
Minutes* 
 

Senate Committee on Finance and Planning  
Tuesday, February 18, 2014 

3:00 – 5:00 
238A Morrill Hall 

 
 
Present:  Russell Luepker (chair), Gary Cohen, Dan Feeney, Jennifer Gunn, Karen Ho, Samantha 

Jensen, Lincoln Kallsen, Michael Korth, Kara Kersteter, Jill Merriam, Fred Morrison, 
Paul Olin, Richard Pfutzenreuter, Terry Roe, Ann Sather 

 
Absent:  David Fisher, Catherine Fitch, Laura Kalambokidis, Arturo Schultz, Michael Volna, 

Pamela Wheelock, Aks Zaheer 
 
Guests:  Julie Tonneson (Office of Budget and Finance); Kevin Lang (graduate student) 
 
[In these minutes:  (1) 27 pay periods; (2) Duluth campus funding; (3) cost pools; (4) graduate and 
professional student indebtedness] 
 
 
1. 27 Pay Periods 
 
 Professor Luepker convened the meeting at 3:00 and welcomed Ms. Tonneson to report on the 
resolution of the problem of those years when there are 27 pay periods (rather than the normal 26).  He 
recalled that there was controversy about the 27 pay periods when the issue arose in FY11 and the 
administration agreed to develop a plan to deal with it next time. 
 
 Ms. Tonneson provided a handout and talked with the Committee about it. 
 
1.  The next fiscal year in which there will be a 27th pay date for employees is FY21 
 
2.  There will be no change in the timing of employee paychecks  

 
3.  Policy changes will be implemented to allow for a change in the calculation of paychecks for salaried 
employees in the fiscal year in which the 27th pay date hits (communication will be developed by HR 
significantly before FY21 when this next happens): 

 
- the appointment year will be changed to be July 1 to June 30 for all employees 
- for all employees for which it is applicable, in the year of the 27th pay date, the annual salary 

will be divided by 27 rather than 26 
- the Office of Human Resources will develop a policy response related to standards or 

guidelines in how agreements related to summer salary are developed (e.g. based on an 
annualized salary or per pay-check amount) for b base faculty paid on a nine month cycle 

- the goal is not to advantage or disadvantage any employee, but to pay salaried individuals 
their annual salary (no more, no less) each fiscal year 
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- communication from OHR will clearly state the impact on these employees’ paychecks in 
that year (one more check than normal but each a bit lower than otherwise would have been) 
and will reiterate what the 27th pay period scenario is about 

 
4.  For the expenditures associated with hourly employees pay, there will be a change in the annual 
departmental expense beginning with FY14: 

 
- Sponsored funds are excluded from these changes – departments essentially experience this 

recommended process for nonsponsored funds already. 
- Departmental expense will be changed to reflect the actual number of days worked in a fiscal 

year.  Currently, due to the way the pay dates hit in the calendar, in most years, departments 
pay for 260 days of work, even though employees work 261 or 262 days per year.  
Employees get paid for every hour worked, but because of the pay calendar, the expense that 
hits the department does not line-up with hours/days worked by fiscal year. This is what 
causes the additional expense of an extra 10 days (one pay period) every 11 years when the 
pay calendar forces a catch up. 

- Since the timing of employee pay will not change (and therefore the true University expense 
by fiscal year will not change), the additional day or two of pay to be expensed by 
departments every year will need to accrue at the institutional level to offset the paycheck 
expense of that 27th pay date in FY21. 

- The goal of the new methodology will be to eliminate the large departmental expense of the 
27th pay date in FY21 by spreading it across the intervening years. The expense transactions 
of that pay date in FY21 will be offset by the accrual at the institutional level that has built up 
through the recording of one extra day or two of payroll expense every year. 

 
Ms. Tonneson said that the Office of Human Resources will develop policy proposals to 

implement the changes and that the proposals will come through the normal policy-review process.   
 
The gist of the solution is that central administration will hold funds from departmental budgets 

until the 27th pay period and then use the balances for that extra paycheck.  The plan began this year:  
departments were told to budget one extra day of salary for employees.   

 
Professor Ho asked what happens when an employee leaves before the year of the 27th pay 

period.  Ms. Tonneson explained that there will be no impact on employees; the plan only spreads 
departmental expenses over a period of time.  Given the delayed start of the plan, the expense of the next 
27th pay period will be greater than the funds accrued so there will still need to be funds identified to 
make up the difference. 

