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Appointment and Charge 

The University Financial Review Committee was appointed September 7, 

1988, by Richard J. Sauer, Interim President, University of Minnesota. 

Committee Membership 

Richard J. Sauer, Interim President, University of Minnesota 

Arne H. Carlson, Minnesota State Auditor 
Lyndon R. Carlson, State Representative and Chair, Education Division 

of the House Committee on Appropriations 
Warren E. lbele, Professor of Mechanical Engineering and Chair, Univer

sity Senate Committee on Finance 
Elton A. Kuderer, Regent and Chair, Board of Regents Audit Committee 
Phillip J. Riveness, State Representative and Chair, Legislative Audit 

Commission 
Gloria M. Segal, State Representative and Member, Legislative Audit 

Commission 
Glen Taylor, State Senator and Member, Senate Committee on Finance 
Thomas Triplett, Commissioner, Minnesota Department of Finance 
Gene Waldorf, State Senator and Chair, Education Division of the Senate 

Committee on Finance 

James Nobles (Ex Officio), Minnesota Legislative Auditor 
Carol Campbell (Ex Officio), Acting Vice President for Finance and 

Operations, University of Minnesota 
Earl Evenson (ConsuJ+~t), Former Chief Fiscal Anal~rst. ·.runnesota 

Senate Committee on Finance 
George M. Robb (Staff Assistance), Associate Vice President for External 

Relations, University of Minnesota 
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Appointment Letter 

"The purpose of this letter is to request your participation on a temporary 
University Financial Review Committee, serving until December 31, 1988, 
'to develop a comprehensive report on the University's financial 
condition, and to develop recommendations for any changes that should 
be made in the State government's regular review of University financial 

information.' 

Legislative Auditor Jim Nobles' verbal comment about University financial 
information being 'shrouded in secrecy' bothered me enough that I respon
ded strongly during the Legislative Audit Commission's August 25 meet
ing, but I also took it as a challenge that calls for a more thorough analysis 
and a long-term solution that would be in our mutual interest. 

'Secrecy' is not the problem, and a solution based on breaking down secrecy 
is going to miss the mark and serve none of us well. All the financial infor
mation we have is public, available to the Board of Regents, the Governor, 
the Finance Department, the Legislature, and the general public. All of it 
is available to Federal, State, University, and contracted private auditors, 
and all four types of auditors examine University finances every year for 
either routine or special-case purposes. We are, in fact, always being 
audited, and by law and University policy, all books are open. 

Openness, however, is no guarantee that anyone in the process--including 
myself--has prompt and easy access to good, up-to-date information that 
answers our needs for management, governance, oversight, and budget
setting purposes. That's the problem we share, not secrecy. 

Part of the problem is too much information, not organized in ways that are 
efficiently useful. Part of the problem is that our financial and manage
ment information system, itself, is not up-to-date. Part of the problem is 
that we keep and process information for different purposes, different spon
soring entities, and an extraordinarily diverse set of activities, and we have 
never developed adequate crosswalk mechanisms to break through the idio
syncracies of those special-purpose procedures that grew up separately. 
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As I heard the L.A.C. discussion, read the Legislative Auditor's report, 
and saw the media coverage of both, it struck me that the real work of the 
University and what that work can and should mean to the State of Minne
sota is threatened by our collective problems of handling financial data, 
from the first stage of deciding what to collect all the way to the last stage of 
knowing what to ask and what to do with the answers. Too much of the 
discussion is being couched in 'we-they' and 'hide-and-seek' terms that 
skip over the fundamental mutual interests that we share in assuring a 
healthy, well-managed University. 

I think we can do better, and the real issue isn't constitutional autonomy or 
a greater number of audits by any or all of the four categories of auditors 
already employed. We simply have to communicate more effectively about 
the financial information that is already available, find ways of getting good 
information that we don't already have, and make sure that the Executive 
and Legislative branches of State government have full and easy access to 
the information they need, in a form that is useful. 

To that end, I believe four or five meetings this fall would be sufficient to 
develop a mutually satisfactory analysis of the current state of University 
finances and recommend any changes that would facilitate appropriate 
Executive and Legislative review in the future. I'm prepared to make 
available any information we have and whatever staff resources the com
mittee needs, and all of you are invited to involve any of your own staff in 
whatever ways you wish. 

I will chair the committee, and Carol Campbell, Acting Vice President for 
Finance and Operations, and James Nobles, the Legislative Auditor, will 
serve as Ex Officio members and principal staff. 

It is my hope that the committee can complete its business by December 31, 
1988, by issuing a final report to the Legislature and the people of Minne
sota. I firmly believe that this report will be the basis for a far more pro
ductive level of accountability and evaluation. Most importantly, it will 
strengthen our mutual goal of an improved University of Minnesota." 

Sincerely, 

(Signed) 

Richard J. Sauer 
Jr£terim President 
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Foreword 

This report is one of several important reports published in 1988, dealing 

with financial management issues at the University of Minnesota: 

''Remodeling of University of Minnesota President's House and 
Office," Office of the Legislative Auditor, March 9, 1988 

(Untitled Report to the Board ofR.egenjs on the renovation of 

Eastcliff and tbe presidential office space) Ernst & Whinney, 

March 10, 1988 

"University of Minnesota Physical Plant Operations," Office of 

the Legislative Auditor, August 1988. 

''Repo:rt to the Governor of the Blue Ribbon Commission on 

Financial Management of the. University of Minnesota," 

December 1, 1988. 

By the time the University Financial Review Committee was appointed in 

September, the Governor's Blue Ribbon Commission on Financial 

Management of the University of Minnesota had already been in operation 

for five months. 

The Blue Ribbon Commission had heard testimony in several hearings, 

hired the firm of Coopers & Lybrand to study financial management 

systems, hired two consultants who had served as chief financial officers at 

major universities, and hired three senior advisers who were retired chief 

executives of major university systems. By September, it was obvious that 

the Blue Ribbon Commission w~s conducting a thorough, comprehensive 

study of financial management and governance at the University, but it 

was not clear how the study would be reported and how much overlap there 

might be between the Blue Ribbon Commission and the University Finan

cial Review Committee. At the time of the University Financial Review 

Committee's final meeting on December 15, 1988, the Blue Ribbon 
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Commission's final report had been public only two weeks. The Blue 
Ribbon Commission's "Recommendations on Financial Management" 
(Chapter 4) were endorsed at that meeting, but the Committee did not 
attempt to review the complete report and consider whether to formally 
endorse other Commission recommendations. 

