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Guests:  Associate Vice President Frances Lawrenz (Office of the Vice President for Research) 
 
[In these minutes:  (1) University of Minnesota Physicians-Fairview Health Services clinical integration; 
(2) administrative cost pool; (3) graduate fellowships] 
 
 
1. University of Minnesota Physicians-Fairview Clinical Integration 
 
 Professor Martin convened the meeting at 2:00, explained that Professor Luepker was at a 
professional meeting, and then welcomed him via telephone connection.  She asked him to introduce the 
first item. 
 
 Professor Luepker recalled that the Committee had discussed the proposal to integrate University 
of Minnesota Physicians (UMP) and Fairview clinical services.  After that the discussion the President 
asked that the Committee delay further discussion because the situation was changing but that it would be 
ready for presentation in December.  The President said he would encourage Senior Vice President Cerra, 
Fairview CEO Mark Eustis, and UMP President Bobbi Daniels to join the Committee for a discussion.  
The goal today, he said, is to develop questions, and he noted the ones he had distributed to the 
Committee, which he drew from the presentation made to the Board of Regents at its October meeting as 
well as discussions with colleagues in the Medical School and elsewhere in the Academic Health Center.  
He said the point is to provide a "heads up" to those who are involved in the process.  The questions he 
drafted were these: 
 
-- Where does the education and research fit into this plan?  How is it supported or improved in this 

business plan?  
-- What are the financial projections on this system?  What are the sources of income and their 

magnitude?  What are the projected expenses for this new organization?  How will those funds be 
allocated? 

-- What are the expectations of increased market share and how will this affect our relationships 
with other institutions and the clinical training they provide? 
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-- How will we deliver greater value, i.e. improved outcomes at lower costs, in healthcare?  What 
are the innovative aspects of the proposed healthcare model?  How will this be measured, 
quantified? 

-- What are the patient acquisition and retention strategies?   
-- What is the system commitment to invest in clinical research and clinical trials?  How will this be 

funded? 
-- What does "pretty good" mean as it describes our current performance?  
-- What is a multi-specialty group without primary care? 
-- The Board of Directors for this combined University/Fairview/UMP organization is described as 

"self-perpetuating and non-representational."  It is also described as retaining authority to govern 
with limited authorities for the University and Fairview.  There appears to be no voting university 
members of this organization.  This is the model for a traditional profit-making business rather 
than a non-profit educational and research institution that delivers services as part of its mission.  
If the University has no say on the board, what will happen if things go badly? 

-- What does it mean "University faculty will continue their employment relationship with both the 
Medical School and Academic Health Center"?   

-- What will be the faculty status of practitioners who are not currently part of the University 
system?  How will they be vetted?  Will they be given faculty titles? 

-- What is the cost to the University of attaching our 'brand' to the Fairview Hospitals and Clinics? 
-- On the last point of the last slide, there is a note that University clinical faculty will be 

compensated at competitive market rates for their services.  How does this fit with the academic 
and research mission if salaries are based on a private practice model?  Won't that 'incent' practice 
over teaching and research.  Will these be paid at different rates? 

 
 Professor Martin asked if there have been changes to the proposal since the Committee heard 
about it.  There have been, Professor Luepker said, but he did not know what they are.  The proposed 
integration will not be on the Regents' docket for December.  Professor Seashore asked if Professor 
Luepker had any evidence from his conversation with President Bruininks that when the Committee talks 
with Senior Vice President Cerra this will not be a done deal.  Nothing has been signed as far as he 
knows, Professor Luepker said, but there are a lot of concerns.  What has been presented is vague, he said, 
and there is a concern that the plan itself may not be vague at all.  It was noted that the President has 
asked Provost Sullivan to chair a committee to review the proposal.  Professor Olin reported that Senior 
Vice President Cerra told the Academic Health Center Finance and Planning Committee that the proposal 
is only in the initial stages and that there will be ample opportunity to comment; the AHC F&P committee 
will review questions that come out of this Committee and perhaps add to them. 
 
 Professor Konstan asked if there has ever been a retrospective evaluation of the last deal with 
Fairview.  Professor Luepker said he did not know of any such study; there have been a lot of opinions, 
many of them unfavorable, but there has not been a study.  It should be done, Professor Konstan 
maintained; the lessons learned and pitfalls to avoid should be understood before this proposal goes 
forward.  The University needs to deal with the mistakes and retain the benefits.   
 
