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The Financial Future and the Future Financing of the University 
 
 Professor Luepker convened the meeting at 1:05 and began by welcoming Vice President 
Rosenstone and Deans Davis-Blake and Finnegan.  He explained that the purpose of the meeting was to 
familiarize the Committee with the report "Advancing the Excellence of the University of Minnesota:  
Report of the Future Financial Resources Task Force," co-chaired by Vice Presidents Pfutzenreuter and 
Rosenstone.  The Faculty Consultative Committee reviewed an earlier draft of the report at its retreat in 
August; the report was presented to the Board of Regents on October 10, 2009.  He said this Committee 
needs to inform itself about the report, which is excellent, because its contents will inform Committee 
deliberations on a number of topics that will be coming before it in the next year.  (The task force 
members included Professor Martin from this Committee.)  [The report of the task force may be found at 
http://www1.umn.edu/regents/docket/2009/october/worksession.pdf]  The Committee was provided 
copies of the task force report as well as a copy of slides from Vice Presidents Pfutzenreuter's and 
Rosenstone's presentations. 
 
 Vice President Rosenstone started by saying that the task force met monthly from last December 
to last June (2009), and reached consensus on its findings and recommendations.  The report focuses on 
two major topics:  the University's new fiscal reality and strategies to advance the excellence of the 
University in light of the new fiscal reality. 
 
 The University's new fiscal reality has four elements: 
 
1. There has been a dramatic and permanent reset of the University's sources of revenue: the share 

of the U's budget provided by the State of Minnesota has dropped precipitously. 
 
2. Tuition now exceeds state support as the University's largest revenue stream and tuition will 

likely be the University's largest source of revenue in the future. 
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3. Operating costs, the cost of academic excellence, and the University's appetite for new academic 
investments are now rising faster than revenue. 

 
4. Over the years ahead, the University of Minnesota will face even steeper competition for 

students, faculty, and research grants. 
 

These are permanent changes, not short-term fluctuations.  These changes, Dr. Rosenstone said, 
demand a reset of the University's academic and financial strategies for the future.  Business as usual or 
incremental tinkering will not work.  There is no silver bullet but there are a number of strategies the 
University must follow. 
 
1. Grow a larger and more diversified portfolio of revenues. 
 
2. Grow tuition revenue while ensuring financial access for qualified students from families with 

modest financial means. 
 
3. Substantially increase administrative and academic effectiveness, reduce costs, and boost 

efficiency. 
 
4. Narrow the scope of the University's mission to advance a distinctive constellation of excellence. 
 
5. Develop and execute long-term financial plans and budget and planning processes that advance 

the vision, inform decision making, track progress, and discipline the setting of priorities. 
 
In short, the University must increase revenue, reduce costs, and develop new academic planning 
strategies.  These are matters of great urgency.  The hard work of implementing the report must begin 
immediately, Dr. Rosenstone concluded. 
 
 Vice President Pfutzenreuter discussed the revenue streams at more length.  There has been a 
permanent and dramatic change in the share of state funds that come to the University.  The University 
has increased its revenues from many sources, while state funds have not increased at the same rate and in 
some years during the last decade declined, which has caused a shift in how the institution is funded.  
State dollars now make up about 21% of the University's total budget; some of the money in for state 
special appropriations, so the flexible state funds are about 18% of the budget.  One can see where the 
state money goes:  It is concentrated in CLA, Duluth, IT, CFANS, and the Medical School.  When the 
University faces a cut in state funds, it is difficult not to go to those units to find the money. 
 
 In 1978, state funds were 43% of the University's revenues. 
 In 1994, state funds were 32% of the University's revenues. 
 In 2010, state funds are 21% of the University's revenues. 
 
 Over the decades, state support has increased by an average of about 2.2% per year, Mr. 
Pfutzenreuter said.  That 2.2% has been an important margin, but the share of the University's budget 
funded by the state will continue to decline.  Forty years ago, 8.3% of the state's budget went to the 
University; now that figure is 3.9%.  He said he believed it likely that in another twenty years, the 
percentage could be reduced again by half, given the state's demographics.  The task force report does 
NOT say that state funds are not important, and the University will continue to fight for every dollar, but 
other state needs get met first.  That does not mean the state does not see higher education as a high 
priority, but there are not enough dollars left over after other needs are met.  State Economist (Professor) 
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Thomas Stinson and State Demographer Thomas Gillespie will meet with the Board of Regents in 
December to report on economic and demographic trends in the state.  Professor Stinson is predicting that 
economic growth in the state over the next 25 years will be only one-half of what it is today.  The task 
force concluded that the state will not grow sufficiently to provide enough funding for higher education. 
 
 Vice President Rosenstone drew attention to one of the paragraphs in the task force report: 
 

Nationally, the underlying rationale for the public funding of higher education has broken down. 
There is no longer a clear consensus about the social or economic reasons for public investment 
in higher education.  The covenant between the University and the State of Minnesota defining 
the rationale and responsibilities for state support of higher education needs to be strengthened.  

 
 Vice President Pfutzenreuter reported that tomorrow leaders will declare the recession over 
because GDP will be up.  But in part that is just arithmetic; in reality, the economy isn't fine.  He said that 
he has spoken with Professor Stinson, who believes that nothing much has changed since the state's 
February, 2009, forecast.  The next state revenue forecast is in November, but the Governor will not make 
recommendations to deal with the shortfall until the forecast at the end of February.  At that point the 
Governor and legislature will negotiate but probably reach no agreement, so he will again unallot.  
Because of the federal stimulus law, he cannot unallot any more from the University this year and no 
more than $36 million in FY2011. 
 

The task force noted that "tuition has grown from 15% of the University's budget in 1994 to 26% 
of the budget in FY2010.  In the future, tuition will continue to be the University's largest source of 
revenue."  Mr. Pfutzenreuter noted the graph with the lines (state funds and tuition) crossing and 
predicted that the state funds will likely continue to drop, given the $5-7-billion deficit the state faces 
going into the 2012-13 biennium.  He said the lines will not go back and the gap between tuition and state 
revenues will probably get larger. 

 
It is no surprise to anyone, Mr. Pfutzenreuter observed, that "Operating costs, the cost of 

academic excellence, and the University's appetite for new academic investments are now rising faster 
than revenues."  The slide that contained that point also noted that "these rising costs result from the 
increased demand for personnel, space, technology, support services, and scholarships, etc., as well as 
inflationary cost increases" and that "just to meet incremental costs and fund a modest level of academic 
investment, the University has historically needed an incremental $80 million recurring each year."   

 
Mr. Pfutzenreuter explained the elements that make up that incremental annual $80 million.  

Much of it is for employee compensation, about $35 million per year, assuming modest salary increases.  
The University tries to eke out some funding for programmatic investments, which are about $18 million 
per year.  The other increased costs are facilities operations ($12 million, mostly new buildings, new debt, 
and utilities), infrastructure ($7 million), safety and contractual obligations ($3 million), and student aid 
($5 million).  On the last, every time tuition increases, more student-aid funds are required; the "Promise 
of Tomorrow" (formerly Founders) scholarships increase by $4-5 million every time tuition increases 6-
7%.  The new middle-income scholarship program, now $7.8 million, will also grow. 

 
Professor Konstan asked if Mr. Pfutzenreuter has done a calculation of what these numbers look 

like for a "constant university," holding the number of students steady and adjusting for inflation, to see 
how much state dollars are declining and tuition revenue increasing?  This might help separate how much 
of the change is new initiatives and new programs, how much is a change in state support, etc.  The task 
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force looked at that, Mr. Pfutzenreuter said, and did a baseline study.  It ran the $80 million per year 
forward and identified a huge gap, and the task force recommends more long-term financial planning.  
Professor Konstan suggested going back to 1974 and identifying what the state paid per student.  This is a 
graph the Committee needs to see. 

