
Minutes* 
 

Senate Committee on Finance and Planning 
Tuesday, September 5, 2000 

2:15 – 4:00 
Nolte Library 

 
 
Present: Charles Speaks (chair), Jean Bauer, Charles Campbell, Daniel Feeney, Stephen 

Gudeman, Wendell Johnson, Michael Korth, Eric Kruse, Richard Pfutzenreuter, Terry 
Roe, Rose Samuel, Cory Stingl, Michael Volna, Susan Carlson Weinberg 

 
Regrets: Leanne Baylor, Stanley Bonnema 
  
Absent:  J. Peter Zetterberg 
 
Guests: Sheila Warness (Director of Asset Management); Beth Nunnally (Office of Budget and 

Finance) 
 
[In these minutes:  attribution in minutes; changes in endowment spending and investments; funding  
building depreciation; University debt levels] 
 
 
1. Committee Minutes 
 
 Professor Speaks convened the meeting at 2:15 and recalled that Committee members present at 
the August 9 meeting had voted, for that meeting, to include attribution in the minutes.  He now repeated 
that proposal and asked that the Committee vote on the proposal, with the understanding that "off-the-
record" comments could be made and that everyone would have the opportunity to review the draft 
minutes before they are distributed.   
 

One Committee member said he did not feel strongly about the idea but said that it ran counter to 
the spirit of Robert's Rules of Order; why does it matter WHO said something?  Another Committee 
member inquired why the change should be made; Professor Speaks said that in reviewing compilations 
of excerpts from the minutes of the Committee on the subjects of parking and of faculty salaries it would 
have been very useful to know who said something so an idea could be followed up.   
 
 There was no further discussion; the proposal was approved unanimously. 
 
2. Change in Endowment Policies 
 
 Professor Speaks turned to Ms. Sheila Warness to lead a discussion of proposed changes in the 
Regents' policy governing the endowment.  
 
 Ms. Warness distributed copies of the current Regents' policy with strike-outs and deletions 
indicating the changes that have been proposed.  She explained that the Office of Asset Management, 
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which she heads, oversees University investments, including the endowment.  The policy was reviewed 
and changed in 1996 with the understanding that it would again be reviewed in 3-4 years.  They have 
again reviewed it with a consultant and compared it to the policies of peer institutions and then brought it 
to the Regents' Investment Advisory Committee.  This committee consists of one faculty member from 
the Carlson School, five external business people--for example, chief financial officers--and one member 
of the Board of Regents.  Mr. Pfutzenreuter also serves, as the University's chief financial officer.   
 
 The Investment Advisory Committee met in January for the first time and were introduced to 
University investments and allocation policy; it met subsequently and discussed possible changes in the 
policy and investment guidelines.  The changes being presented today came out of this earlier study and 
discussion by the Investment Advisory Committee. 
 
 One change is the target allocation of investments.  Domestic equity would be reduced from 50% 
to 40% of the total (plus or minus 10% in either case); foreign equity would remain at 30%, fixed income 
would be reduced from 20% to 10% (plus or minus 5%), and alternative investments would be targeted at 
20%.  The point of the change is to split out alternative investments because, while they can individually 
be more risky, overall they can add to the stability and the diversity of the endowment investments.  
Alternative investments include private equity, timberland, hedge funds, and commodities. 
 
 Professor Speaks asked whether, if a particular category of investment exceeded or fell below the 
target, some action were triggered.  It is, Ms. Warness affirmed; money is moved from one class of 
investments to another. 
 
 Another change is permission to invest in futures, especially when there is a transition between 
fund managers.  This permits the University to retain its exposure to the market during the hiring process 
(which can take a long time). 
 
 The change of most interest to Committee members was a change in the rules on spending from 
the endowment.  The current spending rate is 5.5% of the three-year moving average of the return on the 
endowment for a unit.  The policy provides for a contingency level:  if the return on investments is less 
than 9% for a period of 3-5 years, the rate of spending from the endowment will be reduced.  The revised 
policy has more general language which provides that if the return "is below the level necessary to 
maintain the purchasing power of the endowment (factoring in the payout level, expenses, and the impact 
of inflation), the senior administrative officer shall reduce the spending rate by 25 basis points [.25%] on 
the earliest of the next January 1 or July 1, and again in six months, at which point 5 percent of the three-
year trailing average market value will be available for spending purposes."  Those responsible will look 
annually at inflation and make certain that the endowment is maintaining its value. 
 
