
Minutes* 
 

Senate Committee on Finance and Planning  
Tuesday, February 5, 2008 

2:00 – 3:45 
238A Morrill Hall 

 
 
Present:  Judith Martin (chair), Rose Blixt, David Chapman, V. V. Chari, Adam Faitek, Steve 

Fitzgerald, Thomas Klein, Joseph Konstan, Russell Luepker, Kathleen O'Brien, Kathryn 
Olson, Richard Pfutzenreuter, Terry Roe, Michael Rollefson, Aks Zaheer 

 
Absent:   Jon Binks, Lincoln Kallsen, Mikael Moseley, Justin Revenaugh, Gwen Rudney, Thomas 

Stinson, Michael Volna, Warren Warwick, George Wilcox 
 
Guests:  Associate Vice President Michael Berthelsen, Mike Grimstad, Jerome Malmquist 

(Facilities Management) 
 
[In these minutes:  (1) update on the utilities master plan; (2) six-year capital plan and debt capacity; (3) 
use of endowed funds for department operations] 
 
 
1. Utilities Master Plan Update 
 
 Professor Martin convened the meeting at 2:05 and welcomed Messrs. Berthelsen, Grimstad, and 
Malmquist to provide an update on utilities. 
 
 Vice President O'Brien opened the discussion by pointing out that utilities are a $100-million 
item in the University's budget, so it is significant, and heater and chillers are important to the University 
for its teaching and research.  The core values that guide the University in making decisions about utilities 
are reliability (which includes system redundancy, preventive maintenance, and quality control), risk and 
cost control (which means maximizing efficiency and being careful about how fuels are purchased), and 
environmental stewardship.    
 
 Mr. Berthelsen distributed copies of a set of slides for Committee members to review.  He began 
by noting some interesting facts about University utilities:   the Minneapolis steam plant could heat 
55,000 average homes, the largest boiler produces the equivalent of 9000 HP per hour, there are about 8.5 
miles of steam tunnels on the campus, the chiller capacity on the Twin Cities campus could cool about 
27,000 average homes (fewer than the system can heat because there are a lot of window air-
conditioners), district cooling annually consumes 21.5 million kWH of electricity and 67.2 million 
gallons of water, the highest-recorded consumption of electricity was 72 megawatts in September, 2004, 
which is equivalent to 1.2 million 60-2watt light bulbs, and that there are 240 miles of high-voltage cable 
on the Twin Cities campus.   
 
 He then turned to data that relate to the three core values to which Vice President O'Brien had 
alluded.  In terms of (1) reliability:  they track "incidents" in electrical power (e.g., outages), and both the 
number and severity of incidents have been declining over the last five years; the same is true for steam 
delivery.   
 

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

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



Senate Committee on Finance and Planning 
Tuesday, February 5, 2008 
 
 

2

In terms of (2) cost-control, the budget for steam is about $39.3 million and for electricity $34.5 
million, but the latter is gaining; the budget for chilled water is about $5.5 million, about $5.9 million for 
water, and $1.9 for gas.  The steam and electrical costs are billed to units on consumption; the others are 
billed on the basis of square footage.  Professor Martin asked if these numbers always go up; Mr. 
Berthelsen said that they actually dropped in 2006, and the choices of fuel to purchase affect the amount 
the University pays.  The University's average cost of gas is below that paid by the state; average solid-
fuel (coal and oat hulls) costs are significantly lower than the cost of gas.  Over the last seven years the 
University has avoided nearly $51 million in costs as result of natural-gas contracts and the use of solid 
fuels rather than paying market rate on natural gas.  They do hedge against costs, but the volatility of fuels 
costs is the challenging part of steam production. 

 
In terms of (3) environmental stewardship and sustainability, they do a great deal to conserve 

energy.  They recommission buildings (sort of like a tune-up for your car); in one case, MCB, they 
reduced electricity consumption by 6.24% and steam by 24.8%.  They make process efficiencies (e.g., 
centralized compressed air, saving $230,000 per year) and a centralized vacuum pump project in the AHC 
(saving $118,000 per year).  All of these savings go to the colleges.  Do they recommission buildings 
more than seven years old, Ms. Olson asked?  They do, Mr. Malmquist said.  Mr. Berthelsen added that 
the more advanced a building is, the more that recommissioning is effective; with older buildings, it is 
more a case of maintenance. 