 
In order to give one an idea of the appetite for investments, Mr. Pfutzenreuter pointed out that 

"the initiatives that have emerged from the strategic positioning process require an incremental $400 
million to $600 million in new and/or reallocated recurring resources." 

 
The University still values state funds, Mr. Pfutzenreuter emphasized, and the task force 

recommends that it seek a new compact with the state.  "The University's compact with the State of 
Minnesota to prepare the next generation of leaders in health and other professions is at risk.  For 
example, at the same time the state needs more doctors, nurses, pharmacists and dentists to care for an 
aging population, the resources from the state and from patient care are diminishing."  And the idea that 
the state funds can be replaced with private funds is not realistic, Dean Finnegan added.  Professor Martin 
reported that to do so for only a fraction of appropriation would require that the University raise about 
$800 million per year. 

 
Mr. Pfutzenreuter next noted several points about factors affecting revenue.  "Over the years 

ahead, the University of Minnesota will face even steeper competition for students, faculty and research 
grants. 
 
-- The growing excellence of the University of Minnesota means that we now compete with better 

public and private institutions, but our competitors are also getting stronger and their resources 
are growing. 

 
-- Competition for top faculty will intensify as the baby boom generation retires from the academy 

over the next decade. 
 
-- The number of high school graduates will decline over the next decade, not only in Minnesota, 

but also in neighboring states. High school graduates will also be substantially more diverse. 
Competition for top students will intensify.  

 
-- The gap between resources available to top private and public institutions will continue to grow, 

intensifying competition for top students, top faculty, and research grants. 
 
On the last point, Mr. Pfutzenreuter pointed out that while Harvard lost billions from its endowment, the 
University lost $100 million in state support, its "endowment."  Harvard's endowment (and that of the 
other private universities) will grow again but the University will likely never see a parallel increase in 
state support.  The public institutions are in a bad position vis-à-vis the privates, because while their 
endowments will grow, the University's is a permanent loss. 
 
 As a summary, Mr. Pfutzenreuter drew attention to the language from the report:  "The shift in 
revenues, rising costs, and increased competition are enormous challenges that require a paradigm reset in 
our academic and financial strategies for the future.  The challenges demand a new portfolio of academic, 
fiscal, administrative, and planning strategies as well as sharper incentives to advance the excellence of 
the University of Minnesota."  He repeated the point that there is no magic bullet, and that UMore Park 
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gravel, selling land, and other strategies alone will not be sufficient.  The University must do ALL those 
things to increase its revenues. 
 
 Professor Luepker asked Professor Martin and Deans Davis-Blake and Finnegan for their 
comments. 
 
 Professor Martin said that Vice President Rosenstone was correct:  There was no sense of 
disagreement among task force members about the reality of what the University must do.  She said her 
worry is more about how to translate the report into something that faculty members understand.  She 
expressed doubt that many faculty members would read the entire report, and said it will take a huge 
internal educational effort because few recognize the depth of the situation.  The task force talked about 
culture change, but it won't come from a report. 
 
 There are potentially radical ideas buried in the task force report, Dean Finnegan said.  The need 
to look at the University's scope has potentially radical implications.  The University sustained the last cut 
by "letting air out of the balloon," which was not very strategic.  That part of the discussion of the 
urgency is not understood.  There is a line between "urgent" and "the sky is falling," but if the University 
does not make decisions, it will have made a decision.  The task force talked about the future of higher 
education, particularly in a small (population) state such as Minnesota, and the gradual slide of large 
public research institutions into irrelevancy.  Minnesota is not where California is, but it will be if there 
are no innovative ideas for dealing with the coming financial circumstances. 
 
 Dean Davis-Blake said she also endorsed the report but said she would put its findings in more 
direct and explicit language.  If one is running a big business, it must be run based on sound business 
principles.  The University is, in essence, a multi-divisional firm with expenses and revenues in each 
division as well as central expenses that are essential to the health of the divisions.  A firm grows 
revenues and cuts expenses, and can cross-subsidize units (firms do this all the time), but fundamentally 
the business must be sound.  Unless the units that generate the revenue are sound, there is a problem.  The 
units generating the revenues at the University are largely the collegiate units and other entities engaged 
in generating clinical practice, research grant production, and external sales.  As expenses have grown, 
the revenue generating units cannot take advantage of opportunities and may permanently forgo revenues 
(in lost students and lost research).  The report is more tactful, she said, but if the business units that 
generate revenue are in trouble, there is need for immediate change. 
 
 There are a lot of issues with respect to business practices and outcomes, Dean Finnegan said, and 
there is very strong interest in the expense side on the part of the deans.  They are seeing some changes.  
On the investment side, the University will have to decide what to invest in (that is, one unit versus 
another), or it will continue to let more air out of the balloon and everyone will be mediocre. 
 
 Professor Luepker observed, apropos Dean Davis-Blake's comments, that "we are not business 
people, we are academics."  Some units at the University raise money and generate income streams, but 
there is a tendency to look at all units as equal, and to believe that units that do not generate money should 
be seen as equal to those that do in their ability to grow.  If one kills the units that generate the money, 
however, that is a problem.  There is nothing wrong with non-revenue-producing units, Dean Davis-Blake 
responded; they can be essential to the revenue-producing units.  But one must understand that they 
cannot grow beyond what revenues allow.   
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 Sometimes the University is not very good at deciding what it should do collectively and what 
should be done at the college or department level, Dean Finnegan commented.  The University cannot run 
without support services, and it is trying to do better in striking a balance between what makes more sense 
to do centrally versus what should be done by the colleges. 
 

Professor Seashore related that she came to the University because it had a brilliant president who 
talked about Commitment to Focus, one part of which was that the University needed to stop doing many 
things that it was now doing.  There was a faculty committee that made recommendations to close major 
units.  What closed?  Nothing.  (The closing of the Waseca campus came much later.)  The political 
fallout from doing what the University absolutely needs to do to preserve itself is enormous.  There have 
been units in her college that were closed, something very painful to do, and some units cannot close 
because of state politics.  It is too easy to look at incremental cuts, and to avoid hard conversations about 
what is core—opinions both in and outside the University will vary on that topic.  The tendency in the 
University is to centralize the decisions about big changes—the closing of campuses or larger programs 
and units—and to decentralize the incremental changes.  There is innovative thinking in the task force 
report and the University is going to have think outside the box when it comes to make cuts, and it can't 
just cut the revenue-producing units without considering what non-revenue units could be radically 
restructured and even decentralized. 
 

Her point, Dean Davis-Blake responded, is that a firm must keep the units producing revenue 
healthy. 

 
 Another problem, Dean Finnegan observed, is that the state is significantly overbuilt in higher 
education. 
 
 There are opportunities across the CIC for collaboration, Professor Martin said.  All of the 
institutions are facing the same problems, and all have talked about collaboration, but the situation is now 
pressing them into actually doing it.   
 
 Ms. Stahre said there is nothing in the report about athletics and coaches salaries and their impact 
on the University.  She said she understood the political issues, and that sports are revenue-producing, but 
students never hear about athletics, only about cuts to research and teaching.  Mr. Pfutzenreuter said the 
task force did not highlight specific units, and said that intercollegiate athletics received the same budget 
cut as all other units.   
 
 The papers provided to the Committee document the nature and extent of the problem, Professor 
Chapman commented, but they are not as clear about what the solutions are.  Everyone can agree on the 
levels of generality that have been discussed; the trouble comes when one gets down to the operational 
level. 
 