 Professor Speaks agreed it is clear why something is needed to trigger a reduction from the 5.5% 
spending rate; is there anything that happens on the reverse side, to increase the rate when appropriate?  
There is not, Ms. Warness said.  Is there any reason such a mechanism should not be considered, he then 
asked?  It could be, Ms. Warness agreed.  Higher education institutions have discussed this but it is not 
something that has been looked at closely. 
  
 Professor Gudeman maintained that an increased spending rate is the last thing that should be 
considered; the 5.5% spending rate is high and 3% would be wiser.  The point is that the less drawn from 
the endowment, the more interest there is that compounds, which leads to tremendous growth.  Moreover, 
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since there are additional expenses of 125 basis points (for the capital campaign and endowment 
administration costs), the actual charge to the endowment is 4.25% even when only 3% is being spent.  
The 5.5% spending rate is too high, he said, to make adequate provision for the future. 
 
 That may be true, Professor Campbell conceded, but the impact of the dollars on the University is 
reduced in the short term, which can dismay donors.  Professor Gudeman said he would argue the 
opposite:  the University is being a good steward by preserving the money; people want to see their 
legacy grow.  The result, however, is that departments must raise more money, for example, to pay for an 
endowed chair, Professor Campbell pointed out; they will be better off in ten years, Professor Gudeman 
responded. 
 
 Ms. Warness said she had studied distributions of 3, 4, 5, 6, and 7%.  A 3% spending level over 
the long term provides a huge amount more cash for spending.  After 20 years, there is more money for a 
unit spending at 3% than it would have at 7%.  Is the objective to keep the spending rate as low as 
possible, Ms. Samuel inquired?  No, Ms. Warness said, it is to provide as reasonable an amount of funds 
to departments as possible while also maintaining the purchasing power of the endowment in perpetuity 
and growing at the rate of inflation. 
 
 What if inflation reaches 20%, Mr. Pfutzenreuter asked?  Then the rate of return required to 
maintain the 5.5% spending rate would have to be 26.5%, Ms. Warness said.  If not, the spending rate 
would be reduced.  The change in the current policy provides that if the investment return drops below 
9.5%, then the spending rate will be correspondingly decreased.  The proposed change, Professor 
Gudeman pointed out, gets away from trying to predict inflation and bases decisions on the actual rate, 
not a specified amount.  Ms. Warness concurred:  if inflation increases, the rate of investment return must 
increase accordingly in order NOT to reduce the spending rate. 
 
 Ms. Warness had reported that the charges against the endowments include 75 basis points to 
underwrite the costs of the capital campaign.  Ms. Weinberg inquired if there were a sunset provision on 
that charge.  Ms. Warness said there is, in 2006, but there was also a specific amount identified to go to 
the foundations for the campaign.  Because the market has been so strong, the foundations have been 
receiving the funds they need for the campaign and the additional charge of 75 basis points will likely be 
removed long before 2006. 
 
 Professor Campbell said that this is an important subject; if the Committee is to do anything but 
listen, it needs to hear about such changes in January or February, not the week before they are to be 
presented to the Board of Regents.   
 

Professor Speaks thanked Ms. Warness for her presentation. 
 
3. Funding of Building Depreciation 
 
 Mr. Pfutzenreuter next handed out copies of a set of slides dealing with Facility Renewal and 
Replacement.  He emphasized that they are only a draft and said they will be presented to the Board of 
Regents in November.  Even though a draft, parts of the recommendations have already been 
implemented.  The dilemma, he said, is how to address facility stewardship at a time when there is a 
tremendous backlog of renewal and replacement needs and considerable building debt from new 
construction:  how can funds be set aside for future renewal and replacement? 
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 There have been no funds set aside for facilities renewal, Mr. Pfutzenreuter pointed out, and the 
result was a time bomb that has blown up.  What will be done tomorrow?  In 50 years, there will be 
another faculty committee that asks why no one set aside money for depreciation. 
 
