
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product. Vice Chancellor Padilla stated that the range is based on the current solutions available if
the project was implemented today. The solution could range from an on premises implementation
that would require equipment and hosting in the traditional sense in the data centers. Software as
a solution eliminates things like hardware and the implementation would be streamlined. Vendors
are changing things to streamline the solutions and eliminate customizations. Software as a
solution does not require as much in up front funding as on- premise solutions. Instead, the costs
are ongoing, like a cable bill. Although IT could rewrite ISRS, it would put MnSCU in the same
place down the road.

Trustee Anderson Keller stated that the lessons learned about the team and the leadership of the
team are important and thanked the committee for bringing this forward to the board.

Vice Chancellor Padilla stated that the system leadership will need to be resolute, as a board,
cabinet, and presidential leadership every step of the way. This will touch all aspects of what
MnSCU does. It will be a test so everyone will need to be strong.

Chancellor Rosenstone stated that the spirit of this conversation is refreshing, but masks the
daunting tasks that are ahead. This gets to the heart and soul of the enterprise and raises some of
the fundamental questions of how MnSCU will come together to operate as an integrated system.
If the system continues to operate without answering these fundamental questions, not only will
MnSCU have a system that will not offer desired functionality, but may have a system that is
prohibitive to build and maintain.

This board asked for leaders who will ask the hard question. They asked the leadership to look
ahead at the future and identify risks and this is an example of a vice chancellor doing this by
putting the hard questions on the table and proposing solutions for consideration. MnSCU is
fortunate that this conversation is taking place now and not during an emergency. We are fortunate
to have someone who has gone through this before and understands this space. We are also
fortunate to have Vice Chancellor King, someone who was a part of the formation of MnSCU as
a system and knows the questions to ask. This is the first time in 20 years that MnSCU is
addressing this area. Most enterprises are on a third version of an ERP.

MnSCU has been able to maintain a foundational investment in ISRS that was made two decades
ago. This success is due to the incredible creativity of the people who developed ISRS 20 years
ago and the continued creativity of those work on this system. This has been an extremely efficient
operation.

Trustee Hoffman stated that this has been a topic of conversations before and it is inevitable. There
are no other options. Trustee Sundin stated that changes to ISRS were a topic of conversation 3 to
5 years ago and were recommended in the subset group. Student trustees were adamant it was
needed and the rest of the board did not agree. The students were right in retrospect, and it is
important that the board listens to all parties involved.
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Chair Cowles stated that the board looks forward to the analysis of the benefits to constituents; in
particular the students, faculty and campus staff and not simply the cost.

Vice Chancellor Padilla stated that during the Charting the Future gallery walks, the work on ISRS
received standing ovations in particular from the students.

The meeting adjourned at 11:57.

Respectfully submitted,

Christine Benner, Recorder
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MINNESOTA STATE COLLEGES AND UNIVERSITIES
BOARD OF TRUSTEES
Agenda Item Summary Sheet

Name: Finance and Facilities Committee Date: November 18, 2015
Title: Approval of Contract Exceeding $1M — St. Cloud State University Coborn Plaza Lease

Agreement

Purpose (check one):

Proposed Approvals Other
New Policy or x| Required by Approvals
Amendment to Policy

Existing Policy

Monitoring / Information
Compliance

Brief Description:

Materials will be provided in advance of the committee meeting

Scheduled Presenter(s):

Laura M. King Vice Chancellor - CFO
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MINNESOTA STATE COLLEGES AND UNIVERSITIES

Name: Finance and Facilities Committee

BOARD OF TRUSTEES
Agenda Item Summary Sheet

Date: November 18, 2015

Title: Approval of Contracts Exceeding $1M for:
a. Continuing Education/Customized Training Online Registration Request for Proposal

b. Assessment for Course Placement

Purpose (check one):
Proposed

New Policy or
Amendment to
Existing Policy

Monitoring /
Compliance

Brief Description:

X

Approvals Other
Required by Approvals
Policy

Information

approval by the Board.