 There is a difference between the University and a typical business, Professor Konstan said in 
response to Dean Davis-Blake's comments.  Any business will have units that are profitable for the long 
term.  Every unit in the University receives a subsidy; just because it brings in revenue does not mean it is 
paying for itself.  One can say research is important, but the more that is done, the more money the 
University loses.  That is probably true in everything the University does.  It is not clear what the end 
game will be:  The University can cross its fingers and hope that state support does not decline, and 
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decide it will live with level funding, or it can become more like Michigan, and expect to thrive with less 
state money.   
 
 Professor Konstan said it also felt like a lot of responsibility for the solution is being pushed 
down into the business units, which avoids solutions that are across and between units.  No dean can 
decide to invest in two colleges, or realign six colleges into four.   The Committee also has no sense of 
what is NOT on the table.  The "Promise of Tomorrow" scholarships?  The University could say it will 
support 4,000 students with the scholarships—but no more.  The University calls a lot of things "must" 
because of its values, and it may need to decide which of the "musts" it will not compromise on and those 
that it will. 
 
 Vice President Rosenstone pointed out that the task force was not charged with setting the 
University's to set academic priorities, and these questions go to priorities.  They require conversations 
and consulting but were not within their charge.  What about the timeline, Professor Konstan asked?  Dr. 
Rosenstone said that is a question for the President. 
 
 Dean Davis-Blake agreed with Professor Konstan that the University is a non-profit, but there is 
profit at a certain level of granularity (e.g., when looking at specific activities).  If a unit is spending more 
to capture revenue than the revenue captured, then one must try to understand why the University persists 
in engaging in the activity.  The mere fact that expenses exceed revenues is not, by itself, sufficient to 
eliminate an activity, but she said she has seen no analysis looking systematically at the cost of revenue 
generation, and it is AFTER the analysis that one applies the values.  One must look at what generates 
revenues and what does not before one can apply values.  Professor Morrison said that revenue can be 
compartmentalized but certain revenue lost is irreplaceable:  If the University closes the Law School, 
those students will not all go over to the School of Dentistry. 
 
 Professor Morrison said that in his view the University faces two problems, not one.  The first 
problem is July 1, 2011; the second problem is the next two or three decades.  Someone must think about 
what the University is going to do on Friday, July 1, 2011.  How much money does the University have in 
stimulus funds, he asked?  (About $89 million over two years, all but $11 million of which has been 
allocated, most of it for tuition mitigation and middle-income scholarship program, Mr. Pfutzenreuter 
said.)  So the University will lose about $45 million per year, Professor Morrison concluded, and must 
either continue to mitigate tuition or bump up tuition by a large amount.  The middle-income scholarship 
program is recurring, so has a tail, Mr. Pfutzenreuter said, and when the money to stop buying down 
Minnesota resident undergraduate tuition is gone, returning students will see a $740 tuition increase.   
 
 And there may be a cut in state funds, Dr. Rosenstone added. 
 
 If that cut were $150 million, which would not be unexpected with a state deficit of $7 billion, 
Professor Morrison said, and the disappearance of the stimulus funds, the University could face a shortfall 
of $200 million.  On a base of state funds of about $600 million, that is a 33% cut.  He said he was not 
sure some realize this is coming, and the University must think about strategies for July 1, 2011 and for 
the long haul.  The task force report addresses the long haul and the University appears to be whistling in 
the wind about 7/1/11.  (Professor Martin pointed out that the President charged the task force to look at 
the long term.) 
 
 The University will also be in transition, Mr. Pfutzenreuter said, with a new president presumably 
coming in to office.  Professor Morrison agreed, observing that the current president will leave office the 
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day the University goes over the cliff.  It is the responsibility of those at the University now to not let that 
happen, Vice President Rosenstone pointed out.  He agreed with Professor Martin on the need to get 
everyone at the University to understand the new reality, and how to engage across the institution to make 
changes necessary to advance the excellence of the University. 
 
 Mr. Pfutzenreuter said he was "question fatigued."  Everyone asks questions about how to deal 
with the situation but no one provides answers.   
 
 Vice President O'Brien said that while she understood Professor Morrison's comments, it was 
important to point out that there are people beyond the task force members and this Committee who 
understand the situation.  They have laid people off in University Services and others are concerned about 
their jobs.  Students are concerned about paying tuition in 2011.  The question is how to spread an 
understanding of the sense of urgency.   
 
 Vice President O'Brien went on to comment that "we run the University without understanding 
full costs" and make decisions that add costs.  For example, choosing buildings that have offices, labs, 
and classrooms rather than single-purpose buildings, or establishing building hours (which would not 
mean people could not come in, but the temperature would be lowered when a building is not open).  
When these issues are raised, they provoke a strong reaction.  It is necessary to analyze costs and to 
identify tradeoffs so that people understand.  One needs to ask the question:  If the University were to 
start over from scratch, what would it have to have?  If it is now doing things that are not on that list, it 
should stop doing them.  University Services is pursuing these strategies:  doing the analysis, 
understanding costs, and taking action. 
 
 Professor Roe commended the task force for its work and said it is difficult to get one's hands 
around it.  There is not enough understanding of cause and effect; some of the projected effects are 
because of the economy and some because the University keeps expanding.  Some of the problems can be 
turned around but some the University is stuck with.  The task force identifies a number of strategies to 
help address the situation—private funds, real estate sales, technology transfer—but it is also necessary to 
narrow the scope of the institution.  He said he has never seen that happen and asked what role the 
compact process plays; perhaps that process should change.  The Committee needs to understand how the 
University got where it is, why it has grown, and it is important to have normalized numbers, because it 
may be that the costs per unit have declined—but have nonetheless grown beyond what state dollars can 
support.  No one Committee can figure all this out; it will take a couple of task forces to do so. 
 

If one wants the faculty to know about the situation, it will be necessary to send someone to every 
department meeting, Professor Konstan said.  Or one could try the blue-ribbon task forces in each college 
as a way to reach a more-interested subset.  He wondered if one really wants to approach faculty now—
leading to them worrying about the financial future rather than doing their jobs.  After the basic 
constraints are set, the faculty could be very creative in offering solutions, but right now it seems that 
much of that effort might be wasted. 

 
Professor Konstan said he also worries that people are confusing cost savings with efficiency.  As 

an example, there is a lot of publicity given to the campaign to turn computers off at night.  This is 
claimed to save perhaps $40 per year per computer.  If the result is seven minutes per day taken away 
from faculty productivity (time booting up, logging in, shutting down, and time taken for periodic updates 
normally done at night), that would add up to almost 30 hours of faculty time to save $40—is this worth 
it?  As another example, Professor Konstan's department hired a grant assistant, which led to an increase 
in the number of grants obtained and funds received; perhaps that role would be considered "inefficient," 
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but it led to greater faculty efficiency.  The University is often penny-wise and pound-foolish, making 
cuts that hurt productivity more than they save money. 
 
 Mr. Klein asked Dean Davis-Blake if there is a target or expected percentage of revenue that is 
spent on central overhead costs.  For centrally-allocated overhead necessary to generate revenue, in 
corporations the amount is 10-15%, Dean Davis-Blake said.  For the Carlson School, it is about 20% in 
aggregate and 40% on newly-generated tuition revenues.  That is not sustainable.  She said she did not 
believe any target has been set at the University but it needs to be looked at.  If a unit is producing a 
revenue stream, and makes an investment to enhance it (such as a grant assistant), one looks at how much 
it costs. 
 
 This is complicated, Vice President Pfutzenreuter said.  What is overhead?  He said there has 
been an ebb and flow, but he has seen more money allocated to central centers and units and then granted 
to academic units, so there is more central control, resulting in cost-pool increases.  Everyone agrees the 
total is too large, Dean Davis-Blake said, but more analysis is needed.   
 