 Mr. Pfutzenreuter then presented data on the difference between the recurring allocations for 
renewal and replacement and the actual need.  The annual allocation for 2001 will be about $10.7 million; 
the projected need is $111.6 million.  Vice President Kruse explained how need is determined.  It is based 
on a formula called the "Capital Investment Componentized Depreciation Model," which projects facility 
component and percentage of the total facility cost by category (that is:  (1) windows, roofs, walls: 25 
year life, 5% of building cost; (2) interiors: 10 years, 10% of cost; (3) HVAC, plumbing, electrical: 25 
years, 40% of cost; and (4) foundation and structure: 50+ years, 45% of cost).  The projected depreciation 
costs do NOT include the foundation and structure (if the foundation and structure are in bad shape, the 
entire building probably needs to be replaced), so the depreciation costs are only based on 55% of the 
building cost.  Mr. Kruse added that the projected component life assumes appropriate ongoing and 
preventive maintenance.  He said that the University has been putting more funds into roofs, walls, and 
windows than anything else simply to keep water out; a large amount is also going into 
heating/ventilating/air conditioning, and little is going to interiors. 
  
 Ms. Weinberg asked the approximate value of University buildings.  About $3 billion, Mr. Kruse 
said, into which the University is putting approximately $10 million per year.  This is not enough to keep 
up, he said.  Ms. Samuel asked if new windows, for example, would extend the life of the building; Mr. 
Kruse said they would but that buildings are aging all the time and the cycle is difficult to catch up on.  
The University does put the HEAPR (Higher Education Asset Preservation and Renewal) funds, from the 
state legislature, into building renewal, but that money is episodic and unpredictable--and often among the 
first thing that the legislature cuts. 
 
 Mr. Pfutzenreuter then outlined proposed "Principles to Guide Development of Funded 
Depreciation."  (1)  There are two approaches needed, one for "supported" buildings and one for "non-
supported" buildings.  The Brenner report, a few years ago, identified buildings as either supported or not, 
depending on the funding source.  Parking, bookstores, printing, housing, and so on are non-supported 
buildings--they must generate revenues to support their facilities.  Academic buildings are supported by 
the University. 
 
 (2)  The backlog of renewal is too large to overcome in one step so the University must continue 
the current approach of capital requests for HEAPR funds and for whole-building renovation.  Mr. 
Pfutzenreuter said the Committee would see this principle followed in the six-year capital plan; the 
HEAPR numbers will increase in the future.   
 
 (3)  There must be improvement in assessing total facility costs in future capital projects so that 
they include annual operating as well as renewal and replacement costs.   
 
 (4)  Policies must be flexible to respond to changing circumstances, such as realistic pricing of 
goods and services and the financial capability of the University to redirect funds.  With respect to the 
former, some auxiliary services, for example, cannot increase prices immediately to pay for facility 
renewal; funded depreciation will, however, put pressure on rates. 
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 (5)  The process of requiring these costs as part of the planning should begin with projects 
currently in the "planning and feasibility" state and (6) should be effective for projects coming on line in 
2002 and after.   
  
 For non-supported facilities there will be specific information required.  Operating and 
depreciation costs must be included in predesign, cost estimates must be known before funding will be 
sought and approved, financial data must be included (e.g., sources of revenue, annual expenditures, and 
so on), depreciation must be shown by major building components, and projected plant fund balances for 
the next six years must be made.  These requirements are being imposed on all new projects, Mr. 
Pfutzenreuter said, and in some cases they make the project "look undoable."  But he insists on including 
depreciation in the funding plan so that necessary work can be done in X years when the need arises. 
 
 For supported facilities, what is required is information, similar to what is required for non-
supported facilities.  There is no "business proforma" for these buildings, with projected revenues and 
expenses, but the costs can be included in the design and planning and in the annual budget review 
process, Mr. Pfutzenreuter said.  There are no revenues, but the information can be prepared before a 
project is approved.  He recalled that Vice President Kruse has pointed out, as he did earlier in the 
meeting, how can the University afford to set aside funds for depreciation, earning interest by not being 
spent, when it has such an enormous backlog of unfunded depreciation?  The University must decide each 
year, he concluded, if will allocate funds for renewal for supported buildings. 
 