Board Policy 5.14, Procurement and Contracts, requires that contracts, including amendments,
with values greater than $1,000,000, must be approved in advance by the Board of Trustees.
This report presents system wide and college and university contracts for consideration and

Scheduled Presenter(s):

Laura M. King Vice Chancellor - CFO
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BOARD OF TRUSTEES
MINNESOTA STATE COLLEGES AND UNIVERSITIES

BOARD ACTION

Approval of Contracts Exceeding $1M for:
a. Continuing Education/Customized Training Online Registration Request for
Proposal
b. Assessment for Course Placement

BACKGROUND

Board Policy 5.14, Procurement and Contracts, requires that contracts, including amendments,
with values greater than $1,000,000, must be approved in advance by the Board of Trustees. This
report presents system wide and college and university contracts for consideration and approval
by the Board.

Systemwide Contracts Exceeding $1M for:

a. Continuing Education/Customized Training Online Registration Request for
Proposal —the Board is asked to approve a contract not to exceed nine years and a
maximum payment of $2,000,000 million with the selected vendor for a new or extended
license for CE/CT online registration and payment software. The effective date of the
contract would be November 30, 2015 with an end date of June 30, 2020. The contract
would include an option to extend for an additional 48 months.

Terms of the contract will include the online registration system for customized training
and non-credit enrollment that will integrate with ISRS, reducing the need for duplicate
entry into two systems. The product also contains marketing and enrollment features that
will enhance the work of CE/CT and increase access for students and employers.

The product was selected via a Request for Proposal (RFP) process utilizing a team of
subject matter experts from CE/CT departments throughout the system. The RFP was
released on August 31, 2015 with proposals due on September 30, 2015. Campuses will
transition to the product between January and June of 2016. Integration with ISRS will
begin in winter 2015/spring of 2016. The cost of the contract will be paid by the campuses
using the services.

b. Assessment for Course Placement — the Board is asked to approve a contract not to
exceed seven years and a maximum payment of $1,750,000 for purchase of course
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placement assessment software and services. The effective date of the contract would be
July 2016 with an end date of June, 2020. The contract will include an option to extend for
three years to 2023.

As of 2006, the Minnesota State Colleges and Universities system has been using a vendor
provided common system-wide assessment tool for course placement. In anticipation of
the contract expiration date of June 30, 2016, a Request for Proposal (RFP) process was
undertaken to solicit proposals for the next contract cycle. The RFP for the assessment for
course placement was made available on June 15th, 2015.

MnSCU received one comprehensive proposal that met the RFP requirements to provide a
suite of assessments for course placement in reading, writing, math, English as a second
language and computer skills. The proposal came from the current vendor, the College
Board, for their placement instrument, Accuplacer. The proposal from the College Board
was thoroughly reviewed by the members of the RFP steering group. The intention is to
execute a master contract for all colleges and universities in the system. Each institution
would be invoiced individually by the College Board on a per test unit basis. The proposal
submitted by the College Board proposes a five-year contract with an option to renew for
up to an additional two years. All terms of the contract are still under consideration and
no final determinations have been made.

RECOMMENDED COMMITTEE MOTION

The Finance and Facilities committee recommends the Board of Trustees adopt the following
motions:

a. The Board of Trustees authorizes the chancellor or his designee to execute a contract with

the selected vendor for a term of up to 9 years ending 2024 for a total amount not to exceed
$2,000,000. The Board directs the chancellor or his designee to execute all necessary
documents.

. The Board of Trustees authorizes the chancellor or his designee to execute a contract with

the College Board for a term of up to seven years ending 2023 for a total amount not to
exceed $1,750,000. The Board directs the chancellor or his designee to execute all
necessary documents.

RECOMMENDED BOARD MOTION:

a. The Board of Trustees authorizes the chancellor or his designee to execute a contract with

the selected vendor for a term of up to 9 years ending 2024 for a total amount not to exceed
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$2,000,000. The Board directs the chancellor or his designee to execute all necessary
documents.

b. The Board of Trustees authorizes the chancellor or his designee to execute a contract with
the College Board for a term of up to seven years ending 2023 for a total amount not to
exceed $1,750,000. The Board directs the chancellor or his designee to execute all
necessary documents.