 There were positive and negative consequences anticipated, Professor Seashore commented, but 
the problem has been a lot of UNANTICIPATED consequences.  One usually evaluates a project by 
criteria one went in with, but in this case there were likely a lot of unintended consequences.  The 
University made the move in order to stop losing money, Professor Martin recalled, but one change was 
that University employees, with good benefits, became Fairview employees with benefits that were not as 
good.  That was anticipated, Professor Seashore pointed out.   
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 The first deal was made because the hospital was in trouble, Professor Luepker said.  There was a 
downward curve and the hospital would have soon started losing money.  Why does Fairview want to 
make this change now, he asked?  The nation is in the middle of health-care changes that may not play 
out well for the University or the Medical School; it is not clear where things will settle out and this is not 
a good time for change.  Professor Martin suggested the Committee could say that. 
 
 Ms. Stahre said she talked to students at Pittsburgh; they have nothing to do with hospital 
services.  At Pittsburgh they have created a separate entity that does not have much relationship with the 
university.  But the goal here is to enhance teaching and research, Professor Luepker observed with some 
skepticism.   
 
 And what is the relationship of the new entity to the University, Professor Morrison inquired?   
 
 Who initiated the proposal, Mr. Driscoll asked?  The University or Fairview?  When there is such 
a lack of clarity about education and research, the proposal seems pretty slipshod if the University 
initiated it.   
 
 Professor Morrison noted that he serves on the Benefits Advisory Committee, so has been 
involved in health-care issues for a number of years.  He reported that one item in the health-care bill (that 
could disappear) is accountable care organizations, the successor to the HMO:   it is accountable for 
maintaining the health of a large group of people.  To be in that business, one must have primary-care 
physicians, specialists, and a hospital that work together seamlessly, like the Mayo Clinic.  It will not 
work if the parts are owned by three different organizations, as at the University; it may be the idea that if 
they merge, they could be a leader in accountable health-care organizations.  Professor Morrison said he 
did not know where that would go in ten years but said he believed it will be the next model, with primary 
care physicians, specialists, and hospitals all part of the same organization. 
 
 Professor Luepker said that was a plausible explanation.  Allina/Medica was the ultimate 
integrated organization—until the Attorney General took it apart. 
 
 The Committee has talked about how universities are dealing with state budget cuts, Professor 
Konstan said.  He said he would like something to help understand this proposal if state and federal 
research funds decline, and reimbursement from Medicare goes up or down:  It could be good, because it 
would take away a high level of risk, but it could be bad because it could give the University risk without 
any potential benefits.  The documents do not make it clear if this is a "heads they win, tails we lose" 
proposition.  It is premature to say this is a bad idea, if it could lead to a smaller university with less 
financial risk.  Professor Roe said he would expect to see respectable modeling of the change.  The 
University and its AHC are big organizations and one can expect reasonable modeling with sensitivity 
analyses.  He said he was surprised such modeling had not already been done.   
 
 The Committee turned to Professor Luepker's questions.  Professor Konstan emphasized three 
points:  what has the University learned from the previous transaction, how changes in Medicare and state 
and federal funds affect the proposal, and an analysis of the potential impact on the University's 
reputation (e.g., if patients dies because of bad infection control at a hospital with the University's name 
on it but that it does not control).  Professor Morrison pointed to the relationship between the academic 
work of the AHC—and the rest of the University—when the new organization is governed by two 
independent bodies.  Professor Konstan asked how things would work when research will require 
medical, non-medical, and non-AHC cooperation.  When a research university increasingly works across 
boundaries, and as NIH requires such work, what will the proposed structure do to help or hinder such 
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work, Professor Martin asked?   Professor Seashore said that in terms of research the University usually 
assesses its cooperators and competitors; there are three in the state, and how would the proposal impede 
or facilitate collaboration in research funding.  Ms. Kersteter suggested that that it needs to be clear how 
the University's interests would be represented on the board of directors of the new organization.  
Professor Martin agreed with Professor Konstan's iteration:  the impact of the first deal when the 
University sold the hospital, the financial modeling, and the relationship of the University to the new 
organization.  There is also a cluster of questions about patients, employees, and research opportunities, 
Professor Seashore added. 
 