 Whence the dollars for supported facilities, Professor Gudeman inquired?  The annual budget?  
Yes, Mr. Pfutzenreuter affirmed.  The amount is way too small, Professor Gudeman observed, and it is a 
major problem that these funds come from the current budget. 
 
 Mr. Pfutzenreuter then provided the Committee with an example of what the foregoing discussion 
means.  The estimated project cost of the new Art Building on the West Bank is $44 million.  The 
expected annual operating costs will be about $900,000.  Using the "Capital Investment Componentized 
Depreciation Model" to calculate depreciation, about $968,000 should be set aside each year in addition 
for the Art Building. 
 
 Mr. Pfutzenreuter then turned to a table identifying the incremental impact of funded depreciation 
for supported facilities for the six-year capital plan; the additional funds required increase each year over 
the next years, depending on the buildings coming on to the depreciation schedule.  The recurring 
amounts (each continues into the future, so they are also cumulative) are these: 
 
2002 1.6 million 
2003 4.8 
2004 0.9 
2005 3.5 
2006 0 
2007 4.6 
 
These numbers will be in the biennial request, Mr. Pfutzenreuter told the Committee. 

 
This is the problem, Professor Gudeman observed.  Has the University ever sought to include 

these funds in the capital request, he asked, since these are technically capital expenses?  Mr. 
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Pfutzenreuter said the state only issues debt and does not usually allocate general fund money for capital 
items.  The numbers for debt and operating expenses are carved out of the operating budget, Mr. 
Pfutzenreuter affirmed in response to a query from Professor Campbell; there will be amounts in the 
biennial request for these expenses.  The $900,000 operating costs for the new Art building will be in the 
request.   
 
 Things could be left undone, Professor Campbell observed.  That is what got the University into 
the position it is now in, Mr. Kruse responded.  As it is, the University does things less often than it 
should to maintain buildings.  The $900,000 for the Art building is the schedule that SHOULD be 
maintained (and that is at the Chevrolet, not the Cadillac, level).  With other buildings, Mr. Pfutzenreuter 
added, the University does not achieve that standard. 
 
 In terms of the capital planning process and the evaluation of renewal and replacement costs, 
Professor Speaks asked, must the plans include HOW those costs will be paid if the facility is to be 
approved for funding?  Mr. Pfutzenreuter said that for supported buildings the University will include the 
cost in the biennial request; for non-supported buildings, he takes the position that renewal and 
replacement MUST be funded.   
 
 There are three costs to a new building, Professor Gudeman observed:  operating costs (which are 
often higher than for older buildings), depreciation, and the University's share of debt service.  All of 
these come from the annual operating budget and they are always a problem.  The University should 
consider a moratorium on new buildings.  These are the same three expenses on renovated buildings, Ms. 
Weinberg asked?  They are, Mr. Pfutzenreuter said.  Then the University's choice, she concluded, is either 
to maintain buildings or to let them fall down. 
 
 One of the reasons he is being hard-nosed about funding depreciation in non-supported buildings, 
Mr. Pfutzenreuter explained to the Committee, is because at some point there will then be sufficient funds 
set aside for new facilities--and the University will not have to take on debt to build them.  At that point, 
the new debt can be used for ACADEMIC buildings.  In the case of Coffman Union, for example, the 
students had set aside $250,000 per year, which wasn't even close to what was needed--but it was a pool 
of money that was a help.  If funds are set aside by policy, it will not be necessary to seek an increase in 
debt or fees to replace or renovate the Union. 
 
 In the depreciation scheme, is 50 years a conservative estimate for foundation and structure, 
Professor Speaks asked?  Mr. Kruse agreed that it is; more accurate would be 50-100 years.  So what 
happens if there is a need to replace the electrical/mechanical systems at 40 years but the foundation won't 
make it past 50, Professor Speaks asked?  The building would have to be evaluated to see if its life could 
be extended, Mr. Kruse said; there are always a series of choices to be made. 
 