Date of Adoption: 10/21/15
Date of Implementation: 10/21/15
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BOARD OF TRUSTEES
Agenda Item Summary Sheet

X

Date: November 18, 2015

Other
Approvals

The 2016 system workplan includes development and recommendations for re-design of the
system’s method for allocation of state support. The committee will be briefed on the history
of the current allocation method, provided a summary of its attributes, and draw backs and

presented with policy level draft principles to guide the redesign of the framework.

Scheduled Presenter(s):

Laura M. King Vice Chancellor — CFO
Deborah Bednarz, System Director - Financial Planning and Analysis
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BOARD OF TRUSTEES
MINNESOTA STATE COLLEGES AND UNIVERSITIES

ACTION ITEM

APPROVAL OF ALLOCATION FRAMEWORK REDESIGN PRINCIPLES

PURPOSE

The 2016 system workplan includes development and recommendations for redesigning the
system’s method of allocating state support, commonly referred to as the allocation framework.
The committee will be briefed on the history of the current allocation methodology, provided an
overview of its design and a summary of its attributes and drawbacks, and presented with policy
level draft principles to guide the redesign of the framework.

The materials are contained in the attached PowerPoint presentation.

RECOMMENDED COMMITTEE ACTION:

The Finance and Facilities committee recommends that the Board of Trustees approve the
proposed allocation framework redesign principles as presented. The board looks forward to
reviewing the recommended changes to the allocation framework next fall after full consultation
with interested parties.

RECOMMENDED BOARD OF TRUSTEES ACTION:
The Board of Trustees approves the proposed allocation framework redesign principles as

presented. The board looks forward to reviewing the recommended changes to the allocation
framework next fall after full consultation with interested parties.
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Allocation Framework Redesign
Principles

Presented to the Board of Trustees and
the Finance and Facilities Committee
Board of Trustees meeting

November 18, 2015

Minnesota State Colleges and Universities

The Minnesota State Colleges and Universities system is an Equal Opportunity employerand educator.

7. Minnesota
.~ STATE COLLEGES

& UNIVERSITIES
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Agenda

Current Allocation Framework history and
overview

2016 work plan recommendation
Project design/consultation process

Proposed redesign principles

Minnesota
STATE COLLEGES
A& UNIVERSITIES
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What are we talking about?

“Allocation Framework” refers to the process for distributing
$672 million of annual state appropriation to colleges and
universities and systemwide accounts.

= |t concerns only state funds, all tuition and other earned
revenue remains on the campus and is not subject to any
reallocation.

= |ts design is approved by the board and administered by the
finance division after consultation with Leadership Council
and system constituents.

Minnesota
STATE COLLEGES
& UNIVERSITIES
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History and development

Post-mergerin 1995 — the system had three different
allocation models for each of the merged systems

Board of Trustees adopted vision in 1999:

“A single model which equitably recognizes the diversity of
MnSCU students’ needs and adequately supports the unique
educational goals of each institution”

Workgroups established to assist with the design of the
allocation framework

Current allocation framework implementation began in 2002
and phased in to full implementation in FY2006

Allocation framework only allocates state appropriation; all
other revenue generated locally are kept locally

Minnesota
STATE COLLEGES
& UNIYERSITIES

Minnesota State Colleges and Universities revenue practices:

v" All tuition and fee revenue is collected and retained by the
colleges and universities; these funds are not centrally
redistributed.

v" All grants, gifts and auxiliary income are controlled by the
colleges and universities.

v All state funds appropriated to the Board are distributed
through the allocation framework.
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Board-approved allocation framework design
principles (August 1999)

= Academic goals should drive financial planning.

= Delegation of authority to the institution and the resulting
program diversification are necessary to create a responsive
system.

= Decentralized management systems require incentive and
accountability mechanisms.

= An equitable distribution of funds is needed which recognizes
the diversity of institutions, programs and students.

» Adequate funding is essential to fulfill missions and respond to
compelling state needs.

= Access is a core element of the system’s mission.