Mr. Klein said that "question fatigued" describes many people.  When there is so much overlap in 
the layers of information and inaccurate information, one cannot sort it out without being an accountant, 
but that abdicates responsibility, so the information has to be sorted out for there to be a constructive 
cooperative effort across the University.  In the absence of a broader understanding, the current budgeting 
and financial decision making process is likely to continue.  People will do their jobs to operate the 
University as best they can. 
 
 In terms of faculty involvement, Professor Luepker said, Committee members listen to the 
information but they are also representatives of groups on campus.  What deserves repeating is that while 
people like to focus on the state cutting its appropriation to the University, the University also has $80 
million in additional costs each year.  That applies to everyone; all can see what they would do with more 
money.  It is time to recognize, with Pogo, that "we have met the enemy and he is us."  He and Professor 
Oakes were recently at a faculty meeting and asked for time to report on what FCC is doing; the chair was 
concerned about frightening the faculty and distracting them from their teaching and research.  The 
students are probably well aware of the problem.  So the question is how best to get faculty involved 
rather than just leaving them to complain.  He said he believes there is faculty good will and that people 
will help. 
 
 It is important to involve more faculty members in thinking about these issues, Professor 
Seashore said.  Too often, when there is a short-term problem, faculty can identify ways to generate more 
revenues (e.g., admit more students in the graduate program).  That gets through the problem but then the 
faculty don't have time to do the other work the University needs done because they have more students 
to advise.  The larger solutions cannot be devolved to the colleges because they will do things like admit 
more doctoral students—faculty do what faculty know best, which is write another grant and admit more 
students, who then require more work. 
 
 Ms. Stahre said that most advisors and faculty in general are not aware of how much tuition is 
and don't understand the toll that increases in tuition take on graduate students.  Some advisors might be 
aware of these costs only as it applies to determining how much of their grant needs to cover fringe 
benefits. Since this money comes from a third party and not directly from faculty salary, the sense of 
urgency to do something to contain these costs is lost. 
 
 Professor Martin said there was task force consensus that the University needs a culture change.  
In response to Professor Seashore, she said that no one believes that DECISIONS will be made at the 
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department level, but people must understand the situation.  There are a number of faculty members who 
do not act as if they work for the University but instead function as one-person corporations.  Everyone 
must understand that he or she is a part of the University, not just a department or college, and that 
everyone has some level of responsibility to make the place work.  There are many faculty members who 
recognize that responsibility, but some do not want to hear it.  If one goes the route of the department 
perspective, and think about solutions at an atomistic level, everyone will hunker down and will not 
collaborate, Dr. Rosenstone agreed.  The solutions, he said, will require collaboration. 
 
 Dr. Rosenstone said that most faculty have been in conversations about curriculum change but 
few have hard evidence about the consequences for improved learning, cost, and the effect a change has 
on the time it takes students to obtain a degree.  Each decision has consequences for quality, costs, and 
there are opportunity costs.  These conversations are not now part of the culture—but they need to be.  
The decisions to be made should not be driven to the level of the faculty, but they must be with an 
understanding of the consequences.   
 
 Dean Davis-Blake said that in her mind, there is an important role for faculty engagement.  The 
University must ask what it expects faculty to do and they must be aware of system dynamics.  In her 
college, she reviews tuition for all Carlson School programs with the faculty and also looks at tuition at 
peer institutions, the percentage of the budget from tuition, and reminds the faculty that students are 
paying the tuition.  This has led to a change in the way faculty and staff act.  Faculty can and should be 
presented with information on program and center costs and cross-subsidies (which they have in the 
Carlson School) because they are related to the allocation of faculty effort. 
 
 Dean Finnegan said that his academic culture is very different.  In Public Health they have re-
organized the educational program and went from 350 to 1300 students (a planned expansion), but the 
college is financially strong because it is a research powerhouse and could not function without grant 
funding.  They had to fight against the notion that students were second priority and NIH grants were 
first; they now have a more balanced approach. 
 
 Dean Finnegan agreed with Vice President Rosenstone that for whatever reason, the state has 
only so much money to invest in the University (there could be more if the state were to deal with the 
problem of over-built higher education, but until it has the fortitude to do so, the state is stuck where it is).  
State dollars are used to subsidize every aspect of the University's mission—all three elements—so when 
one talks about the scope of the mission, one must recognize that there is a finite amount of state money 
and one must ask what of it will be used to subsidize which part of the mission.  One could say that X 
amount should go to subsidize the research mission because that has an impact on the research 
prominence of the University, and should spend less on student aid—and there would be consequences 
from such a decision.  The questions must get to what should be subsidized and what the political impacts 
of decisions are likely to be. 
 
 Professor Morrison asked Vice President Pfutzenreuter if the Committee could be provided with a 
chart indicating the distribution of state funds and tuition by collegiate unit.  Mr. Pfutzenreuter said he 
would provide the data. 
 
 On the question of informing and involving faculty, Professor Chambers said, at one level there 
are the fiscal realities, which are easy to convey.  Beyond that, however, the information has to be more 
targeted, more than just generalities, and with more data about the impact of decisions (e.g., to add 
writing plans to a curriculum), so that faculty can make decisions and know what the costs and payoffs 
will be. 
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 Is it possible to get faculty to have an ownership culture in the University, versus a "reside in" 
culture, Professor Konstan asked?  That used to be the case; for it to work, it must go hand in hand with 
trust.  It is not possible to have a nanny culture and an ownership culture.  Faculty signatures (e.g., 
certifying that an expense was appropriate) should be honored.  If faculty say something is important, it 
has to be dealt with.  And faculty members must be trusted as a default, with special steps taken only in 
the cases where faculty members do not live up to their responsibility.  The University does not have that 
culture today, but he said he was glad to see the comments in the task force report about accepting greater 
risk and reducing the focus on compliance by overregulation. 
 
 Assuming that the problems will not be solved at the margins, Professor Chapman said, the 
University has some curious structural impediments to solutions.  One is that tenure is in the University, 
not a department; that is great for faculty, but if one is thinking about selective program reduction, one 
cannot get rid of the cost (the faculty).  He said he has also heard on this Committee for years that 
research loses money, but said he believes that view arises because of bogus accounting, which does not 
take into account faculty salary release, graduate assistantships, or support to academic programs that may 
be covered as direct costs by the external funds.  This misunderstanding about research must be sorted 
out, because it is presumed faculty will do research but then said the University is hurt by them doing so.  
The gist of the argument, Dean Finnegan said, is that whatever one receives in indirect-cost funds, studies 
show that it is about 25% less than actual costs.  But that does not take into account the benefits of 
research, Professor Chapman said.  He added that Ms Stahre may be correct:  Perhaps it is time to take a 
look at athletics.  Reducing its size might not save money, but continued expenditures on athletics at a 
time of austerity sends the wrong message.  Professor Martin responded that the institutional subsidy to 
athletics is now about $5 million, the amount the state provided to the University in order to fund the 
women's program to comply with Title IX.  His point, Professor Chapman said, is that there are dramatic 
structural issues, mostly related to tenure and research, that are not popular to talk about but that would 
give the institution more flexibility.   
 
 Some remember the mid-1990s, when some members of the Board of Regents blamed the ills of 
the University on faculty tenure, Dean Finnegan said, and those were dreadful times.  The conflicts 
caused deep rifts and no one wants to return to that situation.  Professor Chapman said he understood but 
that it will be difficult to do something with programs to deal with the pending situation if there is no way 
to achieve financial savings. 
 
 Following a short break, Professor Luepker reconvened the meeting and turned to Vice President 
Rosenstone to lead a discussion of the second part of the task force report, "Strategies to Advance the 
Excellence of the University of Minnesota in Light of the New Fiscal Reality." 
 
