
Minutes* 
 

Senate Committee on Finance and Planning  
Tuesday, November 4, 2003 

2:30 - 4:15 
510 Morrill Hall 

 
 
Present:  Charles Campbell (chair), Brittny McCarthy Barnes, Stanley Bonnema, David Chapman, 

Thomas Klein, Yi Li, Timothy Nantell, Richard Pfutzenreuter, Charles Speaks, Susan 
Van Voorhis, Warren Warwick, Susan Carlson Weinberg 

 
Absent:  Calvin Alexander, David Brown, Daniel Feeney, Joseph Konstan, Michael Korth, Terry 

Roe, Rose Samuel, Thomas Stinson, Alfred Sullivan, Michael Volna 
 
Guests:  Senior Vice President Frank Cerra 
 
[In these minutes:  (1) Governmental Accounting Board Standards new requirements; (2) review of the 
Committee's charge; (3) discussion of plans for new University of Minnesota Physicians clinics and 
related issues (with Dr. Cerra)] 
 
 
1. Governmental Accounting Standards Board Statement No. 39  
 
 Professor Campbell convened the meeting at 2:35 and asked Mr. Pfutzenreuter to lead a 
discussion of the new Governmental Accounting Standards Board (GASB) Statement No. 39 
requirements. 
 
 This is an issue about affiliated organizations, Mr. Pfutzenreuter explained.  All organizations that 
comply with government accounting standards face new requirements in a year.  The way the world has 
been, if something was incorporated as a separate legal entity, as a non-profit, its financial reports and 
information did not have to be included in that of an organization with which it might be affiliated.  
GASB will no longer depend on legal definitions.  If an entity is affiliated with an organization (such as 
the University Foundation is with the University), it must be displayed on the organization's financial 
statements. 
 
 Why does it matter if the Foundation is included in the University's financial report?  With the 
adoption of Sarbanes-Oxley, the federal statute reforming corporate accountability practices, Mr. 
Pfutzenreuter related, he and the President must sign the financial statements affirming that they are a true 
representation of the situation.  When affiliated organizations are included in the University's financial 
statements, he needs to have reassurance that their statements are a true and accurate accounting. 
 
 GASB sets out a decision tree to answer questions about affiliated organizations in order to 
decide whether they can be excluded from the financial statement, if they must be blended or incorporated 
in the statement, if they can be presented as a discrete column, or if they can be a footnote.  As the 
questions are answered for the University and its affiliated organizations, there will be increased financial 
risk:  There are questions about what the organizations' financial activities are; the information also puts 

                                                 
* These minutes reflect discussion and debate at a meeting of a committee of the University of Minnesota 

Senate or Twin Cities Campus Assembly; none of the comments, conclusions, or actions reported in these minutes 
represents the views of, nor are they binding on, the Senate or Assembly, the Administration, or the Board of 
Regents. 



Senate Committee on Finance and Planning 
November 4, 2003 
 
 

2

the affiliated groups on the radar screen for rating organizations (e.g., organizations that rate the 
University for bonds) in a way that they have not been before. 
 
 The relationship between the organizations used to be based on legal form; now there will be 
consideration of the economic substance to it.  The University will have members on the boards of the 
organizations (e.g., the Gateway Corporation, from which the University leases the entire building, and 
which has $36 million in debt).  The debt of the organizations, even though they are in a separate legal 
entity, will play a role in how rating agencies view the University's debt capacity. 
 
 Will it be necessary to add staff to deal with the new requirements, Professor Speaks asked?  Mr. 
Pfutzenreuter said it would not.  He said he was not sure about the number of affiliated organizations, but 
they include 4H, the Minnesota Medical Foundation, the Arboretum, Gateway, the University of 
Minnesota Foundation, and probably University Enterprise Labs.  The University will have to decide 
what will be included in its financial reports and what would trigger a University interest in financial 
controls.  The University does not now look at the books of affiliated organizations; they do their own 
audits and do not report to the Board of Regents.  Now the University will need to know what is going on 
and there will have to be slightly more oversight. 
 
 Will this include student groups, Ms. McCarthy Barnes asked?  There is a "materiality" test, Mr. 
Pfutzenreuter said:  Is there enough money involved?  The new requirements do not include booster 
groups, for example, and they will probably not include student groups, but the University is still 
considering the issue. 
 
 Who decides whether a group is included, Professor Speaks asked?  GASB?  The regulations 
provide criteria, Mr. Pfutzenreuter said, but it is a judgment call. 
  
