
Minutes• 
 

Senate Committee on Finance and Planning 
January 7, 1992 

 
 
Present: Burton Shapiro (chair), Avner Ben-Ner, David Berg, Karen Geronime, Virginia Gray, 

Michael Hoey, Fred Morrison, Jeff von Munkwitz-Smith, Irwin Rubenstein, Mary Sue 
Simmons, Charles Speaks 

 
Guests: Senior Vice President Robert Erickson, Ken Janzen (Regents' Office), Nick LaFontaine, 

Thomas Scott 
 
 

Professor Shapiro convened the meeting at 3:15, welcomed Senior Vice President Erickson, and 
asked him to lead the Committee through a discussion of a number of items. 
 
1.   Management Report from Coopers and Lybrand 
 

Mr. Erickson began by distributing copies of the "Report to Management" from Coopers and 
Lybrand to Committee members.  He said that the report points up serious issues of control at the 
University.  The implementation of the CUFS system has been completed; the report identified an overrun 
in the implementation budget estimated at $6 million.  This clearly indicates the University is not doing a 
proper job of controlling expenses. 
 

There are a number of things in the report, taken together, which make clear the University must 
be more disciplined.  He said that he and Mr. LaFontaine, along with the rest of the University, bear 
responsibility for the lack of controls and that the institution must aggressively respond to the problem; he 
assured the Committee that both he and Mr. LaFontaine are prepared to accept their responsibility.  He 
said that when he received a draft of the report, he felt there were a sufficient number of serious issues 
raised that he asked Coopers and Lybrand if it could provide 2 - 3 people, on a bargain basis, to 
immediately work with the University on developing a plan and addressing those issues raised in the 
report.  That arrangement has been made and 
steps are being taken to address them. 
 

There are a number of issues which carried over from last year's report; Mr. Erickson told the 
Committee he should have read the previous report but had not had time to do so given the hectic nature 
of the ten months in which he has been in office.  The issue of control, however, will now have his 
highest priority.  He suggested that the Committee might wish to discuss the report at greater length at its 
next meeting. 
 

One Committee member commented that 10 months in office was not sufficient time for Mr. 
Erickson to have dealt with the issues raised in the earlier report and that responsibility, at this point, was 
not a major issue.  The problem, it was argued, reflects the fact that the management infrastructure of the 
University has stagnated--and it will not be solved by doing things better. What is required is more 
money; some functions need to be better funded and others, not needed, must be eliminated.  Finally, it 
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was said, the cost overrun for CUFS is not a surprise to the Committee; it talked about a possible $4 
million overrun a year ago--but was assured at the time that there would be no overrun. 
 

Mr. Erickson commented that the amount spent is less disturbing than the fact that there was an 
overrun that was not known; the University needs to be able to discuss overruns BEFORE they occur, not 
after the fact.  CUFS itself should help to remedy that situation. 
 

Asked about the major issues raised by the report, Mr. Erickson said they are of different kinds.  
One is asset management; the University has extremely good procedures to safeguard its assets.  The issue 
is whether or not it is conceptually possible for the Board of Regents to exercise oversight of asset 
management when they include very complex arbitrage practices.  The conclusion has been that it is 
desirable to have an outside committee review the structures and strategies and report to the Board.  It is 
important, Mr. Erickson said, to make sure that the Board has a full understanding of the risks and 
benefits of any possible strategy which might be chosen.  

 
Other issues relate to proper accountability and controls; the CUFS management raises these.  

There is insufficient reconciliation of accounts and tracking of time and money--things which sound 
innocent but which are important.  Mr. Erickson said he was committed to laying down ground rules for 
control and that additional staff will be needed.  With the help of Coopers and Lybrand, the University 
will have to evaluate where the strengths and deficiencies lie.  The University, Mr. Erickson emphasized, 
is not as complex (financially) as most people believe; it has made itself complex but it is not inherently 
so.  He observed that there are 28,000 different accounting organizations or entities; he speculated that 
there is no reason for half of them other than that they have always existed.   
 