 
Professor Konstan asked if they have enough resources to do all that is appropriate or if they 

could do more to save money if they received some of the money from the savings.  They are doing a 
considerable number of projects, and they look at payback.  Even if there are savings in one building, 
there are implications for the entire University.  The principal restriction on doing more is people who 
know what they are doing.   

 
They have also prepared a draft graph of the campus carbon footprint.  The total carbon dioxide 

emissions from 1998 to 2006 have declined slightly—a figure that is not adjusted for square footage, but 
the slight decline took place during a period when the campus added about 2 million square feet and did 
so by demolishing low-tech buildings and adding hi-tech ones.   

 
The major issues at the coordinate campuses are participation in a fuel-purchasing plan (Duluth), 

the biomass plant and next phases of wind power (Morris), and improving the condition of the heating 
plant (Crookston).   

 
The utility master plan was developed at the initiative of the president (if the University is to be a 

top-three institution, it needs utilities support) and is integrated with the campus master plan.  Mr. 
Berthelsen described its elements and how it was developed.  The intention is to acquire baseline data 
(which is complete) and then develop a 20+-year master plan and a 6 year plan that is more tactical and in 
alignment with the University's 6-year capital plan, both of which are in progress.  He reviewed the 
current and possible future buildings on the campus that need to be incorporated in utility planning.  In 
particular they must plan to deal with the steam system; with one boiler over 60 years old, the firm 
capacity of the system (the capacity of the system without the largest boiler—in case it needs repair or 
attention) could soon be below actual consumption, so they need to plan for the replacement of this aging 
boiler in the foreseeable future.  One question is whether to plan to continue to pipe steam from the steam 
plant up river from the campus or if there should be a new boiler built nearer areas where future campus 
development is likely to take place (i.e., along the eastern edge of campus, from the football stadium and 
farther north to the possible new outpatient clinic in the south.  The decision is affected by the size of the 
pipes needed and the speed that steam must be pushed through the distribution pipes (above certain 
velocities, the pipes begin to wear away).  If one considers the three core values, Vice President O'Brien 
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said, one can ask if the University should have all its eggs in one basket (with one umbilical cord to the 
steam plant) or if should build another steam plant in another location.  Professor Martin asked if there 
would be a chiller built with any new steam plant; Vice President O'Brien said it would need to be 
considered (future growth and timing affect this decision). 

 
Mr. Berthelsen reviewed the chilled water and electrical systems for the Twin Cities campus.   
 
The major issues they face are these: fuel mix versus greener solutions; volatility of fuel prices; 

and reducing the energy footprint while expanding the campus.   
 
Professor Konstan commented that overall philosophy for heating is on a large scale, centralized, 

with redundancy built in, which forces them in the direction of big decisions.  Have they experimented 
with other ideas, such as heating a small group of buildings, or is there nothing worth trying?  Vice 
President O'Brien said that a number of buildings require high-pressure steam for research; stand-alone 
systems would require 24-hour operators and would be more expensive to operate.  They have looked at 
that option, Mr. Malmquist added.   

 
Professor Martin said they have done an impressive job of achieving savings in utility costs; do 

they expect to continue to do the same in the next 2-3 years?   It is easier to do so with steam; electricity is 
more challenging, Mr. Berthelsen said.  They have more control over steam.  They did make a big dent in 
electricity expenses with UBEEP a few years ago and the next changes are just around the corner.  Vice 
President O'Brien reported that the students have asked how they can contribute; as they set new goals, 
they will encourage awareness and action.  Part of any success will come from program and operational 
decisions, Mr. Berthelsen said; people envision the University as a 24/7 operation, but how many 
buildings have to be open around the clock?   

 
Is there any potential for wind power on the Twin Cities campus, Professor Martin asked?  They 

have commissioned a study for the St. Paul campus, Mr. Malmquist said, and it is not economically 
feasible.   

 
Professor Zaheer noted that he had served on the budget-model subcommittee and one of the 

issues that arose in their discussions was sharing utilities cost savings and the incentives to units to 
conserve.  They receive a bill for steam and electricity but not chilled water and gas.  They are close on 
chilled water (fiscal year 2009, they hope), Mr. Berthelsen reported; they want to be sure the amounts 
billed for are defensible and accurate.  In fiscal year 2007 they billed less than anticipated so the money 
remained in the colleges.  Professor Zaheer asked if they see the colleges as partners who get to see the 
money that is saved; they do, Mr. Berthelsen said. 