Subsequent to the December 15, 1988, meeting, the University Financial 
Review Committee authorized the chair to add the following statement 
about the Blue Ribbon Commission's report, as well as the earlier reports 

from the Office of the Legislative Auditor: 

'The University Financial Review Committee wishes tD acknowledge the 
importsnv'AI' of the contributions of the Oflioo of the Leg:is]ative Auditor and 
the Governor's Blue Ribbon Commission on Financial Management of the 

University of Minnesota. 'lbeir studies and report documents are essential 
contributions to tbe subjects our Committee was asked to address, and they 
each explored those subjects in more detail than our charge allowed. 

Those reports made dozens of recommendations that our Committee did not 

review for purposes of specific endorsement, and indeed many of their 
recommendatioDS call for further study of options that may not be stated at 
this time. Tbe Committee does, however, regard those reports and 
recommendations as thoughtful and well-documented, deserving careful 
study by anyone wbo wishes to play a responsible part in improving the 
University's financial management and its ~untability to the people of 

Minnesota. 

The most important aspect of State government's review ofUniversity 
financial information for the immediate future is to monitor the 

University's process of considering and, where appropriate, implementing 
the recommer .dations those studies have generated." 
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Meetings, Agenda, and Materials 

Note: Complete sets of aD Committee materials identified in this report are 
avaUabJe for study in the Legislative Reference Library, 6th Floor, State 
Oftice Buil • 100 Constitution Avenu St. Paul, Minnesota. 

Meetipg I 1. October 10, 1988: 

Agenda; 1. 

2. 

3. 

4. 

Materials; 1. 

2. 

3. 

Discussion of the Committee's charge and the 
background leading up to its appointment. 

Meeting dates, staff support. 

General overview of higher education finance 
and governance. 

Discussion of agenda for second meeting. 

"Strategic Decision Making: Financial Affairs" 
(Association of Governing Boards of Universities 

and Colleges, 1987) 

"General Overview of Higher Education Finance 

and Governance," (K. Scott Hughes, Peat Mar
wick, undated) 

Summary of "S ~at" Profiles: Finandng Public 
Higher Education, 1978 to 1987" (Kent Halstead, 
Research Associates of Washington) 
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MeeUpg I 2. October 31. 1988: 

Agenda; 1. 

2. 

3. 

4. 

5. 

6. 

Materials; 1. 

2. 

3. 

4. 

5. 

Comparative data on state financing of public 
higher education 

Report from Coopers & Lybrand, consultants.to 
the Governor's Blue Ribbon Commission 

Report from the University's external auditor, 
Peat Marwick 

Report from the University's internal auditor 

Policies on central reserves 

Discussion of preliminary recommendations 

"Current Expenditures, 1986-87, from REGIS/ 
!PEDS Reports, Doctoral Campuses" 

Summary of Minnesota Situation in FY 87, from 
"State Profiles: Financing Public Higher Educa
tion. 1978 to 1987" 

Board of Regents resolutions on central reserves, 
March 24, 1988, and June 10, 1988 

Audited University Financial Statement, June 30, 
1988 (Peat Marwick) 

Selected slides from Coopers & Lybrand report 
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6. 

7. 

8. 

9. 

Testimony of Mr. Bill Massey and Mr. James 
Brinkerhoff to the Blue Ribbon Commission 

Charters of the Regents' Audit Committee and 
the U of M Department of Audits 

Review of audit arrangements and auditor 
relationships at the U of M, Peat Marwick 

"Internal Auditing at the University," U ofM 
Department of Audits, 10/31188 

Mootjpg t 3. Noyemher 9. 1988; 

Agepdu; 1. 

2. 

3. 

4. 

Mat.erialft; 1. 

2. 

3. 

4. 

5. 

University reserves 

University financial status: Resources Clarifica
tion Framework (Peat Marwick) 

Overview of proposed U of M budget process 

Preliminary recommendations 

U of M Budget Process Proposal 

1988-89 Qbjectives, Interim President, Chan-
cellars, and Vice Presidents 

Relationship of University Reserves to State 
Reserves 

Central Reserves Spending Plans 

Fund Balances, June 30, 1988 
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Meetjng f 4. Uecember 15. 1988: 

Agenda; 1. Final Report, Recommendations 

Commjttee Becommmdgtion Actions; 

L The Committee recommended that~ Board of Regents adopt 
and maintain a policy on reserves, containing: 

a. categorization and definition of the reserves, 
h desirable sbe of the reserve, 
c. permissible uses of the reserves, and 

d. a reporting mechanism on income to and expenditures 

from the reserves. 

2. The Committee endorsed the recommendations of the Governor's 
Blue Ribbon Commission on financiaJ management information 
systems. 

3. The Committee recommended that the University develop and 
publicly disclose complete financial information on all funds, 

state and non-state, public and private, including central re
serves and departmentally-held reserves. In addition, this 
information should be provided to the Legislature in a format 
consistent with the budget documents state agencies present to 

the legislature. (Discussion on this motion included explanations 

that complete compliance would take time, as it depends on im

provements to the financial information systems.) 

4. The Committee recommended that the Board of Regents review 

its practice of using ouwde, private firms to perform the Uni
versity's external financial audit and compliance audit functions. 

9 
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Repent of Interim President Richard J. Sauer 
to the 

Regents of the University of~ta 

Introduction 

My appointment of the University Financial Review Committee was a 

somewhat unusual response to obviously unusual circumstances. The first 
eight months of 1988 had already involved several studies of financial 
management issues, and the Governor's Blue Ribbon Commission was 
roughly half-way through its work. Another study did not seem to be our 
need, but I did see a need for an advisory group representing the Univer
sity, the Executive Branch, and the Legislative Branch, to review the whole 
range of studies and financial information that 1988 produced. 

Essentially, I had three basic objectives in mind in appointing this ad hoc 
committee. 

The membership reflects the University and State government 
entities most directly involved in the whole process of determining 
the University's State appropriations and financial accountability. 
I wanted these key people to have the opportunity for a full, open 

discussion of the important financial information and the issues. 

I also wanted this Committee to advise University administration 

and governance on presenting useful financial information to the 
State government and responding to the issues raised this year. 

Finally, tr the extent that it is consistent with the members' roles in 
their respective Executive and Legislative bodies, I wanted this 
Committee's members to be able to advise their colleagues, con
stituencies, and staff on University financial information and the 
issues involved. 

10 
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The University's Financial Condition 

It was immediately clear to the Committee the "report on the University's 
financial condition" in its charge could not be a comprehensive report on 
the adequacy or inadequacy of University budgets. That is a topic more 
properly considered in the biennial budget request/appropriation process. 
For that process to work, especially in view of the controversies of 1988, 
there must be prompt, useful access by State government to complete, 
timely, and accurate financial information from the University. That, 
accordingly, was the focus of the Committee's review of financial informa
tion and its processing. 