 The Committee agreed it would recast the questions.  Professor Konstan noted that some cluster 
around the financial model and the risk and whether there is a good business case, while others focus on 
the mission of the University and its relationship to the new organization. 
 
 Professor Luepker said that UMP is also worried about branding.  They will have a lot of new 
physicians from clinics all over the area who will be clinical assistant/associate/professors.  The system 
for vetting them all will be problematic because University people will not be willing to do it.  This is a 
significant problem, Professor Martin said, and there have been a number of discussions at FCC about the 
relationship of clinical faculty both inside and outside the University.  In the Medical School, Professor 
Luepker said, the clinical faculty can be in the next office and must meet high standards; clinical faculty 
at other organizations meet different standards.  The clinical-faculty title can be used in various ways. 
 
2. Administrative Cost Pool 
 
 Professor Martin next welcomed Vice President Pfutzenreuter and Ms. Tonneson to discuss the 
administrative cost pool.  The purpose of the discussion, Professor Luepker explained, is to help the 
Committee understand what is in this particular cost pool. 
 
 Mr. Pfutzenreuter drew the attention of Committee members to the handout and noted that there 
are two separate parts to the administrative cost pool:   the elements that are system-wide and those that 
are Twin Cities-only.   The system-wide offices include Audits, the Board of Regents, Budget and 
Finance, General Counsel, Human Resources, the senior vice presidents offices, and so on.  Charges to 
the colleges/campuses are based on their proportionate share of system-side expenditures.  The Twin 
Cities-only units include the Bursar, the Police Department, parts of University Services, and so on.  
Charges to Twin Cities colleges are based on proportionate share of total Twin Cities campus 
expenditures.  
 
 The handout also included a data table tracking the expenditures for each of the 16 cost pools 
from 2006 to 2010.  Each cost-pool budget is determined in the fall, and they are now being set for next 
year.  The total cost-pool budget increased 6.8% in 2007, 8.8% in 2008, 4.7% in 2009, and 1.1% in 2010.  
Within those overall increases, some of the cost pools increased and some decreased.  Mr. Pfutzenreuter 
noted that the administrative cost pool decreased by 3.5% from last year to this.  Within the 
administrative cost pool, separate decisions are made for each element.  For example, utility costs 
increased $275,518; scholarship matches for professional schools increased $279,400, and a compliance-
office position was added.   
 
 Professor Roe asked if there had been any pushback from the deans because the charges are based 
on proportion of system-wide budget rather than proportion of use.  Not with the administrative cost pool, 
Mr. Pfutzenreuter said; the deans have questions about algorithms used with some of the other cost pools, 
but not this one.  The pushback is on the COST, not the formula.  When the current budget model was set 
up, there was agreement that size of budget correlated with use.  It is not perfect; the General Counsel 
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spends a lot of time on AHC issues, for example, but no one wanted a large number of additional cost 
pools and bills from each one for use of service.  They wanted to keep the system reasonably simple.  The 
algorithms for each of the cost pools are on their website and part of the budget instructions, Ms. 
Tonneson told the Committee. 
 
 It is also not perfect in that there are expenses in the administrative cost pool that are not really 
administrative costs, Mr. Pfutzenreuter explained.  For example, the $279,400 for professional-school 
scholarship matches is not an administrative cost, but it is allocated to the Provost's office so is part of the 
administrative cost pool.   
 
 Ms. King asked if, for example, it were decided that Capital Planning and Project Management 
should have a new administrator, a new vice president, would the position just be added and the cost 
added to the cost pool?  It is not that simple, Mr. Pfutzenreuter said.  He said he wished that all decisions 
about adding to a budget were made when budgets are set, but the University makes decisions year-round, 
and some of the decisions are out of synch with the budget, so are bridged until they become part of the 
cost pool.   
 
