
∗Minutes 
 

Senate Committee on Finance and Planning 
Tuesday, March 12, 1996 

3:00 - 5:00 
Room 238 Morrill Hall 

 
 

Present:  Fred Morrison (chair), David Berg, JoAnne Jackson, Kathy James, Karen Karni, Gerald 
Klement, Roger Paschke, Richard Pfutzenreuter, Doris Rubenstein, Charles Speaks, 
Craig Swan, James VanAlstine 

 
Regrets: Thora Cartlidge, Craig Dexheimer, Patrice Morrow, Steven Thelen 
 
Absent:  Allen Goldman, David Kittelson, Peter Robinson 
 
Guests:  Senior Vice President E. F. Infante 
 
[In these minutes:  Central administrative budget cuts of $8.9 million; policy on external sales of 
University services; financial status of the Medical School] 
 
 
1.   Central Administrative Budget Cuts 
 
 Professor Morrison convened the meeting at 3:15 and welcomed Senior Vice Presidents E. F. 
Infante and JoAnne Jackson to the meeting to discuss the $8.9 million in central administrative budget 
cuts that the President imposed.  It has been a concern of the Committee, he told Dr. Infante, about the 
extent to which the cuts represent efficiencies and the extent to which they simply represent moving costs 
elsewhere. 
 
 Dr. Infante distributed four tables of data indicating where the cuts are being made in central 
administrative units.  He said that they are trying to cut expenditures and consolidate staff, and reviewed 
the nature of the cuts in each of the units.  Committee members made inquiries about a number of them, 
touching upon the Controller's Office, CEE/UC, Finance and Operations, bus service, Human Resources, 
student services, the Graduate School and ORTTA, building decommissioning, student counseling, and 
amortization of the FMC building. 
 
 Dr. Infante mentioned in particular the libraries, where the administration has been trying to 
increase the acquisitions budget, which can only be accomplished by reducing the staff.  The libraries on 
the Twin Cities campus have cut 28 FTEs in the last three years, and will outsource binding.  It is more 
difficult to operate the libraries during the hours needed, especially given security questions.  One 
Committee member asked that the St. Paul Libraries be protected from further cuts.   
 
 Discussion also touched on the merger of the three units that now make up the Office of 
Information Technology; Dr. Infante said there is reason to be pleased how they are coming together.  
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One of the three units has been expected to be an ISO (internal service organization, which is to be 
self-supporting), but has not been, and has been drawing down its balances. 
 
 These are areas where there MUST be systemic and systems changes (e.g., grants management, 
Human Resources, payroll, student systems), observed one Committee member, but the additional cost of 
those changes are not reflected here.  They are in a separate budget, Dr. Infante replied, because they are 
one-time expenditures not part of the operating budget.  The money comes from ICR and O&M funds.  
The total cost will be large, Ms. Jackson warned; Mr. Pfutzenreuter said he estimated the total cost will be 
about $35 - 37 million, of which Human Resources will be about $18 million and student systems about 
$12 million.  The changes will cost about $5 million next year.  While most of these will be one-time 
expenditures, Dr. Infante said, there will be maintenance costs for equipment, but there should be 
long-term savings in personnel. 
 
 Professor Morrison said the Committee would like to hear more about the details in the very near 
future, because a $5 million expenditure next year does not sound like enough.  The question is how fast 
the changes can be made, Ms. Jackson said; Dr. Infante said the President has been told there will be large 
expenditures required by the year 2000. 
 
 Committee members queried Dr. Infante about an entry on one of the tables concerning ICR 
funds; the question was answered.  Dr. Infante explained that the University has consistently swapped 
ICR and O&M funds, in that it gives ICR funds to Facilities Management and gives O&M funds to 
departments; they have also consistently tried to increase the allocation of ICR funds to the units that 
generate the money.  They have been cautious in predicting ICR funds, he noted, and the University has 
been doing better than the predictions.  Mr. Pfutzenreuter said he believed ICR revenues will be above 
predictions, and he hoped to be able to increase the formula allocations to the units. 
 
 It was agreed these cuts would be back on the agenda in two weeks.  Professor Morrison thanked 
Dr. Infante for joining the meeting. 
 
2.   Policy on External Sales 
 
 Professor Morrison next welcomed Pat Spellacy to the meeting to discuss the policy on external 
sales being developed. 
 
 Mr. Spellacy distributed three handouts and explained that there has been a committee working 
on the policy for the last two months.  The purpose of the policy, he said, is to "change existing 
University policy on external sales to encourage University departments to pursue additional external 
revenue sources in a commercial and competitive way" and to align policy with the 1995-96 Regents' 
budget resolution, which called on the administration "to enhance outside income from auxiliary and 
educational sales in order to fully leverage academic expertise and institutional resources to generate 
sources of revenue from external customers to support education and research and to mitigate the need for 
tuition increases." The policy recognizes the prospect of declining state funding and aims to encourage 
outside sales while helping to better manage the risks associated with them. 
 