The University provided the Committee complete access to at least 
summary financial information on all funds: state and non-state, public 
and private. This included information on central reserves, as well as 
departmentally-held fund balances. This is information that was rarely 
provided outside a very small circle until this year. 

In the earlier pattern of restricted access, this was information that was 
available to other University administrators, the Board of Regents, State 
government, and the public, but in practice it was provided in response to 
specific questions. In the course of four meetings over four months, we did 
not, of course, examine every possible detail of University budgets and 
financial information, but the summary information provided was 
complete. 

It was my intention. and I know that it is President Hasselmo's intention. 
that :groyidin~ com:glete summ,ary information carries with it our commit

ment to :groyide whatever more detailed information :public entities need. 
The :precedent has now been set for ~nuinely o.:gen access. 

The Committee heard a detailed report on the University's audited finan
cial statement for Fiscal Year 1988, including my assurances that the Uni
versity administration intends to publish 1988 and future annual reports in 
a more understandable form. The University does have an extremely 
complex financial situation, with accountability to many difference sources 

11 
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of funds outside State government, but it is essential to publish financial 
reports that the public can understand. Those reports, accompanied by 
access to University sources who will respond to inquiries, must be made 

available to all legislators .. 

Budget Reserves 

The question of "Central Reserves" was clearly the most controversial 
financial issue of 1988, both within the University and at the Capitol. .That 
there was a central reserve fund was not the issue. The State of Minnesota 
has a reserve fund, as do most fiscally prudent public and private organi

zations. 

The issues were the aiB of the University's central reserve and the de facto 
secrecy with which it had been managed. 

There is no absolute formula for determining the proper size of a univer
sity's central reserve funds. Most chief financial officers, given the choice, 
would understandably prefer the largest possible cushion against what
ever financial crises they can anticipate. Most, if pressed for a generally 

acceptable level, seem to use 5% of the total annual revenue. 

The State of Minnesota's "Rainy Day Fund" has fluctuated between 3% and 
5%. Applied to the University's F.Y. 1988 current revenues of$1.2 billion, 
the 3%-5% model would call for a University reserve of$36 million to $61 
million. 

If the University only needed reserves to protect its non-state current 
revenues (67.81% ofF.Y. 1988 current revenues of$1.2 billion), the 3%-5% 
range would imply reserves of $24 million to $41 million. BasP.d on the 
comments I heard from the Committee, however, I believe that it would be 
less than prudent to assume that the University would have any guarantees 
that it could draw against any presumed "share" of the "Rainy Day Fund." 

12 
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On June 30, 1987, the University's central reserve balance was $72 million, 
and decisions were made during and after the 1988 legislative session that 
basically said $72 million was too high. I proposed a $40 million to $60 
million range and a "spend down" plan that included using reserve funds 

for a number of capital improvements that had been proposed earlier for 

legislative appropriations. 

On March 24, 1988, the Board of Regents passed a resolution authorizing 
the spending of up to $40 million of the reserve funds, up to $15 million for 
the above capital improvements, and the remainder for non-recurring 
items in support of instruction across all campuses or for schematic 
drawings and other facility planning activities for the highest priority 
capital/building requests before the 1988 legislature. 

On June 10, 1988, the Board of Regents approved central reserves expen
diture guidelines that called for an annual spending plan, procedures for 
contingency funding, definitions of allowable expenditures, reporting and 
approval requirements, transferring recurring expenditures from reserves 
to the regular budget, and defining the appropriate size of future reserves. 
That resolution regarded $40 million to $50 million as "reasonable in the 
University's current circumstances," and said that "reserves of below 
$40 million would not be prudent." 

By June 30, 1988, the central reserves had been reduced to $64.2 million 

By June 30, 1989, according to the University's approved spending plan, the 
balance will be $40.4 million. 

Possible spending plans for Fiscal Years 1990 and 1991, projecting income, 
existing commitments, and top capital priorities, could reduce reserves 
well below the $40 million level suggested by tne June 10, 198~, resolution-
as low as $27.8 million at the ena of FY '90 and $25.1 million at the end of 
FY '91. 

The Committee did not take a formal position on the level of central reserves 
.the University should maintain, but I believe it is fair to say that the Com-

13 
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mittee was concerned that the possible levels projected are substantially 
below the $40 million level currently mandated by Regents policy. It was 
clear in Committee discussions that members are not fully satisfied by the 
policies adopted in March and June, and the Committee recommended 
formally that our policies be reviewed, better defined, and strengthened. 
Failure to do so, in my opinion, will be an open invitation to avoid needed 
State commitments by suggesting drawing down legitimate University 

reserves to levels I believe would be dangerous. 

Budget Process and Financial Information Systems 

The events of 1988 finally brought widespread attention to the condition of 
the University's financial and management information systems. Those 
who worked-most closely with the systems in the·past may have tried to call 
attention to the antiquated systems' shortcomings, but those are infrastruc
ture problems that are often afforded lower priority than the programs of 
the primary teaching, research, and service missions. 

The financial and management information systems are now on the table 
in a manner that can no longer be ignored by either the University or State 
government. All of the 1988 studies, including our own, found problems 
that can only be solved by a comprehensive development of computerized 
systems. 

The Committee regarded dramatically improved information systems as 
absolutely essential to University management, Board of Regents gover

nance, and State government oversight. Changed attitudes and procedures 
are also important, but the information systems are the fundamental tools 
that must be modernized. The Financial Review Committee recognized 
this by endorsing the Blue Ribbon Commission's "Recommendations on 
Financial Management." 

The University has accepted the challenges of the audits and management 
studies. Many of the initial steps have already been taken. The Legislative 
audits and the Governor's Blue Ribbon Commission have documented the 

14 
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needs exhaustively. The University's biennial request in the 1989 session 
includes $10,520.000 for high priori~y administrative information systems, 
and that reguest does nat meet the· full needs identified in the Blue Ribbon 
Commjssion's Beoort ($12.500.000 to $18.000.000. 

The Committee also received the administrative proposal for a thorough 

overhaul of the University's budget process that was on the Board's agenda 

for discussion this month. No specific endorsement actions were taken, 

but I believe there was general consensus that the budget process proposal 

is a major step in the right direction. 

It is very important that we all understand that the improvements in the 
University's financial and management information systems will take 
time, money, and very concentrated attention. The best advice we have 

receiv~d stresses taking advantage of systems already available in the 

marketplace and in other universities, but. we will find no comnlete set 
of systems available, and the systems that are "off-the-shelf' will require 

considerable training and perhaps some modification to fit our circum

stances. Because of these complexities, and because these systems must 
serve both the University and State government, I recommend strongly that 
Executive and Legislative branch representatives be consulted as "con
sumers" of our financial information, and that they be kept fully informed 

as we carry out the improvements. 

