
 Minutes• 
 
 Senate Committee on Finance and Planning 
 December 18, 1990 
 
 
Present: Burton Shapiro (chair), Avner Ben-Ner, David Berg, David Biesboer, Bill Chambers, 

Edward Foster, Lael Gatewood, Craig Kissock, Nick LaFontaine, Fred Morrison, Jeff von 
Munkwitz-Smith, Roger Paschke, Nancy Ann Root, Mary Sue Simmons, Charles Speaks 

 
Guests: Senior Vice President Gordon Donhowe, Geoff Gorvin (Footnote), Warren Ibele, Ken 

Janzen (Regents' Office), Geoffrey Maruyama 
 
 
1.   Report of the Chair 
 
 Professor Shapiro recalled the discussions at the previous meeting about the growth of bureaucratic 
procedures and reported that he had received information about delays in reimbursement for travel 
expenses.  After the last meeting he had lunch with Professors Ibele and Gray; the outcome was that he 
will convene a small group of knowledgeable people to try to determine how to proceed. 
 
 He next called to the attention of Committee members a draft memorandum identifying factors 
associated with proposals to create a School of Fine Arts or School of Music. 
 
2.   Alternatives for Purchase of Steam 
 
 Professor Shapiro welcomed Senior Vice President Donhowe and Mr. Paschke to the meeting to 
discuss the proposals for purchase of steam.  They distributed copies of a set of slides used at the Board of 
Regents meeting the previous week and walked the Committee members through them. 
 
 Mr. Paschke told the Committee that the complicated and sophisticated study was undertaken by 
(an ad hoc but technically extremely expert) utilities committee in response to a report last year which 
evaluated the age and condition of the University's steam plants (which report concluded that the 
University would have to make a major decision about how to maintain its supply of steam and which 
recommended that a new coal-powered plant be built at a cost of $170 million; it also recommended that 
the University consider third-party providers).  He informed the Committee about the process which had 
been used to evaluate the alternatives (University-constructed-and-run steam plants and proposals from 
several third-party providers).  The result of the recent study has been a recommendation to the Board of 
Regents that the University negotiate with DEI-Arkla (parent company of Minnegasco) to provide steam. 
 
 The DEI option was the least costly (except for the University-operated system) and met a number 
of other criteria better than the alternatives.  The internal option was not selected primarily because of the 
enormous capital commitment which would be required ($153 million--which would exhaust the 
University's debt capacity for many years, possibly at the expense of academic buildings) and the 
difficulties with siting and constructing a new steam plant.  The internal option, however, is 
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recommended as the fall-back option if negotiations with DEI prove not to work out (an outcome seen as 
extremely unlikely). 
 
 It was pointed out that the internal option is very different from the DEI proposal (in that DEI is the 
only alternative which relies on gas whereas the internal proposal--as well as the other third-party 
providers--rely on coal); would it not be prudent to solicit additional proposals similar to that of DEI if 
the negotiations with DEI fail?  Why select a clearly different second choice?  Senior Vice President 
Donhowe responded that for a company to make a proposal similar to that of DEI requires that it have 
significant gas reserves in hand as well as a way of getting those reserves to the University.  It appears 
that no other company has that capability.  DEI owns or controls the pipelines it needs and has guaranteed 
transport to the University for 25 years at a very competitive (and fixed) rate.  (One of the other 
companies, informed of the recommendation in favor of DEI, acknowledged that a major problem was 
transport.)  Failure to strike a bargain with DEI will almost certainly force the University back to the 
option of relying on coal--unless another company can be found which has gas reserves and can transport 
them. 
 
 Mr. Donhowe also observed that the major negotiating points are answered in the proposal from 
DEI; if given the authority to negotiate, he said, he expected that the University would have a contract 
very promptly.  DEI, he affirmed, is bound to the elements contained in their proposal. 
 
