
Minutes∗ 
 

Senate Committee on Finance and Planning 
Tuesday, December 3, 2002 

2:15 - 4:00 
238A Morrill Hall 

 
 
Present: Charles Speaks (chair), Prince Amattoe, Brittny McCarthy Barnes, Stanley Bonnema, 

Charles Campbell, Robert Cudeck, Tom Gilson, Gary Jahn, Cynthia Jara, Thomas Klein, 
Joseph Konstan, Michael Korth, Marvin Marshak, Kathleen O'Brien, Daniel O'Connor, 
Richard Pfutzenreuter, Terry Roe, Sue Van Voorhis, Warren Warwick, Susan Carlson 
Weinberg, Michael Volna 

 
Absent: Jean Bauer, Bruce Brorson, David Chapman, Tim Church, Abu Jalal, Tim Nantell, 

Thomas Stinson 
 
Guests:  Vice President Sandra Gardebring (University Relations) 
 
 
[In these minutes:  (1) report from the capital projects subcommittee; (2) contracts with auditors; (3) 
football stadium] 
 
 
1.  Report from the Capital Projects Subcommittee 
 
 Professor Speaks convened the meeting at 2:20 and turned to Professor Marshak for a report from 
the Capital Projects Subcommittee (CPS). 
 
 Professor Marshak said the CPS needs guidance from this Committee about what it is interested 
in and how it should proceed.  It has gone over the capital budget, which has three major parts:  the 
capital request this session (normally this is an operating budget session but the Regents decided to ask 
for funding for items that were approved last year by the legislature but vetoed by the Governor); the 
2004 list of capital projects; and the 2006 list.  The list gets "softer" as one goes farther out.  One question 
is what should remain on the lists. 
 
 There are five questions the CPS has been considering:   
 
-- How is the aggregate amount of the capital budget determined?  Is the level reasonable?  
Typically, the request is about $250 million; is that reasonable?  Should it be smaller or larger? 
 
-- How is the overall distribution of the projects determined?  Is the distribution reasonable?  This is 
a large, complex university with four campuses and activities at other locations; how are the projects 
distributed among the sites? 
 
-- How are the individual projects chosen?  Are the criteria reasonable?  Are they applied well?  
There are five stated criteria (preserving physical plant, advancing academic priorities, investing in 
research infrastructure, enhancing the student experience, and improving outreach and engagement). 
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-- Is there a "business plan" for each project?  From where will the debt service and operations cost 
come?  How much operating expense is the University willing to allocate to projects that cannot "cash 
flow"?  All projects cost money and all have ongoing debt service and maintenance costs and there has 
never been a renovation that cut operating costs.  In terms of debt service, the University has only been 
paying the one-third share for about ten years so none of the projects have been paid off; the University 
just keeps adding new debt.  The debt service for the first projects will end in about another ten years. 
 
-- Do the auxiliary-funded projects receive scrutiny similar to the state-funded projects?  One part of 
the capital budget is state-funded projects; another part is funded by auxiliary services that can generate 
their own revenue; this question is about the review process.  It is clearly less intensive. 
 
 Does the CPS have a set of criteria establishing what good outcomes are, Professor Konstan 
asked?  For example, in terms of distribution of projects across campuses, is there a model?  Professor 
Marshak said the CPS does not have outcomes in mind.  He looked at the distribution of projects; it does 
not look pathological, he said, and seemed proportionate to the level of activity at each location.  But 
there could be real criteria, he agreed. 
 
 Is the CPS taking into account the University's bonding capacity, Professor Campbell inquired?  
That gets to the question of how the aggregate amount of the capital budget is determined, Professor 
Marshak said.  Has there ever been a situation whereby once it has been determined what the size of the 
capital request should be, the University requested a SMALLER amount than what a "best guess" about 
what the legislature would support, Professor Speaks asked?  There has not.  This issue came up in the 
Budget Advisory Task Force, he said.  Mr. Pfutzenreuter is always careful to talk about debt service and 
operating costs, but it is not clear that the University looks at new constraints when it prepares a budget 
for the next year.  The question is whether it can continue to afford making capital requests for the next 
few years.  Professor Marshak agreed that is a legitimate question; one CPS member has argued 
vehemently that the University should not build buildings without knowing where the funds for debt 
service and operating costs will come. 
 
 The last two years have been an aberration, Professor Roe maintained, with the large capital 
requests approved under President Yudof.  The question is what information is needed to be sure the 
University is keeping its physical plant at a steady state.  There are guidelines on depreciation, for 
example, that can be considered.  Professor Speaks said he did not know how the University could 
continue to increase building costs (debt and maintenance) when it does not receive funds from the state 
to cover those expenses.   
 