 Professor Morrison said that except for the Founders scholarships and the graduate/professional 
fellowships, all of the other cost pools provide a service to the units.  The scholarships and fellowships, 
however, are an educational investment and do not belong in the cost pools.  He asked if they should 
instead be part of the reallocation of state funding.  They do not seem like the kind of costs that should be 
charged in a cost-pool system.  The expense is charged across units but only benefit undergraduates, 
graduate students, or professional students.  Should they be outside the cost-pool system?  Mr. 
Pfutzenreuter said they could take the money off the top, but have resisted doing so and have not made 
many off-the-top allocations.  Doing so reduces the amount of money distributed to academic units, 
which then would require larger cuts in the colleges, and there would be distributional effects (e.g., if they 
take the costs off the top, the cost of undergraduate scholarships would be distributed across all colleges 
whether or not they have undergraduate students).  In the current system the cost of undergraduate 
scholarships are born by colleges with undergraduates. 
 
 Professor Konstan said that the cost-pool numbers, in total, are "scary."  ($390.5 million in 2006, 
$480.7 million in the current fiscal year, 2010)  He said he did not know how they compare to other 
universities, but $87 million in the administrative cost pool and $480 million in total are large numbers; 
the total comes close to the amount of money the University receives from the state, money spent on 
administration and infrastructure.  Mr. Pfutzenreuter noted again that the $480 million is not all 
administrative expenditures because it includes the Founders scholarships and the libraries, for example.  
Professor Konstan said he was not saying that infrastructure is bad but he would like to be able to 
understand these numbers in comparison to peer institutions.  He said he does not feel that the amounts 
are too much and in some cases they may be too low.   Ms. Tonneson said that they do not have 
comparative data.  Mr. Pfutzenreuter said that some have tried to compare expenditures by function codes 
and that the Office of Institutional Research might have some data.  Professor Konstan said it would be 
helpful for the Committee to have them.  It would be nice to know that the University's peers have similar 
numbers and that the institution is comparatively well run.   
 
 Professor Morrison noted that the $480 million is not out of a total of $625 million in state funds 
but out of a total of nearly $3 billion, so it is about 15%, which is not a bad number for overhead.  Except 
that it is not the full administrative costs, Professor Konstan responded, because it does not take into 
account college and campus offices, which also do not deliver teaching or research—which is not to say 
that those offices do not add value.   
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 Professor Seashore returned to Ms. King's point.  In her department, they are required to live 
within their budget and are not allowed deficit spending.  It is unclear how that principle operates at the 
University level.  One cannot run a deficit on the heating bill, but are there are areas that are told they 
must live within their budget?  Absolutely there are, Mr. Pfutzenreuter said.  How do they factor in large 
increases in student services, Professor Seashore asked?  The increase is not because there are more 
students, Mr. Pfutzenreuter said.  He noted the police as an example:  they know their budget, what they 
spend the money on, and can ask for more.  A decision is made to add funds, or not, or to cut them.  In the 
case of the police, the President has committed to Vice President O'Brien support to increase the size of 
the force because it is smaller than forces on similar campuses. 
 
 Professor Seashore asked if there are "fuzzy boundaries."  She said she understands the 
University cannot control the heating budget, and there are others it can control; are there any in between 
that are not controlled?  Units that have more flexibility to change their base budgets?  There are not, Mr. 
Pfutzenreuter said.  Units operate on their budgets.  A unit could use reserve funds on a recurring 
expenditure, so its base budget would increase, but that would not be approved automatically.   
 
 Professor Konstan asked what cost-pool units have balances.  If colleges are paying for what is 
spent, why do cost pools have balances?  The University has a long-standing policy of not sweeping 
balances, Mr. Pfutzenreuter explained.  They are considered non-recurring funds, Ms. Tonneson pointed 
out.  Professor Konstan observed that internal service organizations are not allowed to build up balances 
unless they are for a special purpose, because they are a tax on the colleges that the ISOs can spend 
however they wish.  But they have to have clearance to manage their reserves, Mr. Rollefson said, 
because the University does not want to provide incentives for perverse behavior.  Professor Konstan said 
he would like to see them able to manage reserves for what makes sense, not to hire additional staff.  Mr. 
Pfutzenreuter agreed with Mr. Rollefson and added that they do not see large reserves in the cost pools, 
and they will not let them get large because they do represent charges against the academic units. 
 
 Professor Martin thanked Mr. Pfutzenreuter and Ms. Tonneson for the information.  Mr. 
Pfutzenreuter said that what he likes about the current model is that it is transparent; it is all available.  
That was not true with the earlier budget systems. 
 