 Do any of the groups already identified currently have someone from the University on their 
board, Professor Campbell asked?  Mr. Pfutzenreuter said he did not know about the Gateway 
Corporation, although it does have Foundation representatives on its board.  This could cause the 
University to assess whether it should have representatives on boards, Professor Campbell commented.  If 
an affiliated organization can affect the credit of the University, it is a concern to him, Mr. Pfutzenreuter 
agreed. 
 
 What benefit is it for the affiliated groups to be included on the University's financial reports, Mr. 
Klein asked?  Mr. Pfutzenreuter said he did not know if there were any benefits.  They WANT their 
independence, although they will open their books to the University within reason.  The Foundation has 
adopted a statement that they wish to cooperate in the University's audit of the Foundation; that has never 
been done before.  
 
 Mr. Pfutzenreuter said he thought this issue was relevant for this Committee because it will hear 
more about it.  The Regents are interested in it and want to know about the affiliated organizations.  The 
Audit Committee of the Board will deal with the issue first. 
 
 Sarbanes-Oxley is fallout from the Enron scandal, Mr. Pfutzenreuter explained in response to a 
question.  It sets regulations that all corporations are supposed to comply with.  (One requirement of the 
law, for example, is that the audit committee of a corporation must include one member with financial 
expertise; another is that individuals are liable when they sign the financial statements.)  It is arguable if 
Sarbanes-Oxley applies to the University, but the Regents decided to apply the principles of the law.  
Sarbanes-Oxley dovetails with GASB 39; if the University is going to certify that its financial statements 
are true, it wants to be sure that the statements of the affiliated organizations are also accurate.  Mr. 
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Pfutzenreuter said he hoped he did not need more staff, but one test will be whether the University's 
external auditors will be able to give an unqualified opinion (not a qualified opinion) about the accuracy 
of the financial statements; what additional information will they expect to have in order to issue such an 
opinion?  At present they sample financial transactions; what more will they need with respect to the 
affiliated organizations to be comfortable?  If they need a lot more, producing the information will cost 
money. 
 
 Would all the organizations contribute to the additional costs of the audit or would that be a 
University expense, Professor Speaks inquired?  That is a fair question, Mr. Pfutzenreuter said; he does 
not know the magnitude of potential costs.  What is the current cost of audits for the University, Professor 
Speaks asked?  Less than $300,000, Mr. Pfutzenreuter said.  It could be a benefit for the organizations to 
be in a cheaper pool for audits and brought under the University's rating umbrella, Mr. Klein suggested.  
But if the auditors run into issues, they do charge for the extra time, Ms. VanVoorhis pointed out. 
 
 The Foundation conducts its own audit, for which it pays; would that need to continue if it is part 
of the University, Professor Speaks asked?  That depends on whether the University does a full audit, Mr. 
Pfutzenreuter replied.  That has not been proposed.  They are still thinking about the relationship; 
assuming the affiliated organizations need to retain a separate audit, the University would not duplicate 
the activities of their auditors.  Professor Speaks said he would assume the organizations would expect the 
University to bear any additional cost because the requirement is no benefit to them. 
 
 GASB 39 was adopted effective for financial statements issued after 6/15/03, so next July for the 
University.  That is why he is starting now on implementation, Mr. Pfutzenreuter said; they cannot wait 
until the end of the year.  He repeated that he hoped to comply with the regulations without a lot of extra 
cost or new staff.   
 
 Mr. Bonnema asked Mr. Pfutzenreuter if he expected any problems with the state.  He wants to 
protect the University's autonomy, Mr. Pfutzenreuter said.  He has been in discussions with the 
Legislative Auditor's office about what they would take from the University without coming to look at the 
books.  The state does not want to spend a lot of money on this, either, and he hopes the state will accept 
the University's audited statements, just as the University will accept the audited statements of affiliated 
organizations, with some oversight. 
 
 Professor Campbell thanked Mr. Pfutzenreuter for his report. 
 
2. Committee Charge 
 
 The Committee spent some time reviewing the language of its charge and agreed on draft 
language to be reviewed again at an upcoming meeting. 
 
3. University of Minnesota Physicians Clinics 
 
 Professor Campbell now welcomed Senior Vice President Cerra to the meeting to discuss plans 
for the clinics currently located in the Phillips-Wangensteen Building (PWB) and Moos Tower. 
 