Minnesota
STATE COLLEGES
& UNIVERSITIES

The Board of Trustees adopted the allocation design principles in
1999; these principles were used to inform the various
workgroups designing the allocation framework that is in use
today.
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Allocation Framework Components

Institutional Base Allocations (83%)

Priority Allocations (4%)

System Set Asides (8%)

System Office (5%}

Minnesota
STATE COLLEGES
& UNIVERSITIES

The allocation framework is the methodology by which all state
appropriation is allocated. In general, state funds are divided into
four categories:

v" Institutional base allocations: state appropriation dollars
allocated to colleges and universities for general operations

v" Priority allocations: special allocations for board and legislative
priorities, examples include access and opportunity and
leveraged equipment funding

v’ Systemwide set asides: enterprise technology, debt service
(system share), attorney general, etc.

v System office support: direct appropriation to system office for
operations

The “green sheet” included in the annual operating budget
materials reflects the allocation framework’s distribution of state
appropriation.
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Allocation Framework —
Institutional Base Allocations

Institutional Base Allocations
(83%)

Instruction & Academic
Support

¥

Student & Institutional
Support Services

A

Facilities
¥
Library

v

Research & Public
Service

Minnesota

STATE COLLEGES
& UNIVERSITIES

Institutional Base Allocations (83 percent) — Allocated to
colleges and universities through a series of algorithms in the
following components: instructional & academic support, student
& institutional support services, facilities, library, and research &
public service.

Methodology used to distribute base funds to colleges and
universities:

v'Rewards cost efficient instruction
v'State funds follow enroliment changes

v'Substantially formulaic based on MnSCU data, national
peer comparisons, and national benchmarks

The set of algorithms is used to calculate the institutional base
allocation for a college or university. This flexible funding is
provided as a lump sum and used for general operating
purposes. The methodology does not dictate how funds must be
spent across the different categories. Presidents have the
authority to spend these resources to best meet the needs of
their colleges and universities. For example, colleges and
universities are not required to spend funding generated through
the facilities component on facilities.
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Current design mechanics

Each component is composed of algorithms that use actual MnSCU,
national peer, and other comparative data.

Each component has established rules for data sets and time series.

Enrollment plays a role in all components, but strongly influences
the instruction and academic support, student services and
institutional support, and facilities compenents.

Stability and predictability are built into the model through a three-
year average used in two components and the 50-50 calculation
used to determine the final allocation.

Results are distributed as a block grant, presidents decide how to
use the funds in their budgets.

The overall results determine individual college and university
allocation; it is not intended to direct spending in specific areas.

Minnesota
STATE COLLEGES
& UNIVERSITIES
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The allocation framework takes into account
the cost of delivering high cost and low cost
programs

Low Band [High Band |Difference |Average
Anthropology $ 1035|$ 1,265|$ 230 | $ 1,150
Ground Transportation | & 3,752 | S 4,585 | S 833 | S 4,169

Minnesota
STATE COLLEGES
& UNIVERSITIES

The allocation framework takes into account the different costs of
programs. It recognizes that some programs, such as ground
transportation, are expensive to provide while others, such as
anthropology, are relatively inexpensive. In addition, the
framework takes into account the fact that the cost of delivering the
same program can differ between institutions.
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Observations and comments

Current allocation framework:

= |sviewed as positive that all revenue earned locally
stays local and is not pooled and redistributed

® |s responsive to changes in enroliment, program mix
and course cost efficiency

= Rewards enrollment

= Provides stability, predictability and modest
redistribution rather than quick response to changes

Source - 2012 Leadership Council review

Minnesota
STATE COLLEGES
& UNIVERSITIES
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Observations and comments

Current allocation framework does not recognize or
support:

» Student success outcomes
» Access or diversity

= Collective success of the system to serve the stateand
its regions through collaboration

Source - 2012 Leadership Council review

Minnesota
STATE COLLEGES
& UNIVERSITIES
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2016 Workplan charge

Charting the Future System Incentives and
Rewards recommendation:

Redesign the current financial model to incent and reward
collaboration, strategic framework commitments, and
Charting the Future recommendations

Minnesota
ssssss
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2016 Project design

= Allocation Framework Technical Advisory Committee

Group responsible for evaluating changes to the framework
and making recommendations for changes to MnSCU
leadership

= Development and consultation process

Continuing consultation with Leadership Council, CFOs, CAOs,
other campus leaders, bargaining units and student
associations