 When the policy will be completed and who has responsibilities for what is yet to be determined. 
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 It was agreed that there is considerable need for definitions, especially of terms such as sponsored 
research, contracts, grants, gifts, and sales.  Also a problem, now, is that identical transactions can be 
handled by different offices (e.g., ORTTA, the Foundation). 
 
 There is already much entrepreneurial activity going on at the University, Mr. Paschke pointed 
out, and there will probably be more as funds decline; this policy is intended to put a framework around 
it, with controls and with resources to help units with contracts.  The intent is to have everything 
above-board and properly identified.  The proper attribution of revenues generated, observed one 
Committee member, will be very difficult for the University. 
 
 Mr. Spellacy assured the Committee that the work on this policy is being meshed with structural 
changes in the University and with the movement to Responsibility Center Management. 
 
 One concern is the approvals that will be needed, said one Committee member; this sounds like a 
centralized system when the University is moving to decentralize.  Right now no one KNOWS who is 
responsible, Ms. Jackson said; the policy is intended to identify who it is, even if it is the department 
chair.  Mr. Pfutzenreuter said that there are federal and insurance implications to this policy, so it cannot 
simply license department heads and deans to go do things; there must be a clear set of rules. 
 
 One Committee member asked if the policy will say anything about giving away that which 
should not be given away.  Mr. Spellacy said there will be more interest in selling under RCM.  Now 
there are constraints on program income, if the federal government sponsors a project, and investigators 
avoid generating revenue because doing so is too complicated.  There is also colleagueship in the 
scholarly community, pointed out one Committee member, so selling is a place to walk cautiously.  
Another Committee member observed that calls to the Extension Service used to be free but now cost $3; 
there is a policy decision that needs to be made, and while one does not want to prejudice the outcome, 
the decline in funding is forcing the University in the direction of selling. 
 
 One Committee member expressed concern that tuition dollars not be involved in sales.  Another 
Committee member said the state is also concerned because it does not want public dollars used to 
subsidize a business which then competes with the private sector and sells at a lower price.  It must be 
certain that tuition and state funds are not being used to provide a subsidy, permitting something to be 
sold at less than cost. 
 
 Professor Morrison asked that the policy be brought back to the Committee before it is adopted 
for the policy book or acted on by any central offices, and thanked Mr. Spellacy for joining the meeting. 
 
3.  Bonding Bill 
 
 Mr. Pfutzenreuter gave a brief report on the status of the University's capital request. 
 
4.   Financial Status of the Medical School 
 
 Professor Morrison next welcomed to the meeting George Boyadjis, Chief Financial Officer of 
the Medical School. 
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 Mr. Boyadjis began by distributing a multi-page handout.  Before he began his presentation, Ms. 
Jackson told the Committee there had been an error in reporting the financial status of the Medical School 
after the last Regents' meeting.  It was reported by the STAR-TRIBUNE that the Medical School had lost 
$23 million in the first six months of the year; that total represents the aggregation of several numbers, 
including declines in private income and Hospital revenues.  The Medical School did have cash basis 
losses, but these losses did not total $23 million. 
 
 Mr. Boyadjis reviewed the slides he distributed to the Committee.  (1) The Academic Health 
Center has 5000 students, seven colleges and the Hospital, 14,000 employees, and a budget of over $700 
million, of which 20% is for research, 35% for education, and 40% for clinical services.  (2) The Medical 
School is by far the largest of the colleges in the Academic Health Center, with expenditures that exceed 
$250 million; the next largest unit is Public Health, which spends less than $50 million.  (3) The Medical 
School's expenditures, including the practice plans, exceed $300 million, making it the 10th largest health 
care organization in the state; there are 870 medical students, 1300 residents and fellows, 170 basic 
science faculty, and 475 clinical faculty. 
 
 He then reviewed the operating environment of the Medical School.  On a larger scale, academic 
medical centers will continue to experience funding pressures, there is no national vision for long-range, 
stable financing of medical education, there is an oversupply of physicians, and the University operates in 
one of the most mature managed care markets in the country ("mature" meaning highest penetration of 
managed care and most highly-developed managed care system; in the Twin Cities, 85% of the market is 
under managed care). 
 
 At the local setting, the Medical School generates 35% of the University's research revenues ($77 
million, which includes direct and indirect funds), it has the second-highest tuition rate of any U.S. public 
medical school (out of about 40-45), second only to Michigan, it has too many clinical specialists and 
must "right size" to meet the current market, there have been no raises to faculty base salaries four out of 
the last five years, and salaries of some key, productive faculty are below the 20th percentile (total 
compensation). 
 