State Govemment Oversight 

To the extent that the University can respond properly to the recommenda

tions of 1988 audits and management studies, most of the State's Executive 

and Legislative oversight responsibilities will be well served. Indeed, much 
of the oversight mAch~J.ili.sm will be devigned into the processes and systems 
from the outset. Improvement of the financial and management infor
mation systems will help shape the oversight activities of the future, 
enabling questions that cannot now be addressed, simply because current 
information systems cannot produce the answers. 

15 
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In that sense, it was far too early for the Committee to consider and recom
mend many specific changes in the State's regular review of University 
financial information. 

Any significant changes to be made will have to evolve along with the 
specific changes that can be accomplished over the next several years by the 
University. Certainly as that evolution takes .place, each of the State govern
ment entities dealing with University financial information should be ex
pected to examine their own information needs and the ways in which they 
currently try to meet them. Both Executive and Legislative bodies must 
understand that the integration. of a complex State system with a complex 
University system has built-in difficulties, and the University must under
stand the legitimate needs of State government to develop and maintain a 
total accountability process. 

State g~vemment's requests and demands for data and reports should be 
re-examined regularly to make sure the information needed is well-defined 
and worth the effort to provide it. In turn, the University should make 
every effort to respond promptly and build prompt response time directly 
into the financial information systems as much as possible. 

The Blue Ribbon Commission's senior advisers noted: 

"It· is no good to plead for trust in the abstract; trust grows 
out of the hard soil of experience." 

The events of 1988 underscore the importance of that message. It is my 
hope that the steps taken to date by the University, including the appoint
ment of the Financial Review Committee, will demonstrate that the 
message was understood. 

16 
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l5i1 UNIVERSITY OF MINNESOTA 
TWIN CITIES 

September 8, 1988 

The Honorable Arne H. Carlson 
State Auditor 

Office of the President 
202 Morrill Hall 
100 Church Street S.E. 
Minneapolis, Minnesota 55455 

(612) 626-1616 

Representative Lyndon R. carlson 
Chair, Education Division, House Appropriations Committee 

Professor warren E. Ibele 
Chair, University Senate Committee on Finance 

The Honorable Elton A. Kuderer 
Chair, University Board of Regents Audit Committee 

Representative Phillip J. Riveness 
Chair, Legislative Audit Commission 

Representative Gloria M. Segal 
Education Division, House Appropriations, and L.A.C. 

Senator Glen Taylor 
Representing House/Senate Independent-Republican Caucuses 

commissioner Thomas Triplett 
Minnesota Department of Finance 

Senator Gene Waldorf 
Chair, Education Division, Senate Committee on Finance 

The purpose of this letter is to request your participation on 
a temporary University Financial Review Committee, serving until 
December 31, 1988, to develop a comprehensive report on the Uni
versity's financial condition, and to develop recommendations 
for any changes that should be made in the State government's 
regular review of University financial information. 

Legislative Auditor Jim Nobles' verbal comment about University 
financial information being "shrouded in secrecy" bothered me 
enough that I responded strongly during the Legislative Audit 
Commission's August 25 meeting, but I also took it as a chal
lenge that calls for a more thorough analysis and a long-term 
solution that would be in our mutual interest. 

"Secrecy" is not the problem, and a solution based on breaking 
down secrecy is going to miss the mark and serve none of us 
well. All the financial information we have is public, avail
able to the Board of Regents, the Governor, the Finance Depart
ment, the Legislature, and the general public. All of it is 
available to Federal, State, University, and contracted private 
auditors, and all four types of auditors examine University 
finances every year for either routine or special-case purposes. 
We are, in fact, always being audited, and by law and University 
policy, all books are open. 
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Openness, however, is no guarantee that anyone in the process-
including myself--has prompt and easy access to good, up-to-date 
information that answers our needs for management, governance, 
oversight, and budget-setting purposes. That's the problem we 
share, not secrecy. 

Part of the problem is too much information, not organized in 
ways that are efficiently useful. Part of the problem is that 
our financial and management information system, itself, is not 
up-to-date. Part of the problem is that we keep and process 
information for different purposes, different sponsoring en
tities, and an extraordinarily diverse set of activities, and 
we have never developed adequate crosswalk mechanisms to break 
through the idiosyncrasies of those special-purpose procedures 
that grew up separately. 

As I heard the L.A.C. discussion, read the Legislative Auditor's 
report, and saw the media coverage of both, it struck me that 
the real work of the University and what that work can and 
should mean to the State of Minnesota is threatened by our 
collective problems of handling financial data, from the first 
stage of deciding what to collect all the way to the last stage 
of knowing what to ask and what to do with the answers. Too 
much of the discussion is being couched in "we-they" and "hide
and-seek" terms that skip over the fundamental mutual interests 
that we share in assuring a healthy, well-managed University. 

I think we can do better, and the real issue isn't constitution
al autonomy or a greater number of audits by any or all of the 
four categories of auditors already employed. We simply have to 
communicate more effectively about the financial information 
that is already available, find ways of getting good informa
tion that we don't already have, and make sure that the Execu
tive and Legislative branches of State government have full and 
easy access to the information they need, in a form that is 
useful. 

To that end, I believe four or five meetings this fall would be 
sufficient to develop a mutually satisfactory analysis of the 
current state of University finances and recommend any changes 
that would facilitate appropriate Executive and Legislative re
view in the future. I'm prepared to make available any infor
mation we have and whatever staff resources the committee 
needs, and all of you are invited to involve any of your own 
staff in whatever ways you wish. 

I will chair the committee, and Carol Campbell, Acting Vice 
President for Finance and Operations, and James Nobles, the 
Legislative Auditor, will serve as Ex Officio members and 
principal staff. 
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It is my hope that the committee can complete its business by 
December 31, 1988, by issuing a final report to the Legislature 
and the people of Minnesota. I firmly believe that this report 
will be the basis for a far more productive level of account
ability and evaluation. Most importantly, it will strengthen 
our mutual goal of an improved University of Minnesota. 

Please call my office (626-1616) to confirm your participation 
and let us know the dates in September that you have available 
for an organizational meeting. 