 Asked about NSP (one of the other third-party providers who made a proposal), Mr. Paschke 
explained that NSP relies almost completely on coal and does not have access to the gas reserves which 
are needed for an operation as large as the University. 
 
 Asked about the impact of the University decision on the DEI market share in the Twin Cities, Mr. 
Paschke reported that the University would be their single largest customer although they have significant 
operations throughout the central United States.  It is difficult to determine exactly what proportion of 
DEI's business would come from the University.  Purchase of gas from DEI would not be practical 
because the University would still have to make the capital commitment to convert the existing plants 
from coal to gas; it also unlikely DEI would be willing to strike such a bargain. 
 
 If the University becomes the largest customer from a unique source, it was observed, the situation 
is one of a powerful monopoly; what safeguards will be put in place to protect the University from a 
breach of contract?  Those protections will be part of the negotiations, Mr. Paschke responded.  He also 
estimated, in answer to a question, that the return-on-investment to DEI would be about 10%, which is 
noticeably lower than the likely return contained in the other proposals. 
 
 The Committee spent considerable time discussing the various scenarios, the probabilities assigned 
to each, and the statistical work that undergirded the risk appraisal projections.  Also discussed were some 
"worst case" scenarios. 
 
 Ms. Simmons reported that Mr. Paschke has met twice with the Subcommittee on Physical Plant 
and Space Allocation; it is drafting a recommendation to the Finance and Planning Committee which will 
endorse the commencement of negotiations with DEI but which will also express reservations about 
identification of the internal option as the back-up. One Committee cautioned that the internal option 
should not be excluded; if the negotiations with DEI break down there may be several internal options 
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which will need to be considered. Mr. Donhowe agreed; he said that there must be a legitimate fall-back 
position if the negotiations are to be effective and it would be best not to disqualify the internal option.   
 
 Mr. Donhowe also told the Committee that this issue would probably engender the most heavy-
duty lobbying that the Board of Regents has ever seen.  The companies which made proposals that were 
not recommended are not prepared to accept the recommendation of the utilities committee; this is too big 
a contract to let go without a fight.  If one looks at the gross numbers, over a 25-year period, they amount 
to roughly $1 billion.  This will be the single largest decision any present member of the Board of 
Regents will ever be asked to make.  There has already been intensive recruiting of lobbyists on this 
issue.  He said that he expects that the qualifications of the utilities committee will be challenged and that 
the analysis will be challenged.  There will be very high-powered lobbying, he concluded; it will not be 
an instance where free speech will reign and the truth will emerge.  It will be a tough advocate's game. 
 
 Mr. Donhowe said that if the University community feels strongly about this, and wishes to make 
its position known, it is not a time to be silent and see how the administration makes out.  After informing 
themselves as much as they wish, he said, it will time to speak to the Regents if the Committee has an 
interest.   
 
 The Committee agreed that it would take up the subject again at its meeting on January 15, after 
presentations have been made to the Board of Regents by all of the companies making proposals.  The 
Board will take final action at its February meeting on whether or not to authorize negotiations with DEI. 
It was also agreed that the Committee would have representatives at the January meeting to hear all of the 
proposals and would then develop its recommendation for presentation at the February meeting.   
 
 One other outcome from a contract with DEI, Mr. Donhowe observed, is that the University will be 
able to consider, for the first time, what it might do with the land adjacent to the river that is now 
occupied by coal piles and the steam plant. 
 
3.   Continued Discussion, Legislative Request 
 
 Professor Shapiro next asked that the Committee turn its attention to the revised motions drafted by 
Professor Morrison concerning the biennial request.   
 
 Professor Morrison noted that the first motion provided that if the legislature does not appropriate 
adequate funds for cost-of-living increases for faculty and staff salaries and for expenses, the reallocation 
process should take those into consideration in addition to the plans for programmatic change.  That is, 
reallocation should not go forward if there are not salary increases.  This does not necessarily mean that 
there would have to be full cost-of-living increases but it does mean that we cannot bury our heads in the 
sand about the cost of maintaining the quality of the University. 
 