 Dr. Cerra said he needed to put the issues in the context of planning the revitalization of the 
clinical sciences, and handed out a one-page illustration entitled "The Centrality of Clinical Science in the 
Health Professions" with the added note that "We sold the hospital, not the clinical sciences."  They are 
now called the clinical sciences because they encompass scholarship, practice, outreach, and research. 
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 The University has made big investments in the basic sciences, and now they are looking at the 
clinical sciences.  These programs train the health professionals in the prevention and treatment of 
disease.  The programs are responsible for the "next generation of health professionals, new models of 
care delivery and improvements in health status, new treatment modalities, [and] community outreach 
partnerships."  These programs also generate intellectual property, recognition, and recruitment for the 
University, Dr. Cerra said, and the revenue that comes from the programs supports education, research, 
the University, and the colleges.  This is the framework within which one must think about the problem 
they are trying to solve. 
 
 Neither the patients nor the doctors like the clinics in PWB and Moos, Dr. Cerra told the 
Committee.  With 600,000 visits per year, they are a problem.  The traffic patterns, including to and from 
the hospital, are a problem.  One difficulty, with theft and vandalism, had to be addressed by requiring all 
staff to wear badges.   
 
 All of the AHC colleges have practice plans except the School of Public Health, which has a 
special one.  And those professionals practice in the same market as all other health care professionals.   
 
 The partnership with Fairview is beginning to work quite well but it has become apparent that 
there is a need for a joint capital planning process between Fairview and the University.  Fairview has a 
problem with outmoded facilities on its Riverside campus and they have hired a consultant to look at the 
facilities questions.  The University hospital is up for a first round of major investment (it was built in 
1985), and if the University is to build new clinics, which all believe are needed, the question is where 
they would be and how they would be financed.  In addition, the School of Public Health would like to 
end its diaspora and have its programs in one place rather than spread all over. 
 
 The precinct plan for the Academic Health Center calls for renovating the area that it currently 
occupies but the plan makes no provision for the clinics.  The clinics are owned by Fairview but operated 
by University of Minnesota Physicians (UMP); under federal rules, if new clinics are built, they must be 
within 250 yards of the hospital if they are to remain hospital clinics.  The designation as hospital clinics 
is worth about $25 million per year in federal funding. 
 
 Where are they now?  There have been a lot of discussions with Facilities Management, Fairview, 
the doctors, and the practice plans.  They need to enter into a joint planning process to look at the clinic 
enterprise and where it is going.  At present the thinking is that the clinics could move on or near the 
block where Ramp C is currently located.  Ramp C is now 30 years old and requires attention.  The 
University is moving to purchase the Department of Health building, a potential site for a new School of 
Public Health.  The site west of the existing Ramp C could be the site of a new Children's Hospital.  
These moves would affect traffic patterns for the better, consolidate the clinics and ancillary services, and 
would provide access directly off Huron Street.  Fairview could also then move most of its operation from 
Riverside to the East Bank.  The joint planning process would see how this might work out. 
 
 The other question for the clinics is how to finance them.  They are looking at non-traditional 
models, Dr. Cerra said, but there are no plans at this point.  There could be space leased to the practice 
plans and Fairview, there might be private financing, but there would not be state funds.  Once the clinics 
moved, they would remodel PWB and Moos for research space, and that work would require HEAPR 
(Higher Education Asset Preservation and Renewal) funds from the state. 
 
 This is a high-level view, Dr. Cerra observed, and they are dealing with individual pieces of the 
plan as they move forward.  The University is looking at the land questions; these plans would work with 
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any new football stadium that might be built as well as the Translational Research Facility that is being 
built, so the elements fit together in a way that makes sense. 
 
 If the funds are acquired for this plan, would that mean eliminating the funding requests that are 
now in the six-year capital plan, Ms. VanVoorhis asked?  Those requests are coordinated with this plan, 
Dr. Cerra said, so they would remain in the capital plan.   
 
 What is the number of square feet needed for a clinical sciences building, Professor Speaks 
asked?  The pre-pre design, which includes a lot of work with the colleges, suggests a need for about 
400,000 square feet, at the upper end of the estimate, Dr. Cerra said.  That includes imaging, the clinics, 
and some research space for the units that must be adjacent to the clinics.  Is an equal amount of space 
being vacated for remodeling, Professor Campbell asked?  It is not a one-to-one ratio, Dr. Cerra said; the 
amount of vacated space will be about 225,000-250,000 square feet, if the Boynton Health Service also 
moves into the new clinic facility.  What about the Dental School, Professor Warwick asked?  They 
decided not to move the student clinics, Dr. Cerra said; they are in a good location for the population they 
serve and they have enough space.  In addition, dental education is moving significantly to community 
practice.  They need to expand the size of the dental class by about 25% to meet community needs, but 
most of those students will be trained in community practice.  The faculty clinics, however, will need to 
be next to research facilities in a new building. 
 