Sincerely, 

~Cf-~ 
Richard J. Sauer 
Interim President 

c: Governor Rudy Perpich 
University Board of Regents 
Student Representatives to the Board 
Members of the Minnesota Legislature 
University Vice Presidents and Chancellors 
University Senate Finance Committee 
University Senate Consultative Committee 
University of Minnesota Foundation Executive Committee 
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Mee*ipg t 1. Octpber 10.1988 

MeteJiele 

"Strategic Decision Making: Financial Affairs" 
(Association of Governing Boards of Universities and Colleges, 1987) 

"General Overview of Higher Education Finance and Governance," 
(K. Scott Hughes, Peat Marwick, undated) 

Summary of "State Profiles: Financing Public Higher Education, 
1978 to 1987" (Kent Halstead, Research Associates of Washington) 
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4. 

UNIVERSITY FINANCIAL REVIEW COMMITTEE 

First Meeting 
Monday, October 10, 1988 

238 Morrill Hall 

Tentative A2enda 

Charge to the Committee 
. background leading up to committee 

appointment 

Business of the Committee 
. future meeting dates and times 
. required staff support 

General Overview of Higher Education 
Finance and Governance 

Discussion of Proposed Agenda for 
Second Meeting: 

. Financial Overview 

. Comparative Funding 

R. Sauer, 
Committee 

Members 

Committee 
Members 

Resource 
Person 

(to be named) 

C. Campbell 
D. Berg 
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MINUTES 
University Financial Review Committee 
First Meeting 
Monday, October 10, 1988 

The first meeting of the University Financial Review Committee 
established by Interim President Richard J. Sauer was held on Monday, 
October 10, 1988. Present were members: Elton A. Kuderer, Thomas Triplett, 
Warren E. Ibele, Arne H. Carlson, Gene Waldorf, Lyndon R. Carlson, and 
Gloria M. Segal. Ex officio members present were: James Nobles and Carol 
N. Campbell. 

Absent: Glen Taylor. 

President Sauer opened the session by thanking the group for their 
willingness to serve on the committee. 

The committee was formed to address two specific issues: the state 
of the total University finances; and the appropriate amount of oversight 
for the people in Minnesota and the Legislature to have for the University. 
The committee work should be completed by the end of the calendar year. 

President Sauer then asked the members to introduce themselves. 
The Honorable Elton A. Kuderer, Chair, University of Minnesota Board of 
Regents Audit Committee, expressed Board appreciation to Sauer for convening 
the meeting to show that the University will function in a responsible 
manner, and thanked Or. Sauer for agreeing to serve as Chairman. He also 
offered appreciation and thanks to those members of the Legislature and 
outside the University for agreeing to serve. He suggested that the 
Committee will take a more in depth look at University finances. 

Commissioner Thomas Triplett, Minnesota Department of Finance, 
commented on the timeliness of this committee's work in meshing with the 
budget request which the Governor will receive in December. 

Professor Warren E. lbele, Chair, University Senate Committee on 
Finance, said the faculty have the largest stake in the University, and 
have long and enduring interests in the institution. As a representative of 
the faculty, he welcomes the opportunity to serve on this committee. 

The Honorable Arne H. Carlson, State Auditor, expressed approval 
of the fact that the task force was formed and hoped that findings and outcomes 
will be completed in all due haste. He affirmed President Sauer's charge to 
the committee. 

The Honorable Gloria M. Segal, Minnesota State Representative; 
Member, Education Division, House Appropriations, and the Legislative Audit 
Commission, expressed her long interest in the University as motivation for 
desire to serve on the committee. 
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The Honorable Gene Waldorf, Minnesota State Senator and Chair, 
Education Division, Senate Committee on Finance, hopes to obtain assurances 
that the University is prudently dealing with its financial affairs and 
likewise convince fellow Senators that that is the case. 

The Honorable Phillip J. Riveness, Minnesota State Representative, 
and Chair, Legislative Audit Commission, indicated that the University must 
provide a financial snapshot of the University in a meaningful way to clearly 
indicate the University's financial position. 

Also present at the meeting were ex officio members Carol N. Campbell, 
Acting Vice President for Finance and Operations, and James Nobles, Legislative 
Auditor. Mr. Nobles said he was happy to receive the invitation to serve 
and explain what role his office might have later on in the discussions. 
Also attending were Vice President Richard H. Heydinger, External Relations, 
and Earl Evenson, former Fiscal Analyst for Senate Finance, State of Minnesota, 
who was invited as an interested listener and might possibly serve in a 
temporary staff capacity. 

The Honorable Lyndon R. Carlson, Minnesota State Representative and 
Chair, Education Division, House Appropriations Committee, arrived as intro
ductions were ending, and introduced himself. 

President Sauer then turned the proceedings over to Acting Vice 
President Carol Campbell who in turn introduced K. Scott Hughes, Principal, 
San Francisco Office of Peat Marwick Main & Co., specializing in management 
consulting to post-secondary education. Mr. Hughes began his presentation with 
a broad overvi-ew of fiscal trends and financial accounting in higher education. 

He indicated that 1984 data on major research universities indicates 
35% of expenditures in higher education support instruction; 10%, research; and 
55%, institutional support, including administration, business functions, stu
dent services, faculty and research support, and facilities operation. 

A Chart on Resource Classification was presented to describe higher 
education fund accounting. Restricted funds are those funds given to the 
University for specific purposes, falling into two classes: Expendable or 
Non-Expendable. Expendable funds are those which may be spent down by the 
institution and include: current operations, quasi-endowments, plant funds, 
and certain loans. Non-expendable funds are those in which the principal may 
not be spent and include: endowments, term endowments, loan funds, and 
annuity/life income. The Unrestricted funds category includes most state 
appropriations. Quasi-endowments are most often created internally by the 
governing board. Vice President Carol Campbell offered that at the University 
of Minnesota, quasi-endowments are established administratively rather than 
through Board of Regents' action. 

Mr. Hughes• presentation went on to discuss financial accountability 
and governance. 
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Mr. Hughes indicated that as a 1.2 billion dollar_busin~ss, ?ne of 
the State of Minnesota•s largest employers, and a top-rank1ng Un1vers1ty, 
the University of Minnesota continually competes to be 110n the cutting edge .. 
of technological advancement and be knowledgeable of innovations occurring 
in society. He said the University is a public trust with accountability to the 
the multitude of stakeholders: taxpayers, students, local businesses, alumni 
and all citizens of this state. 

He said that public confidence is one of the key issues that need 
to be addressed. As an example, financial reserves need to be looked upon 
as a strength and serve as seed money for investment and new opportunities. 
The challenge is for the University to maintain a competitive position of 
capital investments to sustain the vitality of the institution. 

Mr. Hughes indicated that there were six items that could come up 
in the next several months: strenthening accountability, credibility, 
fostering partnership with stakeholders, articulating vision, reconstructing 
budgetary policies and improving the information base. It was at this point 
that State Auditor Arne Carlson challenged Mr. Hughes• assessment of the 
University as one of the top 20 ranked universities, and there was a brief 
discussion of various rankings. 