Mr. Erickson also emphasized that with decentralization and responsibility center accounting, 
there must be an understanding that managers have and need to accept responsibility.  This is the only 
feasible way to operate the institution, he said, because it is a fiction that central administration can 
review all transactions, given the volume involved; it cannot.  The review must be exercised at the 
responsible level. 
 

One Committee member rejoined that there is a fundamental problem:  the administration says 
that responsibility rests in the units--but the philosophy is undermined when someone in Morrill Hall or at 
1919 University has to sign off on the forms.  If the responsibility is to be placed in the units, the 
resources to handle that responsibility must also be provided.  If a clerk-typist has been involved in low-
grade paper processing, either the person must be trained or must be replaced by a more highly-trained 
staff member.  The reality is that much cannot be done without a central signature.  Mr. Erickson said the 
number of forms requiring central signatures should be small--it is not, he was told--and that he would 
work with a few colleges to try to make determinations about where central signatures should be required. 
 

Later in the meeting, after he joined it, Mr. LaFontaine was asked if he had any comments on the 
CUFS overrun or the report to management.  Mr. LaFontaine said he was committed to resolving the 
issues raised in the report and did not want to have the auditors return next year to find that the University 
had agreed to changes but did not make them.  He said he was not happy about what happened with the 
CUFS costs; in part, the University fell victim to the current accounting system.  He also noted that sight 
should not be lost of the fact that there is a new system which will be made to work for the University to 
prevent a recurrence of these overruns. 
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2.   Budget Update 

 
Turning next to the budget, Mr. Erickson reported that he hoped by week's end to have a 

restoration of the $23 million in vetoed State Specials, for which the University is very grateful.  But it 
was also very clear in the discussions that have taken place that the State has a continuing budget 
shortfall; the November forecast predicts a $300+ million deficit.  Everyone is waiting on the March 
forecast, but inasmuch as it will depend heavily on retail sales--which have not been good--it is unlikely 
that the forecast will improve.  The question will become the extent to which higher education should 
share in the budget cuts. 
 

Asked about contingency plans, Mr. Erickson said that they need to be considered but that Senior 
Vice President Infante should discuss them with the Committee.  Any future cuts, he observed, will be 
significant. 
 

Mr. Erickson said, in response to a query, that it is possible the legislature would try to make up 
part of the deficit this year and rescind earlier appropriations.  The State is dealing with uncertainty and it 
has pressures to increase spending in other areas.  Increased health care coverage, for example, would 
require additional revenues, so it is not only the shortfall but possible increased expenditures that must be 
addressed. 

 
3.   The Minnesota Supercomputer Center 
 

Mr. Erickson then explained the proposal to guarantee the funding for the Supercomputer Center 
(hereinafter MSC).  The MSC is tremendous resource for the University, he said, and has permitted it to 
attract a number of activities as well as having a significant impact on the State economy.  
Supercomputing equipment goes in cycles; at issue now is the price/performance ratio.  The MSC must 
acquire the new equipment or lose out competitively.   
 

Mr. Erickson said he understood the frustration among some about the secrecy which seems to 
attach to the activities of the MSC.  He explained that it is a consistent taxpayer and receives clean audits 
every year; he said he is amazed at what it accomplishes.  It is a big resource for the University at a very 
low cost.  The reasons for the secrecy are straightforward; Mr. Erickson explained them to the satisfaction 
of the Committee.  (One, for example, is that the customers of the MSC include several Fortune 500 
companies, which view their relationship with MSC as proprietary information.) 
 

To obtain the next generation of very expensive equipment, the MSC will finance them in part 
through the purchase of services by the University, in part by purchase of services by outside customers.  
Any time not sold to the outside customers is available for University purposes, irrespective of the 
amount of funding the University contributes.   
 