Minnesota
STATE COLLEGES
& UNIVERSITIES
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Project timetable

Timetable - Board approval of the allocation framework
redesign principles ( est. November 2015),

Initial Leadership Council review and discussion of
recommendations (June 2016)

Consultation with bargaining units and student
representatives (July — September 2016)

Final approval by Leadership Council (September 2016)

Recommendations presented to Board of Trustees
(October 2016)

Board of Trustee approval of changes (November 2016)
Implementation targeted for July 1, 2017 — FY 2018

Minnesota
STATE COLLEGES
1 R UNIVERSITIES
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Allocation Framework Current vs. Proposed

([ instiutional Base Allocations (83%) | |

 instouction & Acadamic supsors |

Lo recie |
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L ey
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[ Research®oubhcsevice | _/'[
[ ProivAkatons Nl

System Set Asides (83) |

System Cffice (5%)

L

institutional Base Allocations. |

I S
| tmstructe -%__;_ pport |
[ st success prforrmance |

i

[ partnerships & coliaboration |
Includes items such as:
= Multi institutional programs

* Academic collaborations
= Student success

Priority Allocations J

—

——

Includes items such as:
= Workforce educational pricrities
® Access & opportunity
* Leveraged equipment

[ System and Reglonal Support Services |

Includes items such as:

e AT

e Commodities

s HR

® Campus Services Coaperative

& Governance
Minnesota
STATE COLLEGES

& UNIVERSITIES

The System Incentives and Rewards implementation team
recommended modifying the allocation framework as illustrated

above.

The recommended modifications are intended to place a greater
emphasis on student success and collaboration.
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Proposed allocation framework redesign
principles

The allocation framework should support the following:

» Academic and studentsuccess goals

* The educational and workforce needs of the state

» Financial and functional sustainability of diverse institutions,
programs, and students

= Delegation of authority to colleges and universities

= The successand viability of the system of colleges and
universities

= Collaboration and systemic change by leveraging the power of
the system

Minnesota
STATE COLLEGES
& UNIVERSITIES

Allocation framework redesign principles:

v Frame and guide the redesign effort

v" Informed by the recommendations from the Charting the Future
implementation teams

v" Intended to the support strategic framework and Charting the
Future recommendations
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Proposed redesign principles (continued)

The design of the allocation framework should:

= Be flexible, simple and transparent

= |ncorporate measurable outcomes that recognize the diversity of
institutions and their missions

= |ncent and/or reward:

* Studentsuccess e.g. retention, graduation, transfer, employability, elimination
of the opportunity gap

* Collaboration around academic planning, student success efforts,
administration, resource development, and achievement of collective goals

*  Administrative best practices and efficiencies
= Reach an appropriate balance between stability and responsiveness to
changing conditions
®  Recognize that costs of serving students varies by academic program and
student requirements
Implementation of the new design should provide for a smooth transition

Minnesota
STATE COLLEGES
A UNIVERSITIES
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Discussion

= Do the principles appropriately balance the competing
interests on behalf of colleges and universities and the
system?

= |s the board comfortable with the direction of the work?

» Are there other principles that the board would like staff
to consider?

Minnesota
STATE COLLEGES
& UNIVERSITIES
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Recommended committee action:

The Finance and Facilities Committee recommends that the
Board of Trustees approve the proposed allocation
framework redesign principles as presented. The board looks
forward to reviewing the recommended changes to the
allocation framework next fall after full consultation with
interested parties.

Minnesota
STATE COLLEGES
A UNIVERSITIES
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Review Allocation Framework Redesign
Principles

Presented to the Board of Trustees and

the Finance and Facilities Committee
Board of Trustees meeting
November 18, 2015

Pre-reading materials

Minnesota State Colleges and Universities
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The Minnesota State Colleges and Universities system is an Equal Opportunity employerand educator. o i
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Pre-Reading Materials

How the current
allocation model works
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Instruction & academic support component:
How it works

= |nstruction & academic support costs per FYE compared at the
program level by level of instruction (lower, upper, masters,
doctoral)

= MnSCU average at each CIP code is calculated and a 20 percent
band is formed around the average (10 percent above the average
and 10 percent below the average)

