
Minutes∗ 
 

Senate Committee on Finance and Planning 
Tuesday, January 23, 1996 

3:15 - 5:00 
Room 238 Morrill Hall 

 
 

Present:  Fred Morrison (chair), David Berg, Thora Cartlidge, Kathy James, David Kittelson, 
Gerald Klement, Patrice Morrow, Roger Paschke, Richard Pfutzenreuter, Peter Robinson, 
Doris Rubenstein, Charles Speaks 

 
Regrets: Karen Karni, Craig Swan, Steven Thelen, James VanAlstine 
 
Absent:  Craig Dexheimer, Allen Goldman, Ryan Thrum 
 
Guests:  none 
 
Others:  none  
 
[In these minutes:  Budget instructions and system improvement expenditures; the Governor's capital 
budget recommendations; the Memorandum of Understanding with Fairview and financial implications 
for the University; the Governor's supplemental operation budget recommendation; biweekly payroll]  
 
 
1.   Budget Instructions 
 
 Professor Morrison convened the meeting at 3:25 and asked Mr. Pfutzenreuter to talk about the 
budget instructions. 
 
 They follow last year's format, he said, and outline parameters; the allocations follow the 
partnership proposal, except for the change in compensation (which is not yet known for all employees).  
For faculty and P&A employees, there will be no minimum or maximum and units must reallocate for 
those salary increases.  The original plan called for 2.8% in non-recurring increases, but the settlements 
with the bargaining units are calling for recurring increases. 
 
 What does this mean for cuts?  Mr. Pfutzenreuter said he could not answer the question, because 
he cannot calculate a compensation number when there is no minimum or maximum for faculty and P&A 
and when the civil service staff salaries have not been determined.  If the average increase were 2%, the 
recurring cost would be about $10 million.  Faculty benefits rates complicate the picture because they 
went higher than expected, especially graduate assistants.  Those costs are another $10 million higher, 
which units must also reallocate for in order to cover. 
 
 These two reallocations, he pointed out, come on top of the $8.9 million in central reallocations.  
The amounts for Academic Affairs and Finance and Operations have been identified, but not all unit 
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amounts have been settled.  He confirmed that about half the cuts will go to Academic Affairs and half to 
Finance and Operations. 
 
 Will there be a $4 million allocation to Finance and Operations for systems improvements, asked 
one Committee member?  Mr. Pfutzenreuter noted that there was $15 million in non-recurring funds 
identified for salary increases in the original budget plan; since salaries are to be recurring, those funds 
will not be used, so are available for two purposes:  administrative process redesign and bridging funds.  
The former will include student systems, grants management systems, semesters, human resources 
systems, and financial systems; the latter will be requested by the units.  The split will probably be about 
50/50.  The University could spend $40 million on all these changes, over the next three years.  The plan 
is to use some of the non-recurring money (that was to be used for compensation) for administrative 
process redesign. 
 
 In terms of bridging money, the President has said that as units reallocate, they should not 
consider labor contracts or tenure as barriers to strategic reductions.  Bridging money could be used to 
pay for early retirements, for example.  The President does NOT want "cash flow fixes"; he wants hard 
strategic choices made. 
 
 One worries about what CUFS costs; these other new systems are as complex as it is.  $40 million 
could accommodate the costs, or it could be low.  Is there any planning to support that number?  $3 
million was allocated last year for grants management, Mr. Pfutzenreuter said, and hardly any of it was 
spent.  With the carryover funds, plus new money, there could be $7 - 10 million in the second year of the 
biennium--or about 1/4 of the total.  He expressed skepticism that the projects would cost $40 million.  
He agreed that the rest of the money, whatever the cost, would have to be found. 
 
 Asked if the systems have been identified, Mr. Pfutzenreuter said it will depend; the University is 
not sure if it should buy off the shelf or build its own.  The biggest ones are the students systems, grants 
management, and human resources.  The grants management system will push into the ledger system, 
noted one Committee member.  The year 2000 is a problem that must be fixed, he observed, and that may 
be the point at which patching CUFS will no longer work.  Inevitably it will have to be replaced; the 
question is when.  Does the University want the disruption now? 
 