 
Professor Cohen recalled a discussion with the controller, Mr. Volna, at which he identified the 

options for dealing with the matter, and mentioned that there had been complaints that this solution would 
mean a loss for some employees because one category of employees (salaried on 12-month appointments) 
would not get the extra paycheck.  His view is that those people are hired for an annual salary and that is 
the amount they should receive, so the solution that has been proposed is reasonable, and people should 
not receive extra money just because of a quirk in the payroll calendar.  Ms. Tonneson recalled that  FY11 
(the first time the problem had arisen after the University had switched to a biweekly payroll), was also a 
year in which there were furloughs and temporary pay reductions, so while the 27th paycheck was issued, 
the other savings mitigated the cost to the University. 
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Professor Luepker recalled that the 9-month appointees were unhappy in FY11 because they did 
not receive the additional paycheck.  Going forward, one's annual salary is one's salary, period?  That is 
correct, Ms. Tonneson said. 

 
Professor Luepker asked next about taxing departments and putting the money in a fund to cover 

the expense of the 27th pay period in the future, and the concern that there will not be enough money 
available:  does not the amount depend on employment levels and other factors?  It does, Ms. Tonneson 
said, including salary increases as well, and the Office of Budget and Finance is monitoring the levels in 
order to reduce the variance in the future.  Vice President Pfutzenreuter said the University cannot handle 
the 27th pay period the way it did last time, which required departments to absorb the expense of the 27th 
paychecks; the administration is collecting the money ahead of time in order to help departments so that 
they don't face a budget shock the next time the 27th pay period occurs. 

 
Professor Korth commented that the plan is a tremendous improvement over what happened in 

the past and said he believes it is fair to everyone. 
 
Professor Luepker thanked Ms. Tonneson for her report. 

 
2. Duluth Campus Funding Issue 
 
 Professor Luepker closed the meeting for a brief discussion of the issues that had been raised in 
the press about the funding for the Duluth campus.  Vice President Pfutzenreuter described the situation 
and concluded that he was confident the problems will be solved. 
 
3. Cost Pools 
 
 Professor Luepker said he would like to tie up the matter of cost pools, a topic of discussion at a 
number of recent Committee meetings.  The most recent discussion, at the last meeting, demonstrated that 
the cost pools are an increasing burden on the colleges; they total over one-half billion dollars and 
represent a substantial part of University expenses.  He asked if the cost pools are a matter on which the 
Committee wished to comment.  At the last meeting the amount of the cost pools appeared to be set:  the 
colleges receive the bill for the costs.  He said he was not sure what the Committee would recommend 
and asked for thoughts. 
 
 Professor Morrison said that the cost pools are all costs that must be paid from some source.  In 
the old days, they were paid from state funds before the allocation to the colleges.  To use that approach 
now would mean the cost-pool costs would use up all of the state funds (the total cost pools and the state 
appropriation are roughly the same), which means that all of the colleges would be dependent on tuition 
and whatever other revenues they could generate.  The University does not want that arrangement.  The 
cost pools include items such as the president's office, the Board of Regents office, and many other 
things, and the institution must figure out how to pay them.  It is important to do so in a way that does 
mean some units starve.  The cost pools allow people to know where the costs are being incurred; 
Professor Morrison noted that the adoption of the cost pools coincided with people beginning to turn off 
the lights when not in a room and other money-saving actions.  He said he believed the cost pools are a 
good way to pay the University's bills. 
 
 Professor Cohen said he was sympathetic to the principles Professor Morrison had enunciated.  If 
the University is to have the decentralized budgeting that it does, the only way to assess common costs is 
to assess the colleges, which receive the state funds and tuition revenues.  The question is how to assess 
the costs and how to achieve fiscal discipline in the cost-pool units.  The colleges have had a lot of 
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discipline imposed on them in terms of spending and must answer a lot of questions; he said he did not 
have a sense that the service units faced the questions and challenges.  He recalled asking Vice President 
Pfutzenreuter what incentives there are in the system for managers to achieve savings and said he and said 
he is still waiting for a good answer.  Is there a better way to do budgeting for cost-pool units?  Professor 
Luepker has asked in the past why the cost pools go first and the colleges are then presented with the bill.  
Professor Cohen added that one never hears the phrase "cost to continue" at the University, and perhaps 
there are some service units that should be on a zero-based budgeting system.  The question for him is 
how to do the budgeting for the service units. 
 
 Professor Roe said the question is whether the services are produced efficiently and at the right 
level—whether the services consumed are what the colleges have paid for.  It would be too awkward to 
have each student carry a college-specific ID card, so that the charges for the service consumed are in fact 
those supplied, as in a "market." 
 