 Professor Campbell observed that even if there are no state funds used for a new clinic building, 
the debt for construction could affect the University's bonding capacity.  Dr. Cerra agreed and noted that 
under the new GASB rules discussed earlier in the meeting, the debt would be counted.  That is why 
Associate Vice President Pfutzenreuter is involved in the discussions early. 
 
 Are the funding proposals related to the new clinics in the six-year-capital plan in part determined 
by the University's debt capacity, Professor Campbell asked?  Every capital entry they need is in the six-
year plan, Dr. Cerra said.  The firmed-up dollar figures for each project have not been completed nor has 
the impact of the new GASB rules.  In addition, the University has a partner in Fairview that can help 
with the financing.  There are also major lease payers which have the capacity to support the debt (at least 
at the current high-level analysis).  They have done preliminary work along these lines, so they now need 
to establish a joint steering committee to develop the next set of documents. 
 
 Will there be parking nearby, Ms. VanVoorhis asked?  There has to be, Dr. Cerra said.  The 
Committee would be concerned if the cost of a new parking facility were to be imposed on faculty and 
staff, Professor Campbell said.  They also have to keep the price reasonable for patrons, Professor Speaks 
pointed out.  Dr. Cerra said parking would be part of the plan or people will not come to the clinics.  They 
want to make the new clinics more user-friendly than the existing sites. 
 
 What will Fairview do with their Riverside campus, Professor Campbell asked?  That could affect 
how they might be able to help finance a new clinic building.  Is the University interested in expanding on 
the west bank?  That becomes part of the mix of questions, Dr. Cerra said; the Fairview Riverside campus 
is prime land.  There has been a diaspora in CLA as well, Professor Campbell observed; one former 
faculty member said that the English department is separated from its library by one of the world's great 
rivers.  A move by Fairview could open up possibilities for CLA, he said.  It will open up possibilities for 
the University at a pace that will permit the development of data, consultation, and the time to answer 
questions, Dr. Cerra said.   
 
 In the process of consolidating the clinics, will the geographic relationship between the clinical 
and basic science programs change, Professor Campbell asked?  It will change from an "L" to a straight 
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line, Dr. Cerra said, but they will not really be farther apart.  It will take 10 minutes to walk the entire 
length of the line. 
 
 Do other hospitals face similar questions about their clinics, Mr. Klein asked?  Yes and no, Dr. 
Cerra said.  None of the others have a relationship with the University like Fairview, which is 
preferred/exclusive, but it is not closed-door.  The University has relationships with other health care 
systems and has criteria by which it enters such relationships.  The financing of clinics and hospitals in 
general is similar to this; a joint planning process would be critical to their success as well as that of 
whatever university is involved.  There are real questions that need to be addressed in developing a plan 
for land use for the clinical enterprise, particularly if it involves a new children's hospital; beds in the 
Children's Hospital will cost $1 million each.  Coordinating Fairview, UMP, and the Academic Health 
Center capital project require a joint planning process so they can get to the "deliverables."   
 
 Does the plan include "medical alley" and industry, in addition to the translational work with 
Mayo, Professor Warwick asked?  Not in any formal way, Dr. Cerra said, beyond what the University is 
already doing in translational research in general.  He said he did not see any companies involved in a 
major way, although they could be major donors.  And if there is an opening for private investments, 
medical device companies are not the ones that usually are involved in such arrangements.  This is all up 
in the air, however, and that is another reason to have a planning process that can provide some answers.  
They need a clear vision that can be translated into specific projects.  The Translational Research Facility 
is a good foray into non-traditional ways of financing buildings, as was the Cargill plant genomics 
project.  They have to learn from those projects, Dr. Cerra said, if they are to revitalize the University's 
capital base; it will never receive enough funds from the state to do what is needed to be competitive. 
 
 Professor Campbell thanked Dr. Cerra for his report and adjourned the meeting at 4:05. 
 
      -- Gary Engstrand 
 
University of Minnesota 
 