The MSC has asked the University to guarantee a level of purchase of services equivalent to that 
of the last 2 - 3 years, or about $8 million.  Mr. Erickson said he believed it was important for the 
University to do so, and a resolution to that end has been proposed for the Board of Regents for 
information in January and action in February.   
 

Inasmuch as the price/performance ratio will be improved by the new equipment, and the per unit 
cost of use will go down while the University's support will remain the same, one Committee member 
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inquired if there would be increased utilization for the University?  Mr. Erickson responded that 
University usage is basically a "black hole":  people are pretty much free to use as much supercomputing 
as they can.  Asked if there is a NEED for such increased capacity, Mr. Berg told the Committee that the 
issue is more one of remaining in business--if it does not make the equipment upgrade, it will be out of 
business.  Another Committee member observed that computer use seems to fill the time available; with 
new equipment, people will tackle more complex problems, achieve greater resolution of earlier 
problems, or be able to solve previously unsolvable problems.  More intriguing, it was said, is that the 
number of supercomputer centers is expected to decline considerably in the near future; it is important 
that this one survive and that if the University can at all afford it, it should stay in the business.   
 

The proposal is not without risk, Mr. Erickson cautioned.  The MSC has a business plan, and its 
track record thus far has been excellent.  One needs to ask if the commitment is a good investment for the 
University; he expressed the view that it is.   
 

In response to a series of questions, Mr. Erickson said 1) he did not know how much of the $8 
million in University support for the MSC is recovered in grant funds, and b) he speculated that demand 
for supercomputing would increase with the acquisition of the new equipment.  There will doubtless be a 
lag, until people become accustomed to it, but then it will increase.  There is also no danger from the 
quarters of the IRS that the University receives unrelated business income because the MSC is chartered 
as a tax-paying entity. 
 

Mr. Erickson also told the Committee that the proposal for the MSC funding bore no 
relationship to the now-abandoned concept of consolidating computing under the aegis of the 
MSC.  Consolidation will go forward but there is no intent to revive the plan to organize it under 
the MSC.  He also emphasized that there is no relationship between the budgets for 
microcomputing and supercomputing. 
 

One Committee member noted that the legislature tends to look at the bottom line and that it 
would be useful to know what the State gets from its investment.  Mr. Erickson responded that there is no 
list of benefits, but pointed out the Army High Performance project (at $64 - 66 million), the role 
supercomputing has played in attracting outstanding faculty (which is hard to measure in dollar terms), 
and the increase in the quality of the University.  If the MSC does not go forward, he said, the University 
will lose something of importance.  He pointed out that the Minnesota High Technology Council is well 
aware of the benefits of the MSC and the resources it provides. 
 
4.   Health Care Task Force 
 

On the matter of the health care task force, Mr. Erickson said, the decision-making point is soon 
to be reached.  Two decisions need to made.  First, whether or not to separate from the State plan; if the 
answer to that is "yes," then the configuration of services that would be provided under a University plan.   
 

There are short-term and long-term issues associated with a decision to separate from the State.  
From the standpoint of cost to the University, it appears feasible to separate; the program to replace the 
State plan would cost about the same.  What must then be evaluated is whether the program offered by the 
University would be better than the State plan, a question which also has short- and long-term issues.   
 

A key reason to separate from the State is because the University is limited in some ways.  He 
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said, for example, that the University should be almost completely self-insured; given its large numbers, 
there is no reason why it cannot be.  The State is partially self-insured, but while the University pays 
increases, there is never a return when the experiences are favorable. 
 

There are also some experiments which could be undertaken, on perhaps a campus basis, which 
could lead to cost-containment--experiments suggested to him by reputable people.  Separation from the 
State would permit this sort of experimentation. 
 