 To whom is this document aimed, Professor Korth asked?  These slides are an elaborate way of 
arguing that more money should go into maintaining buildings.  Who is to be convinced?  The numbers 
associated with the six-year capital request raise awareness and could also create an automatic mechanism 
to fund depreciation, thus giving it a higher priority than other items in the budget.  Mr. Pfutzenreuter said 
it makes good business sense to recognize the cost of buildings.  The Board of Regents also TOLD the 
administration to bring a plan forward.  In 20 or 30 years, if this issue is not addressed at least for 
auxiliary enterprises, it is not clear that the University could support the facilities they need.  The reason 
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the University has recently taken on a significantly increased debt service is because buildings were not 
taken care of. 
 
 It is also useful for this Committee, Professor Speaks said, which has repeatedly asked for 
information on how much it costs to operate and depreciate buildings, and it should also be helpful to the 
Capital Improvements Advisory Committee as it deliberates which facility proposals should be supported. 
 
 Theses costs swallow up more and more money, Professor Gudeman pointed out, and they raise 
the question of the balance between physical and human capital.  This is a very elegant proposal, he said, 
and the same should be prepared for the University's human capital.  When new faculty are added, the 
long-term depreciation costs should be included--the cost of sustaining faculty.  That is in the biennial 
request, Mr. Pfutzenreuter exclaimed with a twinkle in his eye:  faculty salaries and increased health care 
costs! 
 
5. University Debt Levels 
 
 Mr. Pfutzenreuter turned now to copies of another set of slides, on University debt, and told the 
Committee that he would be making a presentation on this topic to the Board of Regents  later in the 
week.  He began the discussion by noting that debt represents all long-term contractual capital obligations 
of the University (the definition used by rating agencies), which includes a number of items:  general 
obligation debt, University obligation on state debt (the University's 1/3 obligation on new facilities), 
auxiliary or revenue bonds, debt of affiliated organizations unless specifically excluded (e.g., Gateway 
Center is included), long-term leases, and other contractual multi-year obligations. 
 
 As of June 30, 2000, the University's outstanding debt totalled $533.6 million, up from about 
$200 million a few years ago.  The Board of Regents, in 1999, authorized $330 million in debt to finance 
new facilities; of that, $200 million in obligations has been issued and the principal payments begin in 
2002. 
 
 A graph illustrated University principal and interest debt payments from FY00 to FY30.  The 
payments are approximately $28 million last year and this year, rise to slightly over $40 million in FY02, 
and remain at that level until FY08, at which point the payments begin to drop slightly.  The payments 
remain above $30 million per year until FY19.  There is a peak in the graph in FY03 because a single 
amount matures that year, but the funds have been set aside for that obligation.  A portion of the 
University's biennial request will reflect this increased debt obligation, Mr. Pfutzenreuter said.  
 
 The debt repayment plan is fairly rapid, Mr. Pfutzenreuter said.  Virtually all of the debt will be 
paid off by 2020.  That assumes, Professor Speaks observed, that the University takes on no new debt in 
the meantime.  Mr. Pfutzenreuter said that was correct. 
 
 The rate mix of University debt is 92% fixed and 8% variable.  The fixed portion is at a low 
interest rate (about 4.6% for the recently-issued $200 million).  Debt service is paid about half from 
general revenues and half from self-supporting auxiliaries.  It was pointed out that while the Gateway 
Center debt is not included in the University's debt, the University nevertheless underwrites the debt 
through its long-term lease for space in Gateway. 
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 Debt service projections from FY00 to FY24 show the University will be paying over $65 million 
in FY04 because of the current debt, the additional $130 million authorized by the Regents for capital 
projects (in addition to the $200 million already issued), $20 million in bonding from the 2000 legislative 
session, and additional commitments of $47 million.  Thus debt service in 2002, about $28 million, jumps 
to over $65 million in 2005.   
 
 One way to get a sense of the size of this commitment, Professor Gudeman pointed out, is to 
realize that to bring faculty salaries to where they should be would cost about $60 million.  The increase 
in the University's debt equals about half that need.  There are trade-offs constantly being made, he 
observed. 
 
 The President is of the view that he inherited a huge backlog of work and had terrible physical 
facilities that had to be addressed, Mr. Pfutzenreuter said.  There were trade-offs with massive backlogs in 
technology, faculty salaries, and classrooms.  The facilities were one of the choices that had to be made 
because no one, 20 or 30 years ago, set money aside. 
 