 Professor Feeney noted that he had chaired the committee that developed the proposed budget 
model that includes the cost pools.  It was developed in the period when the University had the IRS 
(Institutional Revenue Sharing) as well as the Enterprise Systems tax, and some units were taxed twice.  
This was a major issue for units with clinical revenue.  The idea of the budget model is that a dean can 
look at the cost-pool expenses and say that they are too high.  There were lengthy discussions with the 
deans, faculty, budget people, and the vice presidents about the cost pools, and his view is that in the past 
people were not willing to ask the questions that are now being asked.  The committee and others 
discussed at length the formulae for the cost pools; Professor Feeney said he believed they were refined 
well.  He agreed with Professor Cohen:  this Committee should be asking what colleges are getting for 
their money and about the pressures that are brought to bear on service units to be efficient.  He surmised 
that there are such pressures and the Committee simply does not know about them.  Ms. Merriam 
concurred with Professor Feeney's last point. 
 
 Professor Morrison suggested the Committee needs to look at the approval of the cost-pool 
budgets—the timing is not important.  The approvals are all by administrative people, not academic 
people, deans' representatives, and so on.  That could be a point at which the service units could justify 
their budgets to the people who are using the services for which the service units are charging. 
 
 Professor Luepker said that in his view the current system is better than the one used in the old 
days, although one can argue about the formulae used for the cost pools.  This Committee can keep an eye 
on the cost pools and the formulae, he suggested, as well as on efforts to hold down costs. 
 
 Professor Ho asked if the Committee should inquire further about why the administrative costs 
are set first.  Professor Luepker recalled that when asked about the order, Vice President Pfutzenreuter 
said he did not care in which order the budgeting occurred; Mr. Pfutzenreuter said only that they could 
not do everything at once.  Professor Feeney said the deans want to know what their costs will be and 
they can't start with what they pay.  Without a number, the deans would be flying blind in setting their 
budgets.  Professor Luepker said he was not sure there was any perfect timing; the deans would like to 
know, but when they receive the cost-pool charges, they appear to be fixed and unarguable, figures the 
deans cannot question.  Professor Gunn agreed that it is less a question of timing than of who is setting 
the priorities and asking if they align with the academic mission.  Some costs, she observed, are not 
negotiable, such as making sure the plumbing works. 
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4. Graduate and Professional Student Indebtedness 
 
 Professor Luepker now welcomed Mr. Lang to the meeting to talk about graduate and 
professional student debt burdens.  He commented that tuition increases in recent years reflect the "new 
normal" that former President Bruininks enunciated during the period of continued reductions in state 
funding for the University.  The Committee heard from several professional school deans last year and 
last fall it heard from Vice Provost Kohlstedt about, among other things, the decline in the number of 
doctoral fellowships.  He said he had heard a presentation to the Board of Regents by Meagan Mason 
about graduate-student indebtedness; she could not attend but Mr. Lang agreed to do so. 
 
 Mr. Lang told the Committee he is a fourth-year Ph.D. student in Veterinary Medicine and also 
one of the student representatives to the Board of Regents; he commented that he is not an expert on the 
personal finances of students or global financial issues in higher education but said he could provide the 
Committee a few data points.   
 
 Mr. Lang noted (for 2009-10) the average cumulative debt for various categories of degrees 
among Minnesota graduates.  Those who earn certificates, associate, bachelor's, and master's degrees have 
about $11,000, 18,000, 28,000, and 30,000 in debt, respectively.  Doctoral graduates have $55,000 and 
those with degrees in professional practice have $114,000.  He expressed particular concern about the 
students who obtain professional practice degrees because those are the people who typically get jobs but 
carry heavy debts, which is a larger social concern.  Mr. Lang also noted an increase in the debt burden 
(nationally) between 1998 and 2013 for medical, veterinary, and dental students; for medical students, it 
increased from about $80,000 to over $150,000, for veterinary students from about $60,000 to about 
$140,000, and dental students from about $90,000 to over $250,000.  These debts in some fields drive 
students away from certain fields, but (for example), in the case of veterinary students, the U.S. and 
global food system depends on production animals.  No one who is rational would incur the level of debt 
that veterinary students do, given the salaries they earn after graduation. 
 
 There are loan-forgiveness programs, Mr. Lang said, and those can help swing the pendulum 
back for students in order that they can take jobs important for society.  He noted the MN Rural 
Veterinarian Loan Forgiveness Program as an example. 
 
