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Policy
Information

Cite policy requirement, or explain why item is on the Board agenda: A $426.3
million deficit is projected for the state’s general fund during the current fiscal. The
Minnesota State Colleges and Universities will receive a reduction of $20 million in the
current fiscal year.

Scheduled Presenter(s): Laura M. King, Vice Chancellor - Chief Financial Officer
Judy Borgen, Associate Vice Chancellor Budget
Karen Kedrowski, System Budget Director

Outline of Key Points/Policy Issues. The Board is being asked to consider a distribution
methodology for the $20 million unallotment.

Background Information: Governor Pawlenty recently announced reductions that
would be made to the state’s general fund budget for fiscal year 2009 in light of the
projected deficit of $426.3 million. The Minnesota State Colleges and Universities will
receive a reduction of $20 million in the current fiscal year.
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BACKGROUND

The state of Minnesota is projecting a deficit in the current fiscal year of $426.3 million.
Governor Tim Pawlenty recently announced reductions that would be made to the state’s
general fund budget for fiscal year 2009 in order comply with the constitutional
requirement of a balanced budget. The Minnesota State Colleges and Universities will
receive a reduction of $20 million in the current fiscal year. The Governor’s actions are
effective immediately. The funds will be withdrawn from the system’s account in early
January 2009. The purpose of this Board report is to provide the proposed distribution
methodology to the Board of Trustees for review and approval.

DISTRIBUTION METHODOLOGY

The $20 million reduction represents 2.9 percent of this year’s state appropriation of
$688.3 million. Since it is all being taken in the last six months, this reduction amounts to a
5.8 percent budget impact. The unallottment represents a 1.5 percent reduction to annual
expected revenue (3.0 percent of last six months) when evaluated on the basis of the total
state support and tuition revenue available to the colleges and universities and the system.
Three principles are recommended to guide the system’s academic and financial planning
work in the months ahead:

e Decisions will be made in a way that best serves students;

e Decisions will strive to take into account the system’s mission to serve the
economic development needs of the state and its communities; and

e Planning will take a multi-year approach, positioning the system for long-term
financial viability.

The Vice Chancellor — Chief Financial Officer, after consultation with the Chancellor,
Chair of the Board of Trustees and the Chair and several members of the Finance,
Facilities and Technology Committee of the Board of Trustees as well as consultation with
the Finance and Administration Committee of the Leadership Council, recommends the
following proposed distribution:

e Colleges and universities: $16.27 million
e Systemwide debt service savings: $2.8 million
e Office of the Chancellor/Shared Services: $.93 million



FY 2009 Unallotment Action 2

Several years ago, the Finance and Administration Committee of the Leadership Council
approved an overall framework for funding the Office of the Chancellor/Shared Services.
The operations of the Office of the Chancellor/Shared Services are fully supported by
appropriation compared to both appropriation and tuition support available to colleges and
universities. The overall funding framework takes into account both appropriation and
tuition. The framework is designed to distribute both increases and decreases in state
resources. The framework provides for the funding of the Office of the Chancellor/Shared
Services to increase at a lesser rate than what the colleges and universities experience.
Conversely, funding of the Office of the Chancellor/Shared Services decreases at a greater
rate than the colleges and universities.

In terms of total tuition and appropriation revenue, the unallotment represents a 1.5 percent
reduction to the Office of the Chancellor/Shared Services compared to an overall average
of 1.4 percent reduction to colleges and universities. Attachment 1 displays the impact of
the unallotment for each college and university. The debt service savings is a result of
over-estimating the system’s share of debt on the general obligation bonds issued by the
state of Minnesota. As part of the annual operating budget cycle, the system estimates a
funding level needed for the debt payment made to Minnesota Management and Budget
considering factors such as the timing and structure of future bond sales, planned
construction execution schedule and the estimated impact of new capital projects. It is the
responsibility of Minnesota Management and Budget to sell/issue bonds for all of state
government and assess the system its appropriate share of the debt obligation.

The Chancellor has informed the colleges and university presidents that there should be
very limited use of reserves to absorb the $20 million reduction. As the system approaches
the 2010-2011 biennium and the state is faced with a projected shortfall of $4.8 billion,
reserves will be a more critical part of budget planning and transition.

The Chancellor will regularly report to the Board of Trustees during the next six months on
the status of the 2009-2011 budget planning. An expectation of that reporting will be
identification of the specific steps taken at each of the colleges and universities and in the
Office of the Chancellor/Shared Services to absorb the fiscal year 2009 reduction.
RECOMMENDED COMMITTEE ACTION:

The Finance, Facilities and Technology Policy Committee recommends that the Board of
Trustees adopt the following motion:

RECOMMENDED MOTION:

The Board of Trustees approves the recommended distribution methodology for the $20
million unallotment during the current fiscal year.

Date Presented to the Board of Trustees: January 21, 2009
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