 
Professor Chari said he was concerned about identifying the cost of alternative fuels.  To the 

extent they use long-term contracts, hedging can lead to inappropriate decisions.  Mr. Malmquist said 
their primary objective is to protect the budgets they've set.  They do not hedge for more than 18 months 
and use financial instruments to do so. 

 
Professor Martin thanked Messrs. Berthelsen, Grimstad, and Malmquist for making their report. 

 
2. University Six-Year Capital Plan and Debt Capacity 

 
Professor Martin turned to Vice President Pfutzenreuter for a presentation on the six-year capital 

plan and a debt-capacity update. 
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Mr. Pfutzenreuter distributed copies of a set of slides and recalled for the Committee that the 
Board of Regents requires an annual update of the six-year capital plan; one underpinning of that plan is 
the University's debt capacity.  The capital plan has been delayed this year but he can report on debt 
capacity. 

 
Mr. Pfutzenreuter reviewed the factors that rating agencies use to determine the University's bond 

rating (student demand, management analysis, financial statement, and state support).  The bulk of the 
analysis focuses on the financial statement and the ratios the rating agencies use because the other three 
items are not as easily quantifiable. 

 
Mr. Pfutzenreuter highlighted bar graphs showing the University's outstanding debt and annual 

debt service (with and without the new football stadium).  He noted that the rating agencies do not count 
the stadium debt in the University's total because the outstanding indebtedness is covered by a state 
appropriation, so is considered an obligation of the state, not the University.   

 
There are a number of assumptions related to the debt service; Mr. Pfutzenreuter reviewed them.  

One is that the University will retain its Aa2 rating; the others revolve around debt to be issued.  He also 
noted the approved outstanding debt and projected debt issuance in the next three years.   

 
There are three ratios used to evaluate the University's debt capacity and bond rating; Mr. 

Pfutzenreuter reviewed them.  In all three cases, the University's trends are going in the right direction 
and the current financial status is well within the requirements for an Aa2 rating.  Mr. Pfutzenreuter said 
the University tries to stay in the range for the Aa2 rating and does not seek AAA or Aa1.  He also noted 
that the ratings take into account the assets of the University of Minnesota Foundation, funds to which the 
University does not really have access, and that one result is that it appears the University has a much 
larger debt capacity than it really (reasonably) does.  Theoretically the University has a debt capacity of 
over $1.6 billion, compared to its actual debt of about $675 million, but it will never get to $1.6 billion.  
When the Foundation's assets are removed from the calculations, the debt capacity is about $852 million.   

 
Professor Konstan asked if the three ratios were combined, would they suggest an operating 

budget that is low for the size of the University in terms of assets vis-à-vis comparable institutions.  Mr. 
Pfutzenreuter said he would like to delay discussion of that question to the next meeting.   

 
 Professor Zaheer inquired about the costs and benefits of seeking an Aa2 debt rating.  Mr. 
Pfutzenreuter said the spread between interest rates for Aa1 and Aa2 ratings is extremely small.  The 
ratings are reputational so some extent, but with the Aa1 rating there would be new standards and fewer 
degrees of flexibility.  He would like an Aa1 rating, but if it were to drop back to Aa2, that would be 
front-page news.  Professor Chari asked if one should worry the University might fall to Aa3, or if it 
should seek that rating.  What determines that Aa2 is the right target?  The real issue is not debt capacity, 
Mr. Pfutzenreuter said, it is debt-service capacity—the debt must be paid.  
 
 Professor Chari commented that the decision-making about the University's debt capacity appears 
to be affected only by interest rates.  Knowing interest rates does not help in determining what the 
University should invest in.  Mr. Pfutzenreuter agreed that the University should look at the projects and 
at opportunities lost, not just debt.  Professor Konstan said there could be an opening for deans:  if they 
have a plan, interest rates are low, and a project is not receiving state funding, perhaps they could 
complete the project another way.  Has that been considered?  The University continues to do projects on 
its own, Mr. Pfutzenreuter confirmed. 
 