 One faculty member of the Committee reluctantly argued against diverting money for faculty 
salaries.  The cost-of-living proviso in the resolution, he said, probably translates to across-the-board 
increases; if the University calls off reallocation--which it should not--and converts the money to salary 
increases, the amount involved is 2% or less.  Across-the-board increases would be the worst way to 
distribute the money.  If such increases are to be awarded, there should be no increases for central 
administrators, deans, full professors; the money should go to civil service staff, academic professionals, 
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tenure track assistant professors, and perhaps associate professors.  These are the groups most harmed by 
no salary increases. 
 
 Even more bothersome, it was argued, is changing our mind about reallocation and diverting the 
money for faculty salaries, for three reasons of increasing importance.  First, the faculty have argued that 
there is a substantial need in the core arts and sciences; to call the process off and not fund those programs 
through an intercollegiate reallocation process would be a mistake.  Second, the University cannot afford 
to send to the legislature a message that if it does not appropriate salary increases the University can 
award them anyway, especially not in advance of the legislative session.  Third, a zero-plus-zero increase 
in salaries for the 1991-93 biennium will not be unique to the University; it will be applicable to 
employees all over the State.  For the University to set itself aside and to say that it will get an increase 
even if everyone else will not would be a very bad signal. 
 
 It was pointed out, in response, that the resolution does not require that salary increases be awarded 
at the expense of reallocation, only that consideration be given to salary needs. 
 
 Another Committee responded as well.  Any salary increases awarded need not be in the amounts 
the University requested but the needs cannot be ignored; to award no increases, it was argued, 
communicates to the legislature the message that the request for salary increases was not all that 
important after all.   The legislature should be told that if the salary increases are not forthcoming the 
University will have to look hard at everything--including whether or not the University stays with the 
33% tuition rate.  The point is that the University should not say it will proceed with reallocation no 
matter what happens. 
 
 If there is an underfunded arts and sciences core, it was further argued, and the University awards 
no salary increases, it will have an arts and sciences core that is even more badly funded in relation to the 
rest of the world (although not in relation to the rest of the University).  This is a serious concern which 
will have to be addressed and it would better to take it up sooner rather than later.   
 
 In terms of a message to the legislature, to go ahead with reallocation and to ignore the stated 
number one priority in the request (salary increases) is to send the wrong message.  
 
 Third, the other units in the State are also being told they will have to retrench and that there will 
be no budget increase; there has been nothing said to other agencies about no salary increase--the other 
units could award increases from internal retrenchment.  The University should preserve that same 
flexibility.  Another individual added that in units with organized bargaining units, when salary increases 
are negotiated the funds come from internal cannibalizing if there is no State appropriation.  It was also 
pointed out, however, that within the memory of anyone present there has never not been a salary 
appropriation for State employees; how the agencies would respond--would be permitted to respond--to a 
zero increase has never been tested. 
 
 The second motion is related; the budget instructions specifically told the deans that reallocated 
funds could not be used for salary increases.  That, again, runs counter to the general instructions to 
reallocate for the highest internal priorities; for some units that priority could be salaries. 
 
 Mr. Donhowe noted that few other agencies which receive State funds have as high a proportion of 
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their expenses tied up in salaries and fringe benefits (about 74% for the University).  He noted some other 
things the University would likely have to say.   
 
 First, there will, he said, have to be a very spirited defense of the existing base budget of the 
University--because it is in jeopardy.  Someone watching from the outside could observe that the 
University has already started exactly the process needed--reallocation--and that it can help the State by 
shouldering its fair share of the anticipated shortfalls.  The University will be arguing that improvement 
of its quality remains the overriding objective, will describe what is occurring, and will assert that the 
attempt to make the quality improvements being sought will be set back for a generation if the base is cut. 
The work being done now by deans and vice presidents is as creative as anything he has seen, Mr. 
Donhowe said, in terms of thinking carefully about reshaping and pruning the University to enhance its 
quality.  
 