 The questions that need to be asked, Mr. Lang said, are whether society is doing enough to 
support students so that the cost of their education does not influence decision-making about choice of 
programs and whether institutions are training enough people to meet society's needs.  Will there come a 
point when it will be impossible to fill positions in certain sectors? 
 
 While everyone would like to see a substantial increase in state support for the University in order 
to hold tuition flat in professional schools, that isn't realistic, Mr. Lang said, so the University must try to 
get creative in saving money for students.  One way to do so would be with open-access textbooks, which 
could reduce costs without touching tuition revenues.  He noted that textbook prices since 1978 have 
increased far faster than either the cost of new homes or health care.  In addition—and there may be no 
data on the point—the debt-load data cannot assess personal debt students may incur outside the financial 
aid process, such as on credit cards. 
 
 Professor Gunn noted that there is discussion among health professional students about different 
organizations of practice, such as changing from fee-for-service to salaries in medicine.  Has there been 
any discussion of how a change in the model would affect decisions about specialties or how education 
should be paid for?  Mr. Lang said he hoped there would be but that no one has mentioned those 
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alternatives to him.  Students are aware, however, of how costly their programs are and that even with 
tuition increases, the charges do not cover the costs of their education. 
 
 Professor Roe made two points.  First, the demand for human capital is rising, which means that 
incomes will be higher in the future, so it makes sense to incur some debt to obtain professional degrees; 
one can debate the mechanisms for dealing with it.  Second, there is a cost to the University:  in his 
program, for example, graduate students are essential to conducting research and faculty would be less 
productive without them.  In his field, many of the University's peer institutions support all or most of the 
students they admit to their graduate program.  Some departments have endowments that can support 
graduate students, but in his they can only guarantee support to 4-5 out of 30 admitted to the program. 
 
 Mr. Lang surmised one could find similar examples in many departments across the University, 
except perhaps in the biological sciences.  The point bears on Vice Provost Kohlstedt's comment that 
there may be students who receive a half or quarter assistantship and do not have the financial literacy to 
understand the implications of taking out large loans.  Professor Roe asked if financial counseling in 
professional programs would help students think about their future and perhaps make more rational 
decisions.  Mr. Lang said such counseling is required in some professional programs but he did not know 
about any Graduate School requirements, and it important the University be engaged in offering such 
assistance.  It is not required for undergraduates.  This is a place where the University could improve, he 
said, because it does play a role in the issuance of debt and it could require students to receive financial 
counseling. 
 
 Professor Roe recalled that the Committee has heard from the State Economist in the past about 
the labor needs the state faces.  Skills will be in short supply so one can expect wages of educated 
workers to increase in the future; the question is what the University is doing to find ways of increasing 
the proportion of high school graduates that go on to further education, whether trade schools, 
community/state colleges, or the University system. 
 
 Professor Olin reported that in dentistry the applicant pool has remained strong so the School of 
Dentistry could raise tuition, but over the last ten years there has been a substantial increase in student 
debt—but it seems unlikely the education has improved correspondingly.  There should be an incentive 
for the professional schools to decrease tuition, he said, because the notion that schools should raise 
tuition levels to whatever the market will bear means the choice of practice will be driven by loans.  He 
said he did not believe professional schools have done a good job of making tuition reasonable. 
 
 Mr. Lang agreed and said that while he did not know about health professional programs, he 
understands that the Carlson School raised tuition for the MBA program to match its competitors because 
the data demonstrate that students will not choose lower-cost programs because they perceive the quality 
is lower.  That is a philosophical question:  one can ask if programs want to increase competitiveness at 
the expense of students. 
 
 Professor Feeney said that the term "sustainability" has come up in several Committee 
discussions, and it is related to maintaining the quality of programs.  The University needs to focus on 
what it is doing to students and on the future of its programs.  There need to be hard decisions in higher 
education and in state government about what they can afford. 
 
 Professor Morrison agreed that the budget model for higher education is not sustainable and the 
University because of limits on state support, on federal research support, and hitting the limit of tuition 
income.  The University may need to narrow the scope of what it does.  With respect to textbook prices, 
he said that publishers' reps tout their textbooks but don't talk about the price; he checks the prices and 



Senate Committee on Finance and Planning 
Tuesday, February 18, 2014 
 
 

7 

finds them outrageous.  He has started choosing textbooks lower in the list and telling students to read 
original sources (which are in the public domain).  If students do that, they can save about $1,000 per 
year, but this may not work in other fields. 
 