What must be borne in mind, as these plans are considered, is that there are factors 
involved which could help the economic situation of the entire University.  One is that if fewer providers 
are used, the University can negotiate a better contract.  There are trade-offs involved; economic gains 
may be offset by restrictions on choice.  Some argue that this should not make any difference, because the 
University only pays for the lowest-cost plan and individuals must pick up any additional cost.  That 
argument cannot be accepted on its face, Mr. Erickson said, because what happens is that collectively the 
costs for people do increase--and the University will be held accountable if there is a great deal of choice 
but at a significantly higher cost.   
 

One Committee member expressed puzzlement at why asking individuals to pay excess costs, if 
they choose, is a problem.  To the extent that there are a larger number of providers, and the University's 
ability to negotiate a lower-cost contract is thus impaired, at some point people are going to argue that 
"this is an awfully high-cost option; why do I have to pay this much?"  The alternative, it was said, is that 
people will dislike the options they have--but the University is prepared to bear that argument.  Mr. 
Erickson said the University could have  the high-cost option, but the level of discontent that would be 
aroused would be unacceptable.  There will also be much discontent, it was rejoined, if the University 
narrows the field of providers.   
 

It might be better wait for more specifics to address this question, Mr. Erickson said, 
because all of the groups are fairly broad.  He apologized for not having had the time he needs to spend 
on this issue and explained that he was only trying to provide, at this point, an overview. 
 

It isn't clear who negotiates with whom on these contracts, commented one Committee member.  
One of the primary University motivations for separation from the State plan is that as long as AFSCME 
negotiates the plan there is nothing the University can do about it.  With some campuses of the University 
organized and some not, is there any danger that this same situation would recur even if it were on its 
own?  Mr. Erickson said that they have considered various combinations of who might be in or not in a 
University plan; there are sufficient numbers in any combination that make a separate plan feasible from a 
cost standpoint.  There will, in any situation, be some groups who elect not to join the University plan. 
 

Will those staff who are not organized be left out three years from now?  Who will tell the 
administration what those people want?  Mr. Erickson said that if the University decides to separate, there 
will have to some continuing mechanism for evaluating the features of the plan--a consultative process 
will have to exist for individuals to contribute to decision-making.  One thing that everyone seeks, as the 
future is considered, is to reduce costs; to the extent that there are large increases in benefits costs, there is 
correspondingly less money for salary increases--because they both come from the same pool of funds.  It 
is clearly the responsibility of the administration to negotiate on behalf of employee groups. 
 

The broad question of who negotiates on behalf of employees is a major one, and in the end it 
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becomes a question of cost, said one Committee member.  Right now the University has retained a 
consultant with expertise that the institution cannot match.  Three years from now, when the University 
faces the vendor, will it have the same kind of bargaining power that it now has when it deals with 
perhaps five vendors--and will it have the negotiating talent and ability to carry out the function 
successfully?  The voice exercised by the faculty, and who will make the decisions about salaries versus 
health care dollars, are large ones which must be addressed.   
 

The University will have to have available the expertise it needs for negotiating, Mr. Erickson 
commented.  The University has a large number of employees--well above the minimum required for 
almost any group--which is to its advantage in terms of obtaining a good price.  To the extent the 
University lacks expertise, it will be hired.   
 

Some universities have coverage for faculty after they retire, it was said; how common is this 
practice in the Big Ten?  Mr. Erickson said he didn't have any statistics but that the national trend is 
moving away from providing that coverage--because it is VERY expensive.  Providing such coverage, it 
was noted, does affect faculty turnover and the institution's ability to hire new faculty by eliminating the 
incentive to stay on the staff in order to retain health coverage.  It is surprising, therefore, that the trend is 
in the other direction.  Data developed a couple of years ago, another Committee member pointed out, 
suggested that lack of health coverage is the primary reason people do not take early retirement.  Has that 
option been ruled out?  Mr. Erickson said it has been considered; the problem is that it would be very 
difficult for the University to finance it.  A number of major public corporations in the United States are 
now putting their liability for health coverage for retirees on the balance sheet--and the numbers are 
astounding.   
 