 Dr. Rosenstone began by reiterating that there is no silver bullet.  In the best-case scenario, there 
will be little or no growth in state funds.  He said that Professor Morrison may be correct:  the reduction 
in state funds could approach $150 million (and the University would need, for example, 22 times that 
amount in an endowment to make up for such a reduction).  The gap between public and private 
institutions will continue to grow as state funds decline.  The task force argues that the University must 
aggressively pursue five strategies, the first of which is growing a larger and more diversified portfolio of 
revenues. 
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-- State support remains crucial and the University needs to develop a new compact with the state 
"that more clearly articulates the long-term rationale and responsibilities of the state to support teaching, 
research, and outreach." 
 
-- In terms of private funds, he said, the University needs to increase annual giving, unrestricted 
gifts, and major gifts that support students and advance academic priorities.  But many of the donated 
funds are earmarked for very specific purposes and other gifts are bequests or paid out over many years.   
An optimistic prediction is that within about five years there could be an additional $20-25 million in new 
funding from private sources.   
 
-- In the case of indirect-cost funds, there is a sense that the University "leaves money on the table."  
Vice President Mulcahy has indicated that there is evidence that voluntarily reducing the indirect-cost-
recovery rate does not provide an advantage in the grant process (contrary to what some faculty believe), 
but the result of reducing the rate is that the University may be forgoing as much as $12 million in 
indirect-cost funds.  In general, the University receives about 38% in indirect costs on grants, but there is 
a gap between that 38% and the real indirect costs of 63%, which amounts to a University subsidy of the 
grants.  The University must be more aggressive in negotiating indirect costs, must not voluntarily reduce 
ICR rates below negotiated rates, and must negotiate for rates more consistent with the true indirect costs.  
(The slide that Dr. Rosenstone spoke from also noted that "increasing sponsored research is not a strategy 
for meeting the University's financial challenges.  Grants, of course, are core to the excellence of the 
University, to the strength of our faculty and graduate programs, and to discoveries that serve Minnesota 
and the world.  But more sponsored research will not solve our financial challenges.") 
 
--  With respect to intellectual property income, there will be a decline in revenue over the next few 
years and it will take 8-10 years to get back to the level of income that the University has seen recently.  
There will be new discoveries, but the increase in income in this category over the next decade is not 
likely to exceed about $5 million more than what the University has today.  The University should 
continue to fund the Office of Technology Commercialization consistent with projected return on 
investment.  In addition, the costs of commercializing technology should be covered BEFORE 
distributions of royalties are made (so that all the costs do not come out of the University's one-third share 
of royalties). 
 
 Professor Luepker noted that the University has talked about the $250 million in new Medical 
School buildings north of the football stadium.  Is there any projection of the return-on-investment for 
those facilities, or the patents it will take to pay them off?  The task force did not see any such data, Dr. 
Rosenstone said, but that is the type of question that needs to be asked regularly.  The University is not 
the only institution that is constructing high-tech facilities, Dr. Luepker observed, but he said he hoped 
that the researchers who occupy the buildings find new inventions that create dollars for the University.  
There are other compelling reasons to do the research, Dr. Rosenstone pointed out, but the financial 
questions have to be asked.  Professor Morrison said that supposedly the cost of the facilities is to be 
covered by the indirect-cost recover funds that will be generated to pay off the bonds.  But there is a gap 
between the indirect-cost rates and actual costs, Dr. Rosenstone pointed out again, and one must fully 
account for the personnel costs in the new facilities.   
 
-- In terms of real estate, the University owns 27,616 acres of land, and some it is critical to 
teaching, research, and outreach.  Some holdings, however, are not mission-critical and have the potential 
to be developed in ways that will provide financial return.  Right now there is no long-term plan and no 
one is charged to look at the best use/best value of the land, Dr. Rosenstone said.  On the optimistic side, 
that land might produce between $2 million and $6 million in additional revenues annually.   
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-- As currently configured, e-education will not yield net new revenue, Dr. Rosenstone told the 
Committee.  If e-education is to be thought of seriously, it must be as part of an integrated way to deliver 
education.  Until the University has an understanding of its cost and develops a viable business model, to 
imagine a stream of income from e-education is delusional. 
 
 These revenues are all very important, but together they will not be sufficient to replace the loss 
of state support, meet rising costs, fund the University's broad strategic positioning agenda, or ensure the 
excellence of the University.  Vice President Rosenstone related that Mr. Pfutzenreuter is concerned that 
the projections might be optimistic.  The task force thought that if the University pushed hard on the 
sources, the revenue could grow as predicted, but not for another three to five years, and not at rates 
sufficient enough to meet rising costs. 
 
 There is need for more clarity with the state about the impact of its cuts, Dr. Rosenstone said, 
such as in a reduction of health-care providers or in the number of undergraduate students who can be 
permitted to enroll.  The task force called for a crisper conception of the relationship with the state and an 
indication of what would happen when state funds decline. 
 

Professor Konstan said, apropos more research not growing the University out of the problem, 
that that is because the University has not held itself to a model where it can pay all faculty salaries out of 
hard funds.  By growing parts of the faculty larger than tuition and state support allow, research funding 
largely just keeps it going, rather than freeing up O&M funds to allow temporary investments. 

 
The task force struck at the heart of the weaknesses of the University's financial planning, 

Professor Seashore said.  If it says the University cannot grow out of the problem, it is wise to respect the 
conclusion.  She emphasized the need to back away from the growth model that has characterized the 
University's approach to financing its work since she has been here.  She said the institution now needs to 
return to the focusing/cutting/paring model.  Vice President Rosenstone agreed, and said that the 
projected incremental income was at best about $40 million.  The task force said the institution needs to 
be aggressive in its real-estate strategy, e-education, state support, and so on, but there is no silver bullet. 

 
Mr. Klein asked if the task force had discussed the $12 million in uncollected indirect-cost funds 

that are in proposals approved by the colleges.  Dr. Rosenstone said that in a perfect world, one would 
understand the real cost of research, by unit, and would develop long-term models so it would be possible 
to understand unit-level subsidies to research.  The task force did not get those details. 

 
The question is what the true cost of research is measured against the effective indirect-cost-

recovery (ICR) rate, Dean Finnegan said.  Depending on whose figures one believes, the true cost of 
research may be 25% - 35% more than the highest negotiated ICR rate for public research universities.  
Moreover, changes in federal rules have placed increasing financial pressure dictating what ICR must be 
used for by universities.  In this framework, the University's biennial state money allotment and facilities 
investment bonding in part may be viewed as the state's "quid pro quo" to cover the 25% - 35% difference 
not recovered in ICR.  This pressure on the University's state money for subsidizing research may be even 
stronger because there is a wide range of ICR recovery algorithms, ranging from the highest negotiated 
rates at Minnesota (57%, Department of Defense; 51%, National Institutes of Health) to the lowest rate 
which is typically 0% for State of Minnesota contracts.  Thus, the net effective ICR rate will be different 
across research-dependent units based on from whom they obtain research grants and contracts. The 
University's total ICR recovery will always be less than the highest rates.  The state regards its biennial 
investment and bonding in the University as sufficient on this score, for the most part.  Obviously, there 
would be political consequences if the University were to say that it would begin to severely limit 
research that comes with low or no ICR.  Yet in the School of Public Health and other research-dependent 
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colleges, decision-making has to take into account how much research can be done where the indirect cost 
recovery is low or non-existent.  Given an independent faculty with multiple research interests, the Dean 
does not dictate what faculty study, but he has said "no" to some proposed grant or contract submissions 
where there were no ICR funds and no salary support.  This has not affected state research, so far, but it 
poses a conundrum for research-dependent colleges in terms of how much "pro bono" research they can 
perform without undermining their financial position.  

 
That is the story, Mr. Klein said; many solutions are dependent on the skill, expertise, and luck of 

the leadership to implement decisions without overwhelming backlash and without crippling the 
institution’s access to research funds. 
 