 Two things will probably happen, the University will say, if the legislature reduces the base and 
stops reallocation.  First, another set of University leadership will be eliminated; those in office now will 
find other things to do when their plans have been rejected and it will be necessary to start all over again 
with a whole new generation of leadership.  The University will not again be prepared to attempt internal 
changes of such magnitude until the bad memories of this effort have faded.  Second, the University is 
saying that the first priority remains, without question, adequate compensation for faculty and staff.  The 
University will argue that it has an equitable claim on any inflationary run-ups that appear anywhere in 
the State budget.  So, he concluded, the University will say that reallocation will not be used for salary 
increases. 
 
 That position may have to change, he went on, but the University must make those arguments.  It 
cannot make the argument, for instance, that it will close the Waseca campus and use the proceeds for 
salary increases on the Twin Cities campus. 
 
 Mr. Donhowe was asked if adoption of either of the two resolutions would be at variance with the 
President's response to the Finance Commissioner arguing for retention of the base.  The resolutions 
would probably not damage the University, he said, but they are at variance with the University's 
position.  And the University is prepared to re-examine its position. 
 
 Professor Morrison moved, and the Committee agreed, that consideration of the motions be 
postponed until it appears appropriate to bring them back (including the possibility of taking them up at a 
time when the legislature could profitably be informed of the faculty's view). 
 
 Mr. Donhowe briefly reviewed the possibilities for interplay between the Democrats and 
Republicans in the legislature and between tax increases and spending cuts as well as where the 
University and salary increases would likely fit in. 
 
4.   Resolution on the Campus Club 
 
 Professor Morrison had also drafted a resolution concerning the future of the Campus Club.  
Professor Shapiro reported that Professor Ibele has asked Professor Stauffer, President of the Club, to act 
with him to set up an ad hoc committee of faculty and staff to discuss the problems and arrive at possible 
recommended solutions.  Professor Stauffer has agreed to this proposal, Professor Ibele reported.   
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5.   Administrative Costs for New Academic Units 
 
 Professor Shapiro recalled that several faculty were disturbed at learning of a proposed School of 
Performing Arts in the Minnesota Monthly magazine and that the Committee had requested information 
on the projected costs of such a reorganization.  The draft memorandum distributed at the beginning of 
the meeting addressed some of the questions raised by the Committee. 
 
 Professor Shapiro reported that he had also had a conversation with Dr. Kuhi, who cautioned that 
in light of the current economic climate discussion of any new schools might have to be postponed.  The 
memorandum should, therefore, be read with that in mind.  The Committee continues to be interested in 
the costs of creating the School of Architecture and Landscape Architecture; Dr. Foster agreed to obtain 
the information. 
 
 It was suggested that there were two separate issues to be considered.  One is whether or not any of 
the alternatives detailed in the memorandum should be considered; the memo, by direction to its authors, 
only examined costs.  The second question, appropriate for this Committee, is whether or not at this time 
any of the alternatives should be considered. 
 
 Given the lateness of the hour, it was agreed that this item would be brought back at a future 
meeting of the Committee. 
 
6.   The Next and Future Meetings 
 
 It was suggested that the question of the Waseca campus closing should also be taken up.  
Although the Waseca faculty bargain collectively, the Committee concluded it was not barred from 
discussing the role of Waseca in the University system.  The arguments revolve around the costs and size 
of the program, which are finance and planning issues. 
 
 Mr. Donhowe commented that both this Committee and the Consultative Committee, within the 
next month, would be asked by the administration to take up an array of issues raised by the reallocation 
process. 
 
 In light of the press of this business, it was agreed that the Committee would schedule an additional 
meeting on January 8. 
 
 The Committee adjourned at 5:00. 
 
      -- Gary Engstrand 
 
University of Minnesota 