3. Graduate Fellowships 
 
 Professor Martin welcomed Associate Vice President Lawrenz to the meeting and turned next to 
Ms. Stahre, who related that she had read the minutes of the Senate Research Committee discussion of 
funding for graduate fellowships.  NIH has imposed a cap on graduate fellowships equal to what postdocs 
are paid, and the fellowship includes tuition; with tuition increasing, the fellowships have exceeded the 
NIH cap.  Ms. Stahre said she did not see the solutions discussed at the Research Committee meeting to 
be workable.  One suggestion was to increase the stipend but remove tuition; in her case, tuition is 
$20,000 per year, and her program takes five years.  She does not want to graduate with $100,000 in debt.  
Students who are fully funded get through programs faster, and many, if they had to pay their own tuition, 
would not return to school because they could not pay off their debts with the salaries they will earn.   For 
many in the sciences, the department does not fund tuition so the student's advisor must fund it with a 
grant.  If tuition is taken out of the fellowship, getting a Ph.D. will not be an option for many students, 
Ms. Stahre concluded.   
 
 She also said she did not understand the suggestion about thesis credits.  In part they indicate a 
student is qualified to do a dissertation; if they are moved earlier in a student's program, the student would 
not be registered during the time he or she works on the dissertation, and would thus not have health care, 
access to the rec center, or be able to participate in governance.  
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 Another proposal is to raise the salary of postdocs, but it does not make sense to do that on the 
basis of tuition increases, Ms. Stahre concluded.   Raising the salary of postdocs won't be feasible 
because that the salary would have to be raised every year there is a tuition increase, and it 
appears that tuition will be increasing every year, so the salary of postdocs would also have to 
increase. 
 
 Professor Martin noted that thesis credits were adopted in recognition of the fact that graduate 
students take a lot of faculty time.  Professor Roe said he did not agree with that argument; in many cases, 
graduate students work on a professor's project and are a source of cheap labor.  Thesis credits tax 
research projects and put them at a disadvantage, although he said he understand the money from them go 
into the system and pay for such things as fellowships.  In the case of course credits, students pay for 12 
even if they do not take them:  The system is set up to extract money from research projects and students 
do not feel the impact.  Professor Martin said there are very different cultures around the University; few 
students in CLA are on grants, so thesis credits make sense in that culture.  Thesis credits are a 
tremendous drain on departments, Ms. Kersteter said; in the case of Economics, the Federal Reserve Bank 
will not pay for thesis credits.  They are unable to offer better packages because they do not have the 
funds to cover thesis credits.   
 
 Associate Vice President Lawrenz said that the Office of the Vice President for Research is aware 
of these issues.  They have laid out eight options, each of which has strengths and weaknesses.  She said 
that Ms. Stahre had made good points.  One option was to give up thesis credits altogether.  Another was 
to give students the money to pay tuition, but once they were done with classes, allow them to keep the 
higher salary from the grant, which would be a benefit to students—they would receive funding needed to 
pay tuition while in classes and receive the same amount once done with classes and tuition.  Students 
would receive more money for a longer stay but there would be an incentive to finish coursework faster 
because they would be able to stop paying tuition sooner.  They are also looking at increasing the 
postdocs salary, giving up thesis credits or allowing students to take them throughout their career (and 
allow students to pay them within the tuition band).  There is no good solution, Dr. Lawrenz said, and 
they will model a student in the sciences and the social sciences to get some real numbers.  She said they 
do not have a solution and are asking for suggestions. 
 
 Increasing the postdocs salary will increase the costs of research, Professor Roe pointed out; one 
would do that if there were a shortage but the salary should not be increased just to balance another need.  
Many would say that postdocs are abysmally paid, Dr. Lawrenz responded.  It depends on the market, 
Professor Roe said.  The thesis credits are pulling money from one side (research) and putting it in 
another (education); one should ask if that is a good allocation.   
 
 This is a place for pragmatics, not philosophy, Professor Konstan said.  This is a system to extract 
dollars and it is not out of line with what other universities do.  He said he would not want to see the 
thesis-credit revenue disappear.  The NIH rule is absurd so the University should not feel bad using 
gimmickry to get around it.  He noted Ms. Stahre's point about graduate students retaining benefits 
throughout their career at the University; the rule should be that once one is a student here, one retains the 
benefits while a student.   
 