* Within the band results in no change

* Above the band results in reduction in allocation to move
program to ceiling of the band

» Below the band results in additional allocation to move
program to the floor of the band

* The sum of all these results determines the component’s
allocation

= A three-year rolling average is used after the direct comparison to
improve predictability and create stability

Minnesota
STATE COLLEGES
R UNIVERSITIES

One important component of the allocation framework is the
instructional cost study. This annual analysis looks at the cost of
instruction at the program level. Every college and university can see
the cost of instruction for each of its programs on a per FYE basis
compared to every other college or university that offers that program.
For example, lower division English programs are compared across all
colleges and universities. The costs are “fully allocated “ costs; that is,
they include both direct and indirect costs for each college or
university applied at the program level.

Using data from the instructional cost study, state funding is allocated
to colleges and universities based on their program mix, their
enroliment and the cost of delivering their educational programs. To do
this, the model calculates the average cost of delivering a program
throughout the system and calculates a 20 percent band around that
average (10 percent above the average and 10 percent below the
average). Institutions operating below the band are brought up to the
band’s “floor”; those operating above the band are brought down to
the band’s “ceiling”. The sum of all these results determines the
component’s allocation.
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The comparisons do not dictate how much colleges and universities must spend
on a program. Colleges and universities may choose to spend more or less than
the band. However, they must manage across all bands in order to not lose
allocation.
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Student and institutional support services
component: How it works

= Recognizes core administrative activities and accounts for
differences in enroliment, institutional type, and multiple
campuses

» National peer data in student and institutional support
services used to create a core cost and variable cost

» A three-year rolling average is used to improve predictability
and create stability

Minnesota
STATE COLLEGES
R B UNIVERSITIES
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Facilities component: How it works

= Recognizes an allocation related to the operation,
maintenance and repair of an institution’s facilities

= Benchmarks set at $1.80 per square foot for maintenance and
operations and $1.50 per square foot for repair and
replacement

= Data used in the componentincludes square footage, student
headcount, and utility costs

* Componentalso provides for a multiple campus factor and
residential living factor

Minnesota
STATE COLLEGES
R UNIVERSITIES
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Libraries, research & public service
components: How they work

= Library component recognizes the unique mission differences
between college and university libraries and funds close to
national benchmarks as a percentage of total operating costs

* Colleges allocated 3.5 percent
* Universities allocated 6 percent
= Research & public service component funds colleges and

universities at a rate similar to national peers based on
percentage of total operating costs

* Colleges allocated 1.17 percent
* Universities allocated 2.62 percent
Minnesota

STATE COLLEGES
& UNIVERSITILS
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Revenue buy-down: How it works

= Allocation model only allocates state appropriation

= The revenue buy-down is used to isolate state appropriation
from other general fund revenue (tuition) so that only
expenses attributed to state appropriation are recognized

= Purpose of buy-down is to account for the differences in
tuition as a percentage of total revenue among colleges and
universities

Minnesota
STATE COLLEGES
A UNIVERSITIES

The allocation framework allocates only state appropriation. State
appropriation revenue is isolated from the other general fund
revenue (primarily tuition) as a means to recognize only the state
appropriation expenditures in the instructional cost comparisons
and in other framework categories.

This approach builds in the historical relationships between tuition
revenue and state support which were varied across institutional
types. It is sensitive to changes in the mix of revenues in a college
or university’s general fund.
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Allocation results

» The individual components total to one amount for each
college and university.

= Since the implementation of the framework, the amount
generated by the base allocation model has always exceeded
the level of state appropriation funding.

= College and university total results are translated into a
percent share calculation and this percent share is used to
allocate the available state appropriation.

» As a final stability factor, 50 percent of a college’s or
university’s allocation is based on the results from the prior
year allocation model and the other 50 percent based on the
results from the upcoming year’s allocation model.

Minnesota

STATF COLLEGES
& UNIVERSITIES

The allocation results do not determine how colleges and
universities must spend the funds, only the amount of state
appropriation they will receive as base allocation.

The 50/50 average and the three-year average applied in the
instructional & academic support and student & institutional
support components smooth out redistribution from year to year.
This prevents significant movement of state appropriation from one
institution to another every year.
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