 Professor Konstan asked if the task force discussed the shape of a new compact with the state.  
That would determine the University's allies.  That is part of implementation, Dr. Rosenstone said:  what 
to put on the table and the new covenant.  Professor Morrison asked if it is possible to have a compact 
with the state.  He noted that he has spent a lot of time at the legislature; one can deal with this year's 
legislators, but next year things will be different.  The compact with the state was written in 1851 and it 
has broken down, and he said he was not sure anyone could deal with the fact that it was broken.  The 
clarity would come from the University, Dr. Rosenstone said; Professor Morrison said he was not sure it 
would get the University anything.  Professor Martin said the idea came from the task force: every 
University activity must be run through a new metric: one must ask if something is core to the mission; if 
not, why is the University doing it?  It must identify the core and get its ducks in a row.  The University 
may say to the state that it can't do something because the state did not provide the money to do it.  And it 
may be there would be a big effect on the food industry because the University receives a large subsidy 
for agriculture. 
 
 People are saying "identify the core" and figure out how to pay for it, Professor Seashore said, but 
it needs to be looked at both ways.  There may be things that are "core" but that are too expensive.  There 
are some very expensive programs, about which one would say it is not a university without them—but 
maybe it is.  For example, the image of a modern university includes a law school, but must it?  (She said 
she was making no claim that the Law School required a lot of the University's resources.)  It is necessary 
to move back and forth between the perspectives, between what is core and what the University can 
afford.  If the projected gap is to be made up, the University will have to axe things that everyone believes 
are in the core. 
 
 Ms. King asked if the other public universities in Minnesota are talking about the core, and is the 
University talking with them?  Dr. Rosenstone said that the task force was of the view that the state must 
rationalize its system of higher education and the number of institutions, something the University cannot 
do and that neither the University nor MNSCU have sufficient incentive to do.  Until the state rationalizes 
the system, the University can only deal with the part of the pie that comes to it; those issues are beyond 
the University's President or Board of Regents. 
 

One thing missing, Professor Morrison said, is institutional questions, about how the University 
thinks as an institution. First, (1) how it asks for state funds. Since the early 1980s, the University has 
asked for general funds and that the Board of Regents be allowed to invest them. Maybe it is time to 
rethink that approach, and to put undergraduate students, some of the activities in agriculture, medical 
education and so on, at risk for loss of appropriations and  
let the legislature know what will happen if fails to provide funds. (2) As other service industries have 
consolidated in the last 20 years, they consolidated support functions. Why does the University need a 
bursar, admissions office, and so on, on every campus? (3)  What does every service and mercantile 
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business do with support services?  It outsources them, without trying to micromanage the product.  (4) 
With respect to e-education, are there ways to provide instruction on the coordinate campuses that 
involves some instruction there from the Twin Cities?  That should not destroy the coordinate campuses 
as places for individualized education, but should enhance that effort.  (5) The tenure question needs to be 
looked at.  He said he did not believe things should change, but it should be re-examined.  (6) The scope 
and size of the central administration needs to be re-examined and whether it is providing value.  When 
he came to the University, there was the vice president for academic affairs, the vice president for finance, 
and the vice president for lobbying—and that was it.  Now there are staffs and staffs; the administration 
can do more to control the size. 

 
Second, what is to be done with units showing a profit, Professor Morrison asked? Should they 

stand on their own resources, or should the central administration cream off the profits? The 300-pound 
gorilla in the discussion is the Academic Health Center.  If the AHC goes a separate way, as seemed to be 
suggested last week, what will that do to the calculations? He surmised that it could make the situation 
worse. 
 
 Many of those points were addressed by the task force report, Dr. Rosenstone responded, and said 
he would take them up. 
 
 The second of the five strategies the task force recommended, Dr. Rosenstone said, is that 
University must continue to grow tuition revenue while ensuring financial access for qualified students 
from families of modest financial means.  Tuition is the revenue stream with the highest potential for 
significant, long-term growth, although not without restraint.  It is the largest revenue stream and it comes 
from one of the University's two core businesses.  The University should make investments to protect its 
largest revenue stream, in an increasingly competitive market at a time when student numbers will 
decline.  The question is where to invest money to improve education.   
 
 There are a number of steps the University must take in this regard.   
  
-- It must build upon its tremendous progress over the past decade and continue to advance the 

quality and reputation of a U of M education. 
 
-- It must clarify what is distinctive about a University of Minnesota education.  
 
-- It must develop a long-term tuition and financial aid plan that builds upon the steps that President 

Bruininks and the Board of Regents have already taken to ensure financial access.  There is not 
currently a long-term tuition and financial-aid strategy. 

 
-- It must manage enrollments more strategically. 
 
-- It must be more attentive to the increasing diversity of Minnesota, and partner in ways that grow a 

diverse pipeline of qualified students who aspire to attend the University. 
 
 There are constraints on tuition increases, Dr. Rosenstone pointed out.  One is the students' ability 
to pay; another is the ability of the University to provide financial aid.  Crookston, Duluth, and Morris are 
now at or over-market in their tuition rates.  There is need for a candid conversation about the quality of 
education and how the University compares with its competition, about the supply of qualified students, 
and where additional investments in program quality, scholarships, recruitment, and the student 
experience are needed. 
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 There are also a large number of policy questions that the Board of Regents must address, 
including the following: 
 
-- What is the University's long-term tuition and financial aid strategy?  
-- What is the "correct" number of students, graduate and undergraduate?  
-- Should the University withdraw from the tuition reciprocity agreements?  
-- Should the University think more as a system (so not offer the same online psychology course in 

three places)? 
-- Should the University serve more undergraduate students beyond Minnesota and the reciprocity 

states?  
-- Should the University continue to move to higher tuition with higher levels of financial aid for 

undergraduates of modest financial means?  
-- Should resident undergraduate tuition rates vary significantly across our campuses?  
-- Should the tuition rate for professional schools be set at market level?  
-- Should there be resident rates for all graduate and professional programs? Should they all receive 

state support? 
 
The reciprocity agreement is large cost to the University, Dr. Rosenstone said, although a large benefit to 
Minnesota families.  The task force did not recommend turning away Minnesota students so that the 
University can serve students from other states, but it did ask if the University should continue its 
reciprocity agreement with Wisconsin.  There are a lot of tough questions, he concluded, but it is not 
possible to avoid addressing them. 
 

Professor Konstan said he heard nothing about differential undergraduate tuition, which is related 
to units being able to operate in a more businesslike fashion.  He wondered whether that was "on the 
table" as part of these discussions.  Dr. Rosenstone replied that there was already differential tuition by 
campus, and that was a question to be discussed.  Within the Twin Cities campus, there were good 
arguments against such a model, particularly arguments about students gaming the system by enrolling in 
a low-cost college with the hopes of transferring later to a higher-cost one, and principled arguments 
about students being better-served by not having to choose courses or majors based on price. 

 
Professor Konstan asked about the role of community colleges and facilitating community college 

transfer as it related to the University's goal of making a University affordable.  If community colleges are 
offering low-cost lower-division education, should the University shrink its offerings in those areas, work 
to better ensure transferability, and focus more of its financial aid on upper division students?  The 
University wants to both facilitate transfer students and offer a significant lower-division program, Dr. 
Rosenstone said, in order to ensure the pipeline and because the University cannot afford to turn into an  
upper-division-only institution.  Lower-division courses subsidize upper-division courses; it would not be 
possible to have small-enrollment upper-division courses without large-enrollment lower division 
courses.  Professor Konstan asked whether this was true in cases where the University is providing 
substantial financial aid— isn't this just taking money from one pocket and putting it into another?  That's 
why the University's goal, Dr. Rosenstone said, is to have more financial aid coming from private 
scholarship funds, much private schools do. 
 