This brought Mr. Hughes• presentation to an end and began a period of 
questions and answers, after which President Sauer suggested a short 
recess. 

When the meeting reconvened, President Sauer expressed a need to 
redefine the charge to the committee. He then asked for the thoughts of 
those around the table. 

Legislative Auditor James Nobles noted that several items might 
be discussed such as: 1} Has all University money been disclosed; and, 
2} Is the University using its resources in a cost-effective way? 

President Sauer remarked also we should look at the state of 
the University•s finances and the appropriate amount of oversight in the 
longer term. 

Mr. Nobles said that a legitimate question is the degree to which 
funds are being disclosed to the Regents. Regent Kuderer countered that point 
by saying that a lack of openness does not mean that the funds are unaccounted 
for. Mr. Nobles stressed that accountability be addressed--financial statement 
reporting and accountability arising from the financial statement and 
accountability that arises out of the budget process. 

Senator Waldorf asked for a clarification of quasi-endowments. The 
Coopers & Lybrand report was brought up at this time as a potential reference 
tool, but it cannot be reviewed yet since it has not been finalized and 
released from the Blue Ribbon Commission. 
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State Auditor Carlson asked how many meetings might be anticipated. 
President Sauer replied that we could perhaps provide a detailed look at 
finances at the next one or two meetings. Another meeting would perhaps involve 
a review of the draft conclusions of the committee, and the last meeting would 

,-perhaps finalize those recommendations. The committee's work could be 
completed in four or five meetings. 

Mr. Carlson cautioned against getting involved in too many details, 
but instead, concentrating on the state of finances, the appropriate amount of 
oversight, and the comparative data, relative to other institutions of com
parable size and expenditure levels. 

Commissioner Triplett agreed with Mr. Carlson's first two points. He 
indicated of great concern is the inability to reconcile accounting information 
from the University with the state's accounting data. He stated that the 
University's reporting mechanisms are so different from that of the state, and 
a process needs to be developed to reconcile financial statements. He is also 
interested in how the capital budget is determined. 

Representative Carlson stressed that the committee should not duplicate 
what other entities are doing. 

President Sauer said what we need to get out on the table is exactly 
which University finances are of the greatest importance. Regent Kuderer stated 
that we should agree on what numbers we will use and whether we will use the 
external auditors' report. 

Representative Riveness stated that we need data that makes some 
sense, and that we may want to use Tom Triplett's office to help decipher the 
data. 

President Sauer stressed that University financial information 
would be presented in the best way possible. 

Representative Carlson said we need to talk about the reserve question, 
and discuss what the appropriate level ought to be. We should also center on 
the relationship of those reserves compared to the state level. President 
Sauer feels that the $40 million reserve level at the University is 
appropriate, but the committee now has an opportunity to examine that level. 

Arne Carlson indicated an interest in what the goals and objectives of 
the University are. He also suggested we get a look at the adequacy of 
University funding, perhaps getting a ten year snapshot of where funding 
has come from. As far as the Governor proposing a University ranking in 
the top five, he suggested that we either identify or dispel that ranking. 
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Senator Waldorf also said we should examine the criteria for 
determining appropriate expenditures from the reserves. President Sauer 
indicated that reserves should be used for one-time initiatives. He pointed 
out that several times he has had to tell people who expected money from 

-~~·reserves on a recurring basis that monies are no longer available for those 
purposes. 

President Sauer brought up the meeting schedule and suggested another 
half day session to discuss University finances. Representative Segal would 
like to be done with committee work by the second week in December. Or. Sauer 
also said that the committee should be prepared to tell the University if 
material presented is understandable and complete. 

Arne Carlson summed up by saying the entire process could be described 
as somewhat of an autopsy. President Sauer countered by saying he preferred 
to look upon the subject of this financial review process as alive and well. 

Oave Berg from Management, Planning & Information Services, then 
distributed state profile comparative information, relating to financing 
public higher education. 

Mr. Nobles said that public concern relates to the University using 
its resources effectively. He also suggested that there might be discussion 
about how the University is going to more appropriately utilize the services 
of the external auditor. 

Regent Kuderer, who chairs the Regents' Audit Committee, indicated 
that they will be making recommendations regarding audit compliance to the full 
Board this Friday. He said the Audit Committee was established in 1984. The 
group meets at least annually with the external auditor, and provides direction 
to the internal auditor's office. He indicated that this is one of the few 
universities where the Audit Committee has a charter. He asked whether the 
Financial Review Committee would be interested in hearing from the internal and 
external auditors. The committee affirmed an interest in hearing from the audi
tors. 

Vice President Carol Campbell stated that the University's fiscal 
1988 data would be available around November 1st. 

The meeting adjourned with an announcement that attempts would be 
made to schedule three additional meetings over the next six weeks. 
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STRATEGIC DECISION MAIUNG 
J. Financial Affairs 

FINANCIAL PERFORMANCE 

Stmtegic Issue #1: Assurance of sound financial management 
QUESI10NS 

Have annual financial audits been 
conducted regularly in the past? 

Has the institution received qualified 
opinions or exception letters? 

Have "deficiencies" been acted on? 

KEY TRENDS AND INDIC.:..10RS 

• Annual audit reports 

• Exception letters 

• Reports by management 

• Exception letters in subsequent years 

Stmtegic Issue #2: Positive financial performance 
QUESI10NS 

Has the institution met operational 
expenditures with operational revenues 
generated in the same year? 

How have surpluses been allocated? 

How h::l\·e deficits been compensated? 

\Vhat is the purpose of non-mandatory 
tr:msters be['l.vec:n funds? 

KEY TRENDS AND INDICA10RS 

• Annual surpluses or deficits 

• Surpluses or deficits as a percent of total 
operating revenues 

• Financial ViabilitY Ratio (Educational and General 
[E&G] revenues ffiinus expenditures and mandatory 
tr.111sfers divided by E&G expenditures) 

• Surpluses allocated to reserves 

• Surpluses allocated to subsequent operating budgets 

• Reserves allocated to compensate tor deficits 

• 'Non-mandarorv inter-fund tr:msters 

Strntegic Issue #3: Balanced sources of revenue 
Qt:E.STIO:-.:S 

To what extent are the sources of revenue 
di\·ersc and independent? 

How tuition-dependent is the institution? 

KEY TRENDS AND INDICA10RS 

• Percent of revenue by source 

• Tuition as a percent of total Education lnd 
General (E&G) revenues 
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How dependent is the institution on 
operating income from endowment and 
reserves (if at all)? 