 Asked if he had any sense what went wrong with CUFS, Mr. Pfutzenreuter said he did not; he 
recalled that he was not at the University when it was installed, but his impression was that there were a 
lot of consultants who left with a lot of money in their pockets.  The University hired consultants, greed 
one Committee member; it bought a system but not the operating manual (that is, the training) because it 
cost too much to invest in training.  This University is larger and more complex than any off-the-shelf 
program designers had in mind, and systems need to be modified.  This is like the N versus F question 
with the Morris campus:  Will there be one system or lots of systems?  The same will be true with Human 
Resources. 
 
 Expenses are beginning to snowball, said one Committee member; one unit has just hired an 
accountant, in conjunction with two other units--at a time when there is not enough money for faculty.  
CUFS imposed more accountability, Mr. Pfutzenreuter observed, as well as more work.  There are 
accountability and control issues as well as the complicated ledger. 
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 Asked if there would be a point at which units would know the salary amounts, Mr. Pfutzenreuter 
said it would be us soon as possible. 
 
 Asked about graduate student fringe benefits, Mr. Pfutzenreuter said the rates cannot be 
lowered--unless the University provides money to reduce them--and that he is recommending there be no 
change this year in the model used to pay them.  One Committee member expressed a preference for 
changing for next year. 
 
 Has any consideration been given to having every department pay real tuition costs of real 
students, rather than having a global rate?  There would be no worry about under-payments and so on.  
One problem, said another Committee member, is that it would be impossible to project grant fringe 
benefit costs because tuition costs would be unpredictable.  This would be a problem with specific grants, 
not the budget.  Individual investigators have some flexibility, it was pointed out, and these rate 
accelerations are damaging to multi-year grants. 
 
 The salaries for graduate assistants will be awarded in the same way as in previous years, Mr. 
Pfutzenreuter said in response to a question.  He also reported that both Indirect Cost Recovery and 
tuition revenues are running ahead of projections, but they are at this point not changing their predictions.  
Tuition revenues, annually, amount to about $190 million, of which about $30 million 
comes from CEE. 
 
2.   The Capital Budget 
 
 Mr. Pfutzenreuter turned next to the Governor's bonding request.  The recommendation 
substantially under-funds the University's health/safety/facilities renewal request, but the total 
recommendation for the University was $97.8 million (or $107.8 if one includes an ice sheet and tennis 
facility).  The University had requested $132.7 million.  By comparison, the Minnesota State College and 
University System requested $141 million; the Governor recommended $53.9 million for them. 
 
 The University's request and Governor's recommendation stand as follows (in millions of 
dollars): 
    UM Governor 
Health & Safety   $ 24.5 18.0 
Facility Renewal  32.5 6.0 
MN LAC (Archives)  43.2 43.2 
Morris Science   3.0 -- 
Architecture   -- 21.0 
UMD Library   20.0 -- 
Willmar Poultry Testing Lab -- 0.1 
Crookston   3.0 -- 
Academic Health Center 
 Centers of Excellence 6.5 6.5 
 Fairview Transitway -- 3.0 
 
TOTAL   132.7 97.8 
 
Ice Sheet & Tennis Facility -- 10.0 
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 The Governor's recommendation requires University funding of one-third of the debt service on 
the MN LAC, Architecture and the Centers of Excellence; the University's position is that will not accept 
any more debt service.  The annual cost of this projected debt service would be about $2 million per year. 
 
3.   Memorandum of Understanding with Fairview 
 
 Mr. Paschke joined the meeting to discuss with the Committee the Memorandum of 
Understanding (MOU) with Fairview Hospital.  The full discussion will take place at the next meeting of 
the Committee, after Committee members have had time to read the MOU, but Mr. Paschke said he 
would review it briefly at this time. 
 
 It is not a contract, he said, and not binding; it is the skeleton of an agreement, from which 
binding agreements will be negotiated.  Joanne Jackson will lead the negotiations; there will be teams by 
each subject area.  The goal is to reach agreement by June 30, a convenient time for many reasons. 
 
 Mr. Paschke reviewed the finance and governance provisions of the MOU, noting that there will 
be a divisional governing body with a majority (50% plus one; the "one" is the Dean of the Medical 
School).  The University will also be represented on the Fairview SYSTEM board and has protections, 
such as a super-majority requirement for a change in the division and a veto authority. 
 