 The University's capital request this session is about $96 million, Professor Speaks; how much 
will the University be obligated to spend on debt service and operating expenses for new facilities in the 
last few years?  Professor Marshak said he did not know but guessed the amount is around $10 - 15 
million.  That is money the state does not provide, Professor Speaks observed, so it is an added expense 
for the University. 
 
 The University's revenues apart from the state include tuition, indirect costs, and services, 
Professor Campbell said, so those are the only sources to pay these increased costs.  The University can 
make cuts elsewhere to pay them but that means reducing programs.  Such reductions, however, are not 
part of the decision-making; no one decides to cut a department so another department can build a 
building.  To deal with that problem there needs to be an all-funds budget, Professor Marshak responded, 
one that includes space charges (departments pay for space and have their costs reduced when they give 
up space).  Adopting space charges would not be a trivial enterprise, however, because costs and quality 
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of space vary; there would be a large set of issues raised.  But without such a system, it is difficult to 
measure the trade between costs for space and for programs. 
 
 If the new costs next year are $15 million, is it correct to say that that $15 million would have to 
come "off the top" regardless of what the legislature appropriates, Professor Speaks asked Mr. 
Pfutzenreuter?  It is correct, Mr. Pfutzenreuter agreed, if one assumes the new Art Building should open 
and that the University must pay for utilities and so on.  Every time the University prepares a capital 
request, Professor Speaks said, it must do so in the context of what it will get and whether it can afford it. 
 
 If the University generally asks for what it thinks it can get, Professor Konstan said, the money is 
usually for new buildings or big renovation projects.  It is more difficult to obtain money for improving 
the heating plant and the like.  Mr. Pfutzenreuter agreed but said the University is trying to shift capital 
funding in that direction by increasing its request for HEAPR (Higher Education Asset Preservation and 
Replacement) funds, which are used for roofs, building systems, windows, etc.  But he agreed that 
legislators prefer to provide funds for new buildings. 
 
 Professor Marshak noted that President Yudof had changed the criteria for deciding what 
buildings should be preserved.  Before he came, some buildings were thought to be expendable; he 
decided they should be saved.  There are questions that can be asked about saving buildings; first on his 
list of the buildings that should go is the Science Classroom Building (across the Washington Avenue 
bridge from the Weisman). 
 
 Professor Marshak then distributed a handout and reviewed briefly the items on the 2003 and 
2004 capital request list.  One column on the handout tried to match the five criteria (listed above) with 
each of the projects; he said he found the effort unsatisfactory.  The effort does not tell one much; a lot of 
the projects satisfy several criteria so the matching is unhelpful in evaluating them.  Professor Campbell 
agreed the column was unsatisfactory; if the now-defunct Capital Improvement Advisory Committee had 
criteria it used in judging projects, do they still exist?  Professor Speaks said that Mr. Berthelsen or Mr. 
Miller would have them; they were a set of factors used in weighting requests. 
 
 Mr. Pfutzenreuter told the Committee the preliminary 2004 capital request will go the Regents in 
June, 2003, with a rank-ordered list of projects.  It can still be changed after that; the Board does not act 
finally on the request until September or October.  So this Committee should receive a report from the 
CPS in February or March, Professor Speaks said, and make its recommendations to the Regents before 
June. 
 
 Professor Marshak asked what the Committee would like.  Professor Konstan said it would be 
helpful to have a capsule summary of the impact of each project, at least for the larger ones.  The CPS 
does have short case statements that can be provided to the Committee, Professor Marshak said; he agreed 
to provide them before the next meeting of the Committee. 
 
 Professor Roe suggested there should be benchmarks about how decisions are made so that the 
Committee can comment in the future if there should be deviations from those benchmarks.  It is still not 
clear how these decisions are made.  Professor Marshak said it is his understanding that 7-10 streams flow 
to the President and he balances among them in making the decisions about capital projects.  It also 
depends on who is president, Professor Speaks observed.  Within the stream, by and large the people in it 
decide what they want (e.g., the Morris campus largely decides what should be funded at the Morris 
campus).  Mr. Pfutzenreuter agreed.  The processes within the streams vary widely.  Then it is not useful 
to talk about process, Professor Roe concluded, and the focus should be on the consequences of decisions. 
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 What is the goal, Mr. Klein asked?  To understand the process or to have some influence on 
decision-making?  Or to get more funding?  What concerns are brought to the CPS?  Professor Speaks 
explained why the CPS was originally appointed--in order to provide faculty/staff/student participation in 
developing the capital request--but the objective may have changed, he said, from asking whether a 
project is the right priority to asking if the University can continue with the same appetite for capital 
projects.  If the University is successful in its capital request, can it afford the results? 
 
 Professor Speaks thanked Professor Marshak for his report. 
 
2. Contracts with Auditors 
 
 Professor Speaks turned next to Mr. Volna for a report on the University's external auditor 
services. 
 