 Mr. Pfutzenreuter then explained the factors that go into determining how much debt the 
University can carry.  There is no fixed number; rating agencies look at a number of different ratios as 
well as a lot of subjective factors.  The question is how much debt the University wants compared to its 
other priorities.  His other observations about debt capacity were these:  access to low-cost capital is 
essential, all capital investment demands cannot be met at the same time, and debt capacity is an estimate, 
not a precise dollar amount. 
 
 Data on the "leverage ratio" (resources to debt) of a number of the University's peer institutions 
were provided to the Committee.  Minnesota is about in the middle.  The Committee also looked at the 
projected leverage ratio for the next dozen years; assuming no new debt is incurred, the ratio will become 
very positive.  Professor Speaks pointed out that that assumption is questionable.  Mr. Pfutzenreuter 
agreed.   
 
 Data on debt service as a percentage of operating revenue were also presented for Minnesota and 
peer institutions.  The University is at the lower end (1.32%); most other institutions on the list were at 
2% or above.  In terms of the next 12 years, that percentage is projected to rise to nearly 3.5% in 2004-05 
and then begin declining.  Again, that assumes there is no additional debt.  Would this have a change on 
the University's ratings by the agencies?  That would depend on when the University is in the market and 
the increased percentage may not be material, Mr. Pfutzenreuter explained.  The University is a strong 
institution in a good environment with strong support and a good debt management plan; it is unlikely the 
University's rating would be downgraded.  The University will manage these various financial ratios 
carefully, however, and will obtain outside advice on this matter. 
 
 Mr. Pfutzenreuter reviewed the current Regents' policy on debt (keep the University's long-term 
and short-term credit ratings at or above certain levels, minimize borrowing costs, limit revenue bonds 
because of uncertain internal revenue streams and higher debt costs, align debt maturity with project life-
expectancy, and issue debt for capital projects only, not operating and maintenance costs).   
 

Why a renewed approach to debt management?  There are several reasons, Mr. Pfutzenreuter 
explained.  (1)  Because there is a large demand to fund capital projects (even though there is nearly $1 
billion in construction currently underway, there is $2 billion in proposals for the six-year capital plan).  
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(2)  There is need for a clear understanding of the benefits and risks associated with additional debt, (3) 
there is a need to coordinate the management of debt, (4) a need to formalize ad hoc administrative 
responsibility, and (5) units need a clearer sense of institutional priorities, local responsibilities, and local 
budgetary impact of debt.   
  
 Professor Roe inquired if any thought had been given to various scenarios or events that could 
occur, even if unlikely, with implications for the University, to provide a sense of the parameters.  Mr. 
Pfutzenreuter said the Board of Regents was presented with information about sources of funds that could 
be called on in an emergency but agreed that more could be done.  He also noted that the University has 
moved much more of its debt into the fixed (and low rate) category, from variable. 
 
 Mr. Pfutzenreuter reviewed for the Committee the development of formal debt management 
policy.  It will allow the Regents and administration to evaluate the oversight and advisory structure; it is 
timely, given discussions of delegation of authority (which powers are reserved to the Regents, which 
delegated to the President); it will provide a context for making capital investment and allocation 
decisions; it will be viewed as a strength by analysts; and discipline should be recognized in the markets, 
potentially increasing the University's debt capacity.  He then reviewed the steps that have been taken so 
far (appointment of a debt process team, a debt oversight group, and a debt advisory committee, the last 
chaired by Regent Bergland and including community representatives).  The first meeting of the advisory 
committee will be in late September and it will provide guidance to the President on what the University's 
debt management policy should be.   This will be valuable help, he concluded. 
 
 Professor Speaks drew the attention of Committee members to a list of issues pending and asked 
them to review it before the next meeting in order to suggest any additions or deletions.  He said that 15 
minutes at the next meeting will be devoted to discussion of any action or position the Committee might 
wish to take on the matters presented to it at this meeting.  He then adjourned the meeting at 3:55. 
 
      -- Gary Engstrand 
 
University of Minnesota 