One Committee member noted that university staff cost more to take care of because they use 
medical services more frequently than the general population--so it was surprising to hear that the costs 
are the same.  Mr. Erickson said that university staff only use health care at a rate of about 2 - 3% above 
the general population, and there are other factors which offset that usage rate.  Another also thought the 
rate was much higher for faculty and that this would lead to a higher-cost plan.  Mr. Erickson said he had 
also thought so, but learned that it is not the case.  Nor, another pointed out, does higher usage imply 
higher cost.   
 

Mr. Erickson was asked what the sequence of events hereafter would be.  The task force will 
make a recommendation to the administration, he said, to either separate from the State or not, and if so, 
another about the configuration of services.  The task force has a schedule of meetings for the next several 
months that lays out the timeline, leading to the date when the State must be notified if separation will 
selected.  The schedule will be provided to the Committee. 
 

Professor Shapiro urged that the task force recommendations be brought to the Committee as well 
as to FCC--if these two committees can be persuaded, then there is a much better probability that the 
faculty will not become irate.  This, he emphasized, is an extremely important issue for the faculty.  The 
task force was formed in the first place, he noted, because of the concerns expressed by this Committee 
and FCC, and it would be a grave mistake to adopt the recommendations of the task force without 
returning to the two committees.  The administration, it was suggested, should bring the task force 
recommendation to the committees.  Mr. Erickson said the recommendation is to be brought to the 
administration at the end of January; there will be a period in February for consultation with the 
appropriate groups.  There is no administrative decision scheduled until well into March. 
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It was agreed that this would be an agenda item at the February 4 and 18 meetings.  A 
joint meeting with SCFA and FCC might also be useful in order to convey information about the 
recommendation, followed by separate discussions by the individual committees. 
 
5.   Other Issues 
 

One member of the Committee expressed concern about future budget cuts:  One of the options 
should NOT be another salary freeze.  There are several reasons for it; one is quite clear, and that is that 
State salaried employees have all received increases.  Minneapolis Public School salaries will go up by 
10% over the next two years.  The University did nothing, and that fact is now being felt more sharply 
than previously.  It would be felt even more sharply if another freeze were to be imposed. 
 

Another part of the concern--which has been gasoline on the flames--is that there have been 
administrative and athletic salaries coming in at "competitive" rates--which is doubtless true, but which 
salaries have an impact on expectations.  They have an impact on perception:  that the University can 
afford it, if it cares, but it doesn't care.  That may not be right, but that what is being said:  The 
administration cares about hiring vice presidents; it doesn't care about its faculty.  This is not a healthy 
situation. 
 

Mr. Erickson was asked about the status of the athletic overrun:  is progress being made?  It 
would be useful for the Committee to see the operating budget of the athletic program, including income 
sources and expenditures.  He told the Committee that as a result of personnel changes there have been 
increased expenses.  Even with these increases, however, any deficit will be nowhere near the magnitude 
of the one last year.  Review of the Men's budget will require the participation of Dr. Boston, but it has 
provided for beginning repayment of the deficit that occurred and operation of the department on a break-
even level.  The administration has felt strongly about building incentives into contracts with both the 
Athletic Director and the Head Football Coach so that they will help the department achieve the financial 
performance that is required.  One-third of the bonus for Dr. Boston is related to his achievement of 
financial objectives.  Coach Wacker also has incentives.  The intent of the new contracts is to bring all of 
the pieces together so that it is clear to everyone what the numbers will be.  Mr. Erickson said he was 
optimistic that substantial improvement would be achieved; he said the Committee was welcome to 
review the numbers.  It was agreed that such a review should wait until Dr. Boston was at least somewhat 
settled in office; the review could perhaps take place in the next two months or so. 
 

The Committee adjourned at 5:00. 
 

Gary Engstrand 
 
University of Minnesota 