 Mr. Boyadjis explained that the Medical School will reduce entrants in the next several years, in 
an amount yet to be determined, because medical students cost $800,000 to educate, emerge with debt of 
$75,000 or more after eight years of education, and face limited job opportunities.  He promised to clarify 
the projected reductions in Medical School enrollments. 
 
 One Committee member observed that the figure of 35% for the portion of the University's 
research funds generated by the Medical School may be high, because ORTTA does not have a 
distribution scheme which gives credit to co-investigators who are from other collegiate units.  There has 
been a recommendation that ORTTA develop such a measure of attribution of research funds, but it has 
not been established.  It was also suggested that much of that research money is likely brought in by basic 
science faculty, and that one suspects a number of those faculty have reduced or no teaching 
responsibilities, and that the units function as research institutes. 
 
 Asked what "right size" means, Mr. Boyadjis acknowledged that it means sizing activities to meet 
market demands.  This likely means "downsizing" but in selected areas could also mean some growth.  
He said he could not estimate by how much at this time.  His point is that for a number of Medical School 
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departments with X faculty members, the clinical teaching and research income is not sufficient to 
support X faculty. 
 
 Mr. Boyadjis said he was unsure exactly how many clinical faculty are tenured, and it was agreed 
this piece of information would be useful for the Committee to have.  The effects of "right sizing" on 
residents, fellows, and patient care were also of interest to the Committee.  Mr. Paschke commented that 
"right sizing" also has implications for facilities, space needs, support staff, and so on. 
 
 Mr. Boyadjis then turned to the Medical School's key strategic assumptions.  He said there would 
be continued heavy reliance on the practice plan funding, at present $46 million per year; that a 
draw-down of Minnesota Medical Foundation and other funds is required to balance the budget; that the 
Medical School's cash reserves exist to meet outstanding obligations; faculty and P&A compensation will 
continue to be based on merit, not across-the-board increases; and there will be tight restrictions on 
hirings (unless they are fully grant-funded). 
 
 Because of the lack of financial systems, it was not clear whether the draw-down of MMF and 
other income can be attributed to regular income on the endowments or from the principal of the 
endowment.  If the former, that is good; if the latter, that is bad.  Mr. Boyadjis agreed to analyze the 
nature of the draw-downs. 
 
 Questions were also asked about the $46 million in funding from the practice plans, which are 
separate from the University.  The plans generate $105 million; approximately $60 million is for direct 
expenses of the plans; the remainder goes to the Medical School.  The money to the Medical School 
includes money to pay for services performed by the Medical School on behalf of the practice plans as 
well as money for research and teaching; Mr. Boyadjis said they are doing an analysis of how much of the 
money goes for service and how much for academic support.  The current estimates are that $26 of the 
$46 million goes for salaries and the rest for support of the Medical School. 
 
 One Committee member noted that of the Medical School revenues, $16 million comes from the 
Hospital; if the Fairview transaction goes through that money may not continue.  Is it the hope that the 
money will be replaced by additional practice plan money?  Mr. Boyadjis indicated that his understanding 
of the Fairview transaction is that this money will continue to flow to the Medical School.  He added that 
Dean Cerra wants to build a financial firewall between the practice plans and the research and education 
mission of the University. 
 
 The $195 million in Medical School expenditures that goes for salaries and benefits (out of total 
expenditures of $242 million) includes commutation allowances.  Mr. Boyadjis also agreed that the $242 
million may be different if the biological sciences are reorganized. 
 
 Is it efficient to maintain two medical schools, asked one Committee member, if cuts in 
enrollment are being made on the Twin Cities campus and there is a 40% oversupply of physicians?  
Another Committee member pointed out that Duluth Medical School graduates tend to go to outstate 
Minnesota, where there is a shortage of doctors; that needs to be factored into the consideration.  The 
two-year Duluth program is oriented to rural and family practice, Mr. Boyadjis said; it has a different 
mission, and there are legislative concerns about the needs of rural communities.  But if the Medical 
School on the Twin Cities campus is reoriented to family and community practice, it could be reorienting 
so that there is duplication in mission, it was said.  It could be that selection and orientation explain the 
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different results, but if that could be changed on the Twin Cities campus, can the University justify the 
expense of two medical schools?  One recognizes that there are political dimensions to the issue as well. 
 
 It was agreed that these issues should be brought back to the Committee in the near future. 
 
 Professor Morrison thanked Mr. Boyadjis for joining the meeting and adjourned it at 4:50. 
 
    -- Gary Engstrand 
 
University of Minnesota 