 In some fields, Mr. Lang said, the facts that are collated in textbooks have been produced and 
paid for by the taxpayers.  The collation and digestion of these facts takes time but it is not clear that the 
time required justifies the premium in cost for textbooks.  In his own undergraduate field, his adviser told 
him that while the field had not changed substantially in 20 years, new textbooks nonetheless come out 
about every 3 years, often correcting mistakes in early texts but also making new mistakes, requiring a 
new edition.  There are models, such as e-textbooks, that can be a sustainable source of information.  He 
said he would like to see national professional organizations adopt textbooks for some fields and classes; 
if the national organization identified a text as high quality, it would be used in all programs.  There is a 
program that pays faculty members to review open-access texts, which they try to support, and he said 
that is an investment worth making. 
 
 Professor Ho said that the textbook question is related to restructuring in the publishing industry 
and the issue of short-term shareholder value.  Publishing texts is not always about new knowledge.  
Academics should not follow that corporate model. 
 
 Ms. Kersteter said that one debate has been about transparency in the costs of graduate education 
and how students are not informed about the costs.  There has been a movement to state upfront and 
clearly the projected costs (her department does so and others are making progress in doing so). 
 
 Mr. Lang said that graduate programs are so diverse that it is difficult to get an idea about the cost 
of graduate education.  He noted that Professor Roe had said graduate students are needed to help faculty 
do their work, but the way that students are funded has changed while the organization of work has not, 
so the number of graduate students in various fields has to be reduced because there are not enough funds 
to support all of them.  That is disheartening and increases the level of stress for students who are trying 
to complete a dissertation.  Is the University trying to attract the best students?  That is an important point 
on multiple levels.  The University needs to look at the structure to determine if putting the burden on 
students will collapse in the future. 
 
 Professor Roe commented that the University is taxing research programs to transfer resources 
(e.g., a graduate student costs $38-39,000 per year but the student receives about $17,000, and most of the 
rest is for tuition).  It was not always that way; when Robert Holt was dean of the Graduate School, the 
cost was about $18,000 and the student received $14,000.  But once a student is past the oral prelim, the 
cost to the program drops by $10,000—so programs are encouraging students to take their oral prelims 
early in order to save money. 
 
 Professor Luepker summarized by noting that the discussion has broad implications beyond 
tuition, students, TAs and RAs, and fringe benefits.  He noted that students came to the Senate 
Consultative Committee and reported on a resolution from Big Ten students to change bankruptcy law so 
that bankruptcy would also absolve students of student loans (it does not now).  In addition, the 
Committee has been told that many students do carry heavy credit-card debt.  Professor Morrison pointed 
out that loan-forgiveness programs in his field forgive the loans after 20 years of public service—but the 
forgiveness of debt is imputed income under the Internal Revenue Code, so the amount forgiven creates 
an income tax liability usually of about 28%.  This is true for other debt forgiveness programs, too. 
 
 Professor Luepker thanked Mr. Lang for joining the meeting and educating the Committee on the 
issues and providing alternatives that can be considered.  Most people, when asked about the problem of 
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student indebtedness, don't know what to do.  But it is clear that some people, because of their student 
loans, will choose careers or specialties that do not address public needs.  This is an issue that must 
remain on the front burner. 
 
 Professor Morrison said the University's long term financial situation is the worst he has seen in 
the 35 years he has worked with this Committee and its predecessor.  Student loan indebtedness is one 
aspect of the problem.  With respect to the sustainability of the enterprise, the Committee needs to talk 
with the senior officers about whether the University is sustainable.  "We don't need 'bandaid' quick fixes; 
we need to evaluate whether we have a sustainable long-term financial model."  Mr. Kallsen commented 
that those are exactly the right questions.  Professor Luepker said it is not clear that the Strategic Planning 
Working Group is thinking along those lines.  Professor Cohen observed that the president meets with the 
Faculty Consultative Committee, not this Committee, and the questions need to be addressed to him.  This 
Committee meets with Vice President Pfutzenreuter and Ms. Tonneson, but they are not in a position to 
answer them.  Perhaps FCC needs to ask President Kaler about the long-term issues, especially given the 
strategic planning exercise.  Professor Roe suggested that Mr. Kallsen could be asked to do some 
modeling; Mr. Kallsen said they do long-term forecasting at gross levels and can identify the funding 
gaps when one plugs in reasonable assumptions.  Professor Luepker reminded the Committee again of the 
term "new normal," which seems to have been lost. 
 
 Professor Luepker adjourned the meeting at 5:00. 
 
      -- Gary Engstrand 
 
University of Minnesota 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