 Professor Martin thanked Mr. Pfutzenreuter for the update. 
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3. Use of Endowed Funds for Department Operations 
 
 Professor Martin now welcomed Assistant Vice President Judy Kirk from the University of 
Minnesota Foundation to talk with the Committee about a point raised by the Committee on Faculty 
Affairs:  to what extent is it permissible for a department to use income from endowed funds for 
department operations? 
 
 There are three issues to consider, Ms. Kirk said:  donor intent (What were they asked to give to?  
A dean or department head may solicit a donor for fund for projects, so the money can be used for those 
projects.  If a donor makes a gift, a specific memo spells out how the money will be used, consistent with 
University planning and mission.  If the gift is a general one, there is no reason the money cannot be used 
for department operations, if doing so is within the intent of the donor. 
 
 There is a big "however" involved.  She has worked with donors a great deal, and they have 
surveyed them.  Their preference is that their donations not be used for core support for the University; 
they want to make a difference, to provide a marginal increase in funding available.  They also want a 
report, and usually don't want to be told their money was used to pay to turn on the lights.   
 
 The keys are accountability and stewardship, she said.  95% of donors say they will give again if 
they receive a report from the University on how their funds were used and the impact they had.  They 
provide such reports, which are powerful.  They do significant reports every couple of years to the 
McKnight Foundation, for example, on the impact of funds.   
 
 Professor Konstan asked what the standard agreement is for an endowed chair.  Some pay for the 
line item, but in many cases there are not enough funds to pay the full salary.  Some provide research 
funds or offset state funds.  There is a standard template for endowed chairs, Ms. Kirk said, but it 
provides maximum flexibility.  It alludes to the fact that the donation is a supplement to a line item; the 
elements of the donation can be negotiated.   
 
 What incentive is there for deans to include these funds in their budget, Professor Roe asked?  
Ms. Kirk said she did not know that there was any incentive; she said she thought was that they would be 
more strategic about the use of the funds.  Is there an incentive to tax those funds?  Ms. Kirk said they 
would have a problem with taxing endowed funds, which would go against donor intent.  It happens 
today, Professor Konstan said.  The taxes are not paid with Foundation funds but departments are taxed 
on the income.  And deans, when making decisions on reallocation, will cut other funds if he or she sees 
there are endowed funds available to a department that it can tap into.  That also goes against donor intent 
but it is difficult to deal with.  That raises the question about how to pay for common goods, Ms. Kirk 
said.  Those are real expenses and donors will sometimes prefer putting the funds to work to 
support a shared expense rather than seeing the University hoard dollars. 
 
 Mr. Klein said the incentive is that sometimes the dollars are more flexible and allow the 
dean to maneuver through conflicting requirements and expectations. Money without tightly 
specified uses can be more useful. 
 
 In her experience, Ms. Blixt reported, donors want to see their money spent.  If there are 
funds for internships or teaching, they will ask why a department has not used them, if it has not.  
She asked if the Foundation is at liberty to reconstruct the use of funds if they are very old, the 
intent no longer makes sense, and there are no living family members to ask.  There is a decision tree 
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for this situation, Ms. Kirk said; if the donation no longer serves a purpose, the University needs 
flexibility, and it can go through the court system to get a change.  That is very rare, and they try to make 
donations more flexible in a way that the donor understands.   
 
 How much guidance to departments receive on the use of funds, Professor Konstan asked?  How 
much is tracing of dollars versus identifying something that happened because of the funds?  That 
depends on the gift, Ms. Kirk said.  If the funds were for a chair, University audits will test the restrictions 
to be sure the funds are being used appropriately.  O&M dollars are flexible, Professor Konstan observed; 
is it permissible to say that because someone supported a chair, the department was able to offer six 
fellowships with other funds?  Absolutely it is, Ms. Kirk said.  Reporting on the opportunities a grant 
allowed is permissible. 
 

If a department or faculty or staff member has a question about donor intent, to whom should he 
or she go, Mr. Klein asked?    The financial officer in the college, who has access to the documents, or to 
the college development officer, Ms. Kirk said, or ultimately to the Foundation if they need to. 
 
 Professor Martin thanked Ms. Kirk for joining the meeting, and adjourned it at 4:15. 
 
      -- Gary Engstrand 
 
University of Minnesota 