 Professor Seashore asked if the task force thought about tuition differently.  People tend to think 
of it as attached to people seeking a degree, but much of the education the University offers is not for a 
degree, such as that for mid-career professionals who need an additional course or two.  There is no 
incentive for units to offer this kind of education, even as part of the land-grant mission.  That was part of 
the discussion, Dr. Rosenstone said.  The School of Public Health offers a lot of such education, along 
with (nationally) a lot of e-education and post-graduate professional training.  That is part of the mix, and 
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there needs to be discussion about how much and the relationship of such education to other things that 
people believe are core.  The model has been to think continuing education/extension versus core, 
Professor Seashore said, and perhaps they should be thought of as part of the core.  What has been done 
very well in two of the colleges (Public Health and Nursing) has not disseminated through the rest of the 
University, she said.   
 
 Professor Roe picked up the question of uniform undergraduate tuition, and asked if the task force 
thought about uniform rates, and the transaction costs if the rates were different, and whether charges 
should relate to the cost of a course.  Some cost differences are covered by course fees, Dr. Rosenstone 
observed, and at the graduate and professional level tuition is differential because it is based mostly on 
market.  One question is whether the difference between Twin Cities campus tuition and coordinate 
campus tuition should grow.  The Twin Cities campus had differential tuition at one point, and Dr. 
Zetterberg is its leading opponent because there was so much gaming the system and because 
undergraduate students should have access to the entire campus.  There are implications to no change, 
Professor Roe pointed out.  Economics professors are paid more than English professors but have the 
same teaching time, so the economics courses cost more; should the University charge more?   
 
 Whether campus, college, or program, there needs to be a long-term research and education plan, 
Dr. Rosenstone said.  The University has relied heavily on state funds; when state funds go down for all 
units, what is the plan for building academic excellence?  They do not want units to have wonderful 
academic plans that they cannot possibly achieve because they don't also have a realistic financial plan. 
 
 Ms. Stahre said that with respect to increasing tuition and the quality of education, the only time 
students hear about quality is in the talk about the student-faculty ratio.  That is not an adequate measure; 
how is quality measured?  That question needs to be answered much better than it is now, Dr. Rosenstone 
said.  Graduation rate is a proxy.  It is incumbent on the institution to demonstrate, in a thoughtful way, 
why it is a good investment to come to the University.  It is important to have a metric that does not add 
cost, Professor Chambers added, because the Student Learning Outcomes take a lot of employee time. 
 

It is perhaps crass to note that professional societies can tell students what their starting 
income will be, Professor Konstan said, but they do not look at what one started with.  It would 
help to do change metrics, not simply measure "results" based on how good a set of  
students the University started with.   

 
 What happens if the University gets itself into good financial shape, Professor Konstan asked?  
He said he worried that the current budget system would knock it off track again.  President Yudof 
created initiatives and there is budgeting for faculty lines, but nothing for overhead costs to the units or 
the University or the marginal costs.  Staffing in the units is starved in order to take on the new initiatives.  
Did the task force think about a new budgeting system?  Dr. Rosenstone agreed that while President 
Yudof obtained 30 new faculty lines for the freshman seminar program, there was no money for 
overhead, infrastructure, space, or research support.  He concurred that the cost of new initiatives and 
programs needed to be "fully loaded" and not identified as costing only the salaries.  At the same time, 
Professor Luepker observed, no one turned down any of the initiatives despite the lack of budgeting for 
associated costs. 
 
 The University also needs to be aggressive on the cost side, the third of the task force strategies, 
Dr. Rosenstone said.  The Task Force believes that the University must substantially reduce costs, boost 
efficiency, and increase effectiveness.  There is a lot of streamlining that is going on already, and that is 
good, but there is a need for more fundamental change.  There need to be more powerful incentives to 
reduce costs and increase revenues, he said, such as creating explicit and consistent incentives in the 
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internal budget and increasing user influence over the cost and quality of services.  It is not clear to people 
that the money will stay in the units, that perception must be corrected.  For example, everyone talks 
about taking space off line, but deans are often unsure if they will be able to retain the money if they close 
a building.  If the incentives are wrong, he repeated, the University will not get the results it seeks. 
 
 The task force also believes that the entire cost structure at the University must be substantially 
reduced.  The University 
  
-- must discontinue activities that are not core University competencies.  
 
-- must decide, of those activities that are core, which are best done locally, which are best 

coordinated across units, and which are best performed at the college, campus, or system level.  
 
--  must simplify degree programs, reduce time to degree, and create innovative, effective, and more 

cost-efficient models of learning, without sacrificing quality. 
 
-- must better balance risk against the cost of regulation. 
 
-- must make better use of existing fixed-costs assets, such as space.  
 
The University must balance its commitment to a living wage with the need to outsource or discontinue 
activities that are not core University competencies.     
 

A part of the third strategy includes strengthened coordination among University-level 
operational units, such as Human Resources, where sometimes units rarely talk to one another.  The task 
force also called for increased collaboration with other colleges and universities in Minnesota, in 
neighboring states, and in the CIC.  One idea with some promise, taken up at a number of peer 
institutions, is a single executive officer to lead all non-academic units.  There is a lot of negotiation 
across offices were, in order to get the pieces to work together.   

 
The fourth strategy advocated by the task force is narrowing the scope of the mission.  "As 

important as new revenues, cost-cutting, and efficiency gains are, in our judgment, together they will not 
yield sufficient new resources to ensure the excellence of our University.  We cannot become one of the 
best universities in the world and meet our land-grant responsibilities without narrowing the scope of our 
mission to advance a distinctive constellation of excellence."   

 
Dr. Rosenstone said the task force believes the University must narrow the scope of its mission 

and invest in nodes of distinctive excellence and programs that have the potential to be among the best in 
the world.  The University must identify the programs, units, and activities that will be discontinued, 
reduced or consolidated, must identify those that will be strengthened or expanded, and those that will be 
maintained at current or reduced levels of support.  It must, he said, put on the table, in clear language, 
that it will invest in programs X and Y and it needs to support programs A and B.  But it cannot weaken 
all programs by across-the-board cuts.  The task force, he pointed out, was not charged to identify the 
nodes of excellence, but that must be part of the portfolio going forward or there will be a steady decline 
in quality.  There are many important questions about how to make the decisions, he acknowledged. 

 
Finally, the University also needs to strengthen its budget and planning process, which must take 

place in the context of academic planning, and it must be "fully loaded," and project out more than two or 
four years, Dr. Rosenstone said.  It needs to fix the incentives in the budget model, the rewards and costs 
of behavior.  There need to be candid conversations about whether some units will be self-sufficient 
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(conversations that other universities are having).  Two of the Twin Cities colleges (Carlson and Law) 
have had conversations on the subject.  What it means to be financially self-sufficient must be approached 
in a thoughtful way; the University cannot stumble into this. 

 
Big decisions must be informed by data and analysis, Dr. Rosenstone said; in the past, some big 

decisions have been made without the full analysis one would expect.  If the University doesn't have all 
the money it would like to compete against some of its peers, it needs to play smarter.  The University 
needs to develop long-term planning tools, a matter the Board of Regents is concerned about.  It would be 
unwise to tee up one decision in isolation from other decisions.  The Regents want to understand how a 
decision plays out over a number of years, and how an investment decision affects other costs and 
revenues—what are the ripple effects?  The University needs tools that it and the colleges can use to 
evaluate the long-term effects and opportunity costs of a decision.   