How dependent is the institution on 
other sources of revenue? 

How vulnerable is the institution to 
'"soft" (non-recurring) sources of revenue? 

• Endowment and reserve funds used for the 
operating budget 

• Other sources of revenue as a percent of E&G 
revenues 

• Non-recurring ("soft") revenues (dollars, percent) 

Strategic Issue #4: Balanced expenditures 
QUESTIONS 

What financial emphasis does the 
institution place on instruction? 

What financial emphasis does the 
institution place on research? 

How much is spent on administrative 
overhead (institutional support)? 

Are operating expenditures funded by 
non-operating revenue? 

Are adequate provisions made for 
deferred and future maintenance needs? 

How much is spent on operating and 
maintaining buildings and grounds? 

How much is spent on institutionally
supported student financial aid? 

How much is spent on debt senice? 

How much is spent on other areas. such 
as public sen·icc. academic support, 
student sen·ices, and fringe benefits? 

KEY TRENDS AND IND~RS 

• Instruction as a percent of E&G expenditures 

• Research as a percent of E&G expenditures 

• Institutional support as a percent of E&G 
expenditures 

• Percent and amount of E&G expenditures 

• Percent of operating revenues dedicated to 
maintenance 

• Maintenance expenditures funded from 
designated reserves 

• Operation and maintenance of plant as a percent 
of E&G expenditures 

• Scholarships and fellowships as a percent of E&G 
expenditures 

• Debt sen·ice (principal and interest) on non
auxiliary nores as a percent of E&G expenditures 

• Public sen·ice, academic support, student 
sen·ices, and fringe benefits as a percent of E&G 
expenditures 

FINANCIAL CONDITIOl'\ 

Strategic Issue #5: Increase of institutional assets 
QCESTIO~S · KEY TRENDS AND I~DICAIDRS 

Ha,·e assets been increasing? • Total assets as reflected in audited annual statements 



Have the endowment and similar funds 
been increasing? 

Have plant funds been increasing? 

• Endowment and similar funds 

• Plant funds 

Strategic Issue #6: Prudent use of debt as leverage for needed assets 
QUFSI10NS 

How much short-term debt does the 
· institution have? 

How much long-term debt does the 
institution have? 

How much principal is the institution 
obligated to pay? 

How much interest is the institution 
obligated to pay? 

What impact does debt service (principal 
and interest) have on the operating budget? 

To what degree is future initiative 
constrained by current debt? 

KEY TRENDS AND INDICATORS 

• Short-term notes 

• Long-term debt 

• Annual payments of principal 

• Annual payments of interest 

• Accrued interest e."<pense 

• Interest and principal payments as a percent of 
the operating budget 

• Projected discretionary revenues 

Strategic Issue #7: Maintenance of strong financial condition 
QUESTIONS 

Could the institution repay its long-term 
debt with the assets it can legally use for 
this purpose? 

Could the institution repay its short-term 
dt:bt with its liquid funds? 

An: rcscn·cs increasing re!Jtive to 
expenditures? 

KEY TRENDS AND INDICATORS 

• Ratio of expendable fund balances to total debt 

• Liquidity Ratio (current assets divided by current 
liabilities) 

• Reserves as J percent of E&G expenditures 

E~DO\V~lE~T ~L-\~AGE.\1E0:T 

Snntegic Issue #8: Increasing total return on endo\vment 
QL'ESTIO~S KEY TRENDS AND I~DICAlDRS 

How big is the institution's true 
endowment? 

How much has the institution set aside 
in quasi-endowments (i.e. h.mds 
functioning as endowment)? 

• Total true endowments 

• Total quasi-endowments 
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How much has the institution set aside 
in a dedicated reserve fund? 

How much have endowments and 
reserves increased in capital value? 

What is the rate of rerum on invested 
endowments and reserves? 

Has endowment size kept pace with the 
growth in operating expenditures? 

Has the endowment kept pace with the 
size of the institution? 

How much is available either fOr 
reinvesting or for use as operating funds? 

How much has the institution reinvested? 

• Total dedicated reserves 

• Capital appreciation each year of endowments 
and quasi-endowments and reserves 

• Percent earned on invested endowments 

• Percent earned on invested quasi-endowments 
and reserves 

• Endowment as a percent of E&G expenditures 

• Endowment per FfE student 

• Discretionary endowment income (total amount 
of funds earned from capital resources subject to 
the board's discretion) 

• Percent of discretionary endowment income 
reinvested 

Stm:tegi& Issue #9: Allocating return on endowment between rurrent and future needs 
QUESTIONS 

How much endowment rerum is 
available for reinvesting in the principal or 
for use as operating funds? 

How much endowment rerum is needed 
to balance the current operating budget? 

How much has the insrirurion reinvested 
in endowment principal? 

How much should be reinvested tor 
future needs? 

KEY TRENDS AND INDICATORS 

• Discretionary endowment income (total amount 
of funds earned from capital resources subject to 
the board's discretion) 

• Operating deficits or surpluses 

• Percent of endowment rerum allocated to 
current operation 

• Percent of endowment return reinvested in the 
principal 

• "frends in return on investments 

• "frends in costs 

• "frends in enrollment 

• Trends in real endowment per student 
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• Diversity of Funding Sources 

• Complexity and Risk of Operations 

• Fiduciary Responsibility to Stakeholders 

• Decentralized Departmental Accountability 

• Financial Condition 
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• University of Minnesota is a $1.2 Billion Business 

• 1987-88 Revenues 

- 32% from State Appropriations 

- 10% Student Tuition and Fees 

- 23% Gifts, Grants, Contracts 

- 35% Dept. and Aux. Hospital Earnings 

• Revenue Mix is: 

- Spontaneous Rather than Planned 

- Entrepreneurial and Subsidized 

- Subject to Varying Levels of Accountability 
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Complexity 

and Risk of 

Operations 

• Ranks in Top 20 Universities in U.S. 