 Mr. Volna explained that originally this item was simply a report on the University's auditor 
contracts but Congress has now passed and the President signed the Sarbanes-Oxley legislation requiring 
changes in the way corporations conduct business.  One of the major issues addressed in the legislation is 
that "excessive fees for non-audit services to external auditors may result in real or perceived impairment 
of their audit independence."  "University policies are designed to ensure that the U of M procures from 
the most capable vendor, without impairing auditor independence," Mr. Volna told the Committee via 
handout. 
 
 The Board of Regents Audit Committee wants to be sure that the University has not had auditors 
"in its pocket" because of fees they were being paid, and thus not independent.  The hallmark of 
accounting is that it is independent and the firms not worried that they will lose other fees.  The Board 
needed to hear about this, Mr. Volna explained, and it also needed to learn that the University does not do 
things in the same way as a private corporation.  The University must meet the test of public scrutiny as 
well. 
 
 The key provisions of the Sarbanes-Oxley legislation address a number of issues, including the 
makeup and financial ties of audit committee members, more external control of and communication with 
external auditors by the Board of Directors, establishment of whistleblower protections, and a code of 
ethics for senior financial officers.  The first one include a requirement that at least one member of an 
audit committee must be a financial expert; that is tough to do at Minnesota because Board members are 
chosen through a political process, not because of their financial expertise.  The Board is trying to decide 
how much of the Sarbanes-Oxley legislation actually APPLIES to the University and how much the 
University should adopt because it would be good citizenship and good ethics to do so. 
 
 In terms of controls and auditor independence at the University, Mr. Volna explained that the 
University does not outsource the internal audit function to its external auditors, the Regents Finance and 
Operations Committee must approve all purchases that exceed $250,000, including work done by external 
auditors, some non-audit work by auditors is customary and contemplated and the rates for the work are 
set in the contract, the Regents re-bid the audit contract every five years (some corporate auditors had 
been the same for 30 years, which suggests it would difficult to say they were completely independent), 
the Regents' Audit Committee charter reserves authority to review fees paid to external auditors, and the 
Controller approves all external audit agreements. 
 
 Mr. Volna reviewed the audit and non-audit fees paid by the University for the last two years.  
The ratio of non-audit to audit fees is substantially lower than the companies in the Dow Jones 30 
Industrials.  The University paid a larger-than-normal amount of fees to one external auditor, Arthur 
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Andersen, in 2000, but much of that work was related to assistance in changing grants management and 
rate negotiations with the federal government.  The firm, which has since ceased to exist, had a 
specialized group that dealt with this issue.  Mr. Volna said he was familiar with the work that was done 
and said the people involved were very competent; they have established their own firm and the 
University still uses them. 
 
 At this point, Mr. Volna said, the University must analyze Sarbanes-Oxley to determine how it 
applies to the University and what it will cost to apply it.   
 
 Mr. Volna's handout explained that "the factors affecting Enron and its auditors do not exist for 
the U of M and its external auditor, the fees paid to our current auditor, for both audit and non-audit work, 
are reasonable, the University has good controls and procedures for procuring services from external 
auditors, [and] current procedures protect against external auditor conflicts of interest or impairment of 
independence."  The Regents believe that Sarbanes-Oxley provisions constitute good stewardship and that 
the University should be a model public-sector organization.  He said he will inform the Regents in 
February what of the legislative he believes the University can adopt; the final action on the matter will 
come later in the spring.   
 
 What level of detail do auditors get into, Professor Konstan asked?  In an earlier day they looked 
at details and controls, Mr. Volna said; as systems became more important, there has been less emphasis 
on transactions and more on the audit system.  They will look at whether the system is designed right, if it 
has the appropriate controls, and if it is working right.  External auditors look at only a very small number 
of actual transactions; they express an opinion about the reasonableness of the annual report.  Grants are 
covered in separate audits, he added. 
 
 If there are new hoops to jump through, what will they cost, Professor Campbell asked?  Mr. 
Volna said he did not know but that it will depend on what the University adopts.  The University will 
ease into any changes, he said, and he did not expect any substantial cost increases. 
 
 Professor Speaks thanked Mr. Volna for his report. 
 
3. Football Stadium 
 
 Professor Speaks welcomed Vice President Gardebring to discuss the events related to the 
proposed football stadium. The Committee agreed that it would go off the record for the discussion.  The 
discussion touched on a survey of faculty, staff, and students, on the status of a Gopher-only stadium and 
of the joint-use stadium, the political actions surrounding the stadium, and other issues.  The University 
WILL face a decision at some point; what is not clear is when. 
 
 Professor Speaks adjourned the meeting at 3:45. 
 
      -- Gary Engstrand 
 
University of Minnesota 