 
Dr. Rosenstone closed by saying that the task force is confident that if students, faculty, and staff 

from across the institution work together to implement these strategies in partnership with the Board of 
Regents and the people of Minnesota, they can ensure and advance the long-term vitality and excellence 
of the University.  It will require very deliberate work and consultation and it will not be easy.  Every 
public university in the country is facing these challenges.  The University must aggressively pursue ideas 
about cost containment, how it manages itself, and increases its revenues; it has made great progress and 
it must continue to do so, because if it stalls, that means the quality of programs and research will decline 
as well as the ability of the University to serve the people of Minnesota.   

 
There is both risk and opportunity, Professor Konstan said.  On the cultural side, as one advocates 

scientific management, one risks alienating the faculty.  There is a progression in that direction as faculty 
members have fewer skills needed to deal with the issues.  Perhaps the leadership of the University should 
be restructured:  What if vice-presidential and associate-vice-presidential responsibilities were reassigned 
to small committees of faculty, with staff support?  If the goal is have ownership of decisions, that 
arrangement would enable faculty and staff to take on responsibilities for a fixed period of time. 

 
Professor Seashore said that the University's institutional-research office has been decimated and 

cannot do the kind of work that is needed; why not give the job to faculty who know how to do it?  Put 
faculty on special assignment, faculty members who have the capacity to answer the questions.  It would 
be a scholarly activity and could lead to publishable articles, and some faculty would like the work. 

 
A minor point, Professor Seashore added, is that with the talk about being efficient, there is a 

need for summer programs.  But there is no incentive to offer them for undergraduates who need them 
because it is the only way they can graduate in four years.  There is no incentive to create summer or 
year-round programs.  The issue has been brought up since she has been at the University but there has 
been no resolution and no leadership.  A lot of small solutions can add up to new revenue; where is the 
energy for new ideas and way to evaluate them? 

 
Much of this discussion has been about undergraduates, Professor Luepker observed, but there 

are a lot of graduate and professional students as well.  Did the task force consider, for example, the issue 
of training students at the doctoral level without consideration of the job market?  Training them costs 
money.  Vice President Rosenstone said that Dr. Zetterberg provided the task force with data 
demonstrating that the number of graduate and professional students at the University, in relation to the 
number of undergraduates, is huge compared to its peers.  There needs to be a conversation about the 
right level of graduate and professional education.  Professor Roe pointed out that while it is a large 
number, those students play a role in providing cheap research, so what they contribute needs to be 
objectively measured.  Professor Seashore commented that it is cheaper to hire a full-time employee that 
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two graduate students.  But an important dimension of the University is that knowledge production spills 
into undergraduate classes.   

 
Another dimension of the issue is that if the University has limited resources to provide 4-6-year 

packages for graduate students in order to compete with other institutions, it needs to consider whether it 
should have a large number of modest packages versus fewer strong students.  To some extent, the quality 
of programs depends on the students they bring in.   

 
Getting faculty buy-in will be crucial, Professor Roe said; they must feel they have an interest in 

the identifying solutions and will be listened to if the University is to retain their loyalty.  The task force 
provided a road map, not decisions, Dr. Rosenstone said.  There need to be targets, Professor Roe said; 
will it be a 10% change over time?  What is the next step, Mr. Erikson asked?  That is the President's 
decision, Dr. Rosenstone said.  Is there a timeline, Mr. Erikson asked?  Dr. Rosenstone said he did not 
know; that is a matter for the Committee to discuss with the President.  The task force believes the 
process must start now; these are urgent questions and the answers to some of them will take time to 
implement, there will be tails, and the University cannot delay. 

 
Some might have to come from the top down, Mr. Erikson said.  The leadership must identify 

broad principles that all can agree on, and some decisions can then be driven down.  And some must be at 
the unit level, Dr. Rosenstone said, because it is the units that can make the changes work.  Everyone is 
expressing the view that there will need to be restructuring and incentives to engage faculty, Professor 
Seashore said; even if the decision about the big picture is made on high, faculty must be engaged at the 
unit level—and not all of them have to be, there just needs to be an energized number.  Faculty will do 
this work for very small amounts of money. 

 
Dr. Rosenstone shared with the committee the opening paragraphs of an essay by Gary H. Stern, 

the past President of the Minneapolis Federal Reserve Bank (“Priorities for the Federal Reserve,” The 
Region, September 2009, vol 23, no. 3, pp. 3-5; 
http://www.minneapolisfed.org/publications_papers/pub_display.cfm?id=4300 ): 
 

I have spent the last 30 years working with some of the world’s most accomplished and 
sophisticated economists, both academic and applied.  All this wisdom has, perhaps ironically, 
confirmed that the most important lessons from economics are its simple ones.  One could go far 
in setting good policy by keeping in mind the importance of incentives and the absence of a free 
lunch. 

 
The latter point means that resources are scarce.  This has implications for big-picture solutions to 
the problems of the day, and it also has straightforward implications for households, firms and 
government, including the Federal Reserve:  All of these organizations must prioritize their 
objectives. We can't do it all, even though many possible activities are beneficial and important. 

 
Stern's point is relevant to the University of Minnesota, Dr. Rosenstone said.  It needs to create the right 
incentives and prioritize its objectives. 

 
Every set of incentives has the potential for negative unexpected consequences, Professor 

Seashore warned.  She noted the impact of the budget model on units offering courses outside their fields 
of expertise.  The University cannot get stronger by allowing mission creep, Dr. Rosenstone said; each 
academic unit must focus on what it does best.  
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There is a tremendous amount of evidence that faculty respond to incentives, Professor Konstan 

said. They are willing to do what they are rewarded for and what will maximize their personal benefit. As 
the next steps are taken, institutional priorities must be set first, and then faculty can be very creative in 
helping identify opportunities to make changes. But those priorities are not available yet; the University 
must quickly figure out what's on the table and off (financial aid, campus closings, tenure, and all the 
rest).  He said he hoped that decisions will be made from a "veil of ignorance" approach, per John 
Rawls—before it is too late and people start reverse engineering priorities from the effect on their local 
interests. 

 
Either this Committee or the Faculty Consultative Committee needs a deep discussion with the 

President, Professor Konstan said, that hits hard on the point that the University cannot wait, on what the 
next steps will be or who he has charged with carrying out the next steps. These issues cannot be allowed 
to slip into the next administration. Professor Luepker said he believes the President recognizes the need 
to make decisions and that Professor Morrison is correct, the decisions cannot wait until July 1, 2011.  It 
is essential the University pushes ahead.  
Professor Luepker noted that the Faculty Consultative Committee had volunteered for the job but was 
turned down.  Two bad things can happen if there is insufficient funding, Professor Morrison said.  One, 
faculty will be pessimistic and take offers from other institutions, even if they do not receive a salary 
increase, if the other institution appears to have a more stable budget situation.  And two, although he has 
believed the University should not create solutions in the belief the legislature will cut the appropriation, 
he repeated his view that he did not believe there could be a compact with the state.  The University must 
say that these are the things it will not do if the funding is not provided—and it must stop doing them if 
the funding is not provided. 

 
The task force has created the road map; it's time to set things in motion, Dr. Rosenstone said.  

The new financial reality must be recognized; the faculty must be engaged.  Professor Morrison agreed, 
and said that the deadline for decisions is really about 12 months, before the start of the next legislative 
session.   

 
Ms. Kersteter said that as the University makes reforms, it will be important to communicate with 

the larger University community so that people do not read about changes in the newspaper.   
 
The deans have an important responsibility to engage the college, Professor Seashore said; either 

they will be part of a creative recipe or they will be on the menu.  The dean must lead the effort to engage 
faculty and staff so that they do not just hunker down. 

 
Professor Luepker thanked Dr. Rosenstone and his colleagues for joining this long meeting; it has 

been extraordinarily helpful, he said, and the Committee appreciates the work that has been done. 
 
Professor Luepker adjourned the meeting at 5:00. 

 
      -- Gary Engstrand 
 
University of Minnesota 