 The other big issue is recruitment, Ms. Stahre said:  If a student looks at two universities, and 
doesn't have to worry about tuition at one of them, he or she will go to that one.  Many students already 
have loan debt from their undergraduate education and are unwilling to take on more. 
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 Professor Luepker made three points.  One, they who live in an NIH environment do not set 
postdocs salaries, NIH does.  Two, the addition of the tuition benefit made the fringe rate the same or 
more than the per-hour stipend of a 50%-time RA, so a total of $40,000 - $60,000, which is a heavy 
burden on grants.  Three, to give students the money to pay tuition would be a problem because NIH will 
not accept student pay rates of $40-50 per hour, and there would also be tax issues for the students.  The 
problem has been engendered by the federal government looking at behavior the University did not 
engage in (but some of the elite private universities did), but it is now seeing the impact.   
 
 There are institutions that fund graduate students, Professor Seashore said, and the University 
could offer a tuition benefit or not—and if there were a tuition benefit, the salary would be much lower.  
Cannot there be multiple ways to approach this?  Departments and graduate students are different; 
seeking a one-size-fits-all solution is the problem.  TAs and RAs are very different from those supported 
on grants.  Perhaps they can offer three different ways to respond?   That is possible, Dr. Lawrenz said, 
but there have to be very specific definitions of the fringe-benefit pool.  Several years ago the federal 
government said that graduate students had to have a separate fringe-benefit pool than other employees of 
the University because the benefits were different, so there would need to be clear definitions.  Professor 
Seashore said that Dr. Lawrenz is searching for something that will make everyone happy, and no single 
resolution will do so. 
 
 Professor Morrison said, apropos of the idea of eliminating thesis credits, that they are in part 
charged to generate revenue and in part to create an entry indicating there is a student and creating a 
continuous record.  Professor Konstan said that Grad 0999 creates the record.  He said he thought thesis 
credits were a measure to ensure residency, so that someone could not transfer 90% of their graduate 
credits in and obtain a University degree.  Ms. Kersteter reported that in her department, registering for 
Econ 8444 means a student is considered full time and loans are deferred, but the student must pay fees.  
Mr. Driscoll said that he is enrolled and pays $3,000 per semester for Grad 0999 and department fees; that 
is not necessarily the easiest tool to use.  He said he would be elsewhere in school if he had had to pay 
tuition here. 
 
 Professor Konstan said it is not obvious that running these costs through the fringe-benefit pool is 
needed; tuition can be a direct charge on grants.  Dr. Lawrenz said she did not believe that was 
permissible on NIH grants.  Professor Konstan said it is on NSF grants and that other schools have 
figured out a way to do so.   
 
 What is the goal, Professor Martin said?  They have scenarios, none of them great, Dr. Lawrenz 
said, and she would welcome any ideas.  They will run analyses of the impact of each.  This is such a 
heterogeneous place, Professor Roe said, that it would be better to have options available.  Dr. Lawrenz 
said they will do the analyses to see what is possible; they do not want to hurt the colleges, she said.   
 
 Professor Martin said the discussion will continue.  Professor Seashore asked what the process 
will be.  Dr. Lawrenz said the Provost will make a decision at some point.  Professor Seashore urged that 
he consider multiple options.  Or the Committee should perhaps visit with the Provost, Professor Roe 
suggested. 
 
 Professor Martin thanked Dr. Lawrenz for joining the meeting. 
 
 Mr. Driscoll reported that the Council of Graduate Students is putting together a group of students 
enrolled in terminal Masters programs.  They have a very different model of funding and they hope to 
provide a report.  Students in these programs feel that there is a philosophical gap at the University when 
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it comes to them:  the University focuses on undergraduates, graduate students, and professional students, 
and those in the terminal Masters programs are left out in the cold.   
 
 Ms. Stahre also noted that she is serving on one of the subgroups on restructuring graduate 
education (the one dealing with financial issues) and that it is having the same discussion about cost 
pools.  She said she will keep the Committee updated. 
 
 Professor Martin adjourned the meeting at 3:55. 
 
      -- Gary Engstrand 
 
University of Minnesota 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