 The University is selling to Fairview certain assets, such as Unit J and the parking ramp, but will 
retain the land.  The building is being sold for the outstanding debt ($140 million), a University debt 
serviced by patient revenues; Fairview will pay off that debt.  Of the $140 million, the University has 
about $40 million in unspent bond proceeds; the University retains that money.  It also has about $12 
million of debt service reserves, which the University retains.  Fairview will pay the University about $90 
million.  Under the six-year capital plan, Fairview will also make certain improvements to the Hospital.   
 
 The University is also paying $20 million to Fairview for an interest in the Fairview system, but 
retains the remainder of the $200 million in Hospital reserves.  Finally, the University will provide a $20 
million line of credit to Fairview, to help preserve its bond rating. 
 
 In terms of income, the University receives approximately 30% of the operating margin above a 
certain amount. 
 
 Asked if this transaction would have an impact on the University's debt capacity, and affect its 
attitude about taking on additional building debt service, Mr. Pfutzenreuter said the University's position 
on that matter is that it is too early to tell what the implications might be.  Mr. Paschke added that the 
University does not know if the deal will actually go through; there remain a number of issues to be 
resolved. 
 
 What does Fairview get?  A better physical plant, connection with doctors doing education and 
research, improved medical technology, becoming a larger player in the Twin Cities health care market, 
and connection with a prestigious organization. 
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 Mr. Paschke identified other elements of the MOU and discussed them with the Committee 
including, for example, the impact on the O&M budget, the number of hospital beds that will be in the 
system, and payment for services provided to the Hospital by the University. 
 
 Professor Morrison said the Committee would discuss these issues at greater length at the next 
meeting. 
 
4.   The Governor's Supplemental Operating Budget 
 
 Mr. Pfutzenreuter then drew the attention of Committee members to the Governor's 
recommended supplemental operating budget; he reviewed briefly the several items in it for the 
University. 
  
 Global budgeting is now part of the budget, he noted; the Governor set percentages for the major 
spending programs for 1998-99 and the two subsequent biennia.  Mr. Pfutzenreuter provided a graph 
interpreting the amounts for the University and the Minnesota State system.  He noted that the original 
prediction of an $800 million deficit is now down to $180 million, which could have an effect on the 
budget discussions. 
 
 The trend is toward using figures calculated by the Minnesota Department of Finance for 1998-99 
(requiring a slight reduction in state funding), rather than those called for in HF1856 (which would 
require a cut of $27 million in the University's appropriation). 
 
 The Public Health building is not in the Governor's recommendation and the University is not 
requesting it.  The Department of Public Health is no longer prepared to move out; it has no place to 
move to. 
 
 If there is any good news in this, Mr. Pfutzenreuter commented, it may be that the starting point 
for the budget discussions may be a little better. 
 
 There is no accounting for the possible effect of declines in federal funding, which is why the 
Governor is proposing to have $1 billion in reserves. 
 
 Has anyone considered how the University would meet an additional $2 million in debt service, 
asked one Committee member?  Will there be institutional consideration of the issue or will it just 
happen?  Mr. Pfutzenreuter said the legislature would have to find an additional $2 million if the 
University is to be forgiven the 1/3 obligation.  The University could accept the projects, reject them, 
or try to persuade the legislature to find the money.  The options are now being considered; the University 
is retaining its flexibility in dealing with the recommendation. 
 
5.   Biweekly Payroll 
 
 Mr. Pfutzenreuter reported that detailed planning for the biweekly payroll is taking place.  There 
remain issues to be resolved with collective bargaining groups, although most of the concerns are not 
serious. 
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 One Committee member reported that the seven civil service staff in his department were 
unanimously opposed to the change; has there been any attempt to gauge support for the change among 
those on the lower end of the payroll?  The faculty in the same department did not care deeply one way or 
the other.  One suspects support interacts with salary.  Mr. Pfutzenreuter said he receives messages both 
ways.  It was reported that the graduate assistants had voted to support the change, as has the Civil 
Service Committee.  There has been acknowledgement that some personal re-budgeting will be required. 
 
 The next meeting will include discussion of the MOU with Fairview, salary analysis provided by 
Associate Vice President Carrier, and funding of a possible capital campaign. 
 
 Professor Morrison then adjourned the meeting at 4:50. 
 
    -- Gary Engstrand  
 
University of Minnesota 