• Primary Provider of Education, Research, and 
Public Service in State 

• Funding Strategy is Complex and Risky 

- "Hard" and "Soft" Money 

- Federal Governemnt Priorities 

- Health Care 
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• Programmatic Needs 

- Information Explosion 

- Technological Advancement 

- Innovation Expectations 

• Competitive Demands 

- Students 

- Faculty 

- Research 
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• University is a Public Trust 

• University has Many Stakeholders 

-Taxpayers - Legislators 

- Students -Alumni 

- Donors - Federal Government 
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• Managerial Authority and Control 

- Diversity of Operations 

- Breadth of Scope 

• Responsibility = Accountability 

• Cascading Control and Authority 

• Managerial Oversight 

- Strategic Direction 

- Budgetary Authority 

- Accountability 

- Assessment 

-------------------



------------------~ 

CWTII-1111-•liil:lll 
c- - -- --~-- -) 

UNIVERSITY OF 
MINNESOTA_ 

[___ - . - - - - - ----=:1 

) ( 
c=::==_==:J 

~~~~~~ 
Financial 

Condition 

H 

• Strengths 

- Public Confidence (?) 

- Intellectual Capacity 

- Financial Reserves 

• Challenges 
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- Capital Investment 
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• Strengthen Accountability 

• Reestablish Credibility 

• Foster Partnership with Stakeholders 

• Articulate Vision · 

• Reconstruct Budgetary Policies 

• Improve Information Base 
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SUMMARY OF 

STATE PROFILES : FINANCING PUBLIC HIGHER EDUCATION 
1978 TO 1987 

BY 

KENT HALSTEAD 
RESEARCH ASSOCIATES OF WASHINGTON 

INTRODUCTION 

The purpose of this publication is to provide data and a framework 
to examine and compare state efforts in financing public higher 
education. Data are provided on several variables related to the 
financing of higher education. Halstead updates the document 
annually to provide the most current data available. The frame
work is a model that includes fifteen measures of conditions and 
state actions. According to Halstead, the objective of the model 
is to illustrate the "relative importance and interrelationships 
of the ... factors governing the financing public higher 
education". 

DEFINITIONS AND LIMITATIONS 

Halstead collects data from state higher education finance staff, 
the Advisory Commission on Intergovernmental Affairs and the u. s. 
Bureau of the Census. He uses the following nine data elements: 

1. Population 

2. 

3. 

4. 

5. 

6. 

High School Graduates 

Disposable Personal Income 

State Tax Capacity - Estimated using actual state and 
local tax base and national average tax rates. 

State and Local Tax Revenues - Actual tax revenues 
adjusted to tax capacity base. 

State and Local Appropriations - Includes state and 
local government revenues appropriated or levied for the 
operating expenses of public post-secondary education. 
The data include funds for institutional operations and 
for student financial aid. Appropriations that support 
research, agricultural experiment stations and extension 
services, teaching or affiliated hospitals and schools 
of medicine, dentistry, veterinary medicine and osteo
pathic medicine are subtracted in order to improve com
parability. 
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Annual Full Time Equivalent Enrollment - This measure is 
equal to full year equivalent for the collegiate systems 
and average daily membership for the TI'S. It includes 
enrollment in all degree and certificate programs, but 
excludes enrollments in the above mentioned medical 
schools. 

8. Tuition Revenue - Total tuition revenue is adjusted by 
subtracting state appropriations for financial aid (to 
students in public institutions) and tuition revenue 
paid by students enrolled in the above mentioned medical 
schools. 

9. System Support Index - This index reflects differences 
among states in the costs of providing instruction that 
result from differences in the distribution of enroll
ment among types of public institutions. 

Estimates are used for these categories when necessary in order to 
provide the most current data. Actual data are used for earlier 
years and the estimated data are replaced by actual data when 
available in the following year's publication. 

The data and the model have several limitations. All appropria
tions for financial aid to students in public institutions are 
attributed to tuition. State and local appropriations for support 
expenditures of non-instructional activities are attributed to 
enrollments. Differences among states in the use of indirect cost 
recoveries are ignored. The data on tax capacity and revenue are 
two years older than the appropriation, tuition and enrollment 
data. 

THE MODEL 

Halstead's model incorporates the existing conditions in each 
state and the actions taken by each state that together result in 
the level of financial support provided for public higher educa
tion. Examples of existing conditions include the number of high 
school graduates and the state's tax capacity. Examples of state 
actions include tax effort and the percentage of state revenue 
allocated to public post-secondary education. A brief description 
of each factor is included in the attached Table 1 from the 
publication. 

OBSERVATIONS 

The following are observations on Halstead's factors for Mir.nesota 
in fiscal year 1987 and on trends since 1977-78. They are based 
on a review of Tables 1 and 4 from "State Profiles: Financing 
Public Higher Education 1978 to 1987". 

1. Resident Student Source - Minnesota's public and private 
high schools graduate a comparatively large number of 
students relative to the state's population. The state 
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4. 

5. 

6. 

7. 
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was 21 percent above the national average in high school 
graduates per 1000 population in spring 1986. This 
figure has declined somewhat both in absolute terms and 
relative to the national average. In spring 1977 
Minnesota was 28 percent above the national average on 
this factor. 

Attendance Expansion Ratio -Minnesota's ratio of public 
enrollments to high school graduates was six percent 
above the national average. This figure has risen since 
1977-78 when the state was 91 percent of the national 
average. 

Student Enrollment - Minnesota's public post-secondary 
institutions enrolled a comparatively large and growing 
number of annual full-time equivalent students relative 
to the size of the state's population. Minnesota's 
annual public full time equivalent enrollment per 1000 
population of 38.3 was 29 percent above the national in 
1986-87. This represented an increase of 12 percentage 
points relative to the national average since 1977-78. 

System Support Index - Minnesota's public post-secondary 
education enrollment mix resulted in a public sector 
that was slightly more expensive to support than the 
national average. Minnesota tended to enroll slightly 
more students than the national average in more 
expensive types of institutions. 

System Load - Minnesota ranked 31 percent above the 
national average in system financial requirements. This 
was due almost entirely to the state's high enrollment 
level relative to population. 

Tax Capacity - Minnesota has a capacity to raise state 
and local tax revenue that was almost equal to the 
national average. If Minnesota had levied the national 
average state and local tax rates on its tax base in 
1985, it would have raised $1422 per capita, or 101 
percent of the national average. This figure repre
sented a five percentage point increase from 1984. The 
state's tax capacity has fluctuated in a small range 
above and below the national average since 1976. The 
fluctuations appeared to parallel the state's cycles of 
economic activity. 

Tax Effort-Minnesota's state and local tax effort was 
119.4 percent of state and local tax revenue capacity in 
1985. The state's effort has been above the national 
average since 1976, but the percentage has fluctuated. 
The 1985 figure represented a 12 percentage point 
decline from 1984. The decline appeared to be due to 
the increase in tax capacity and reductions in state 
taxes. 
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8. Tax Revenue - Minnesota state and local tax revenue per 
capita of $1698 in 1985 was 21 percent above the 
national average. This figure declined by five percen
tage points relative to the national average between 
1984 and 1985. The state's tax revenue per capita has 
fluctuated from nine to 26 percentage points above the 
national average since 1976. 

9. Allocation to Public Higher Education - Minnesota's 
percentage allocation of tax revenues to post-secondary 
education was slightly above the national average in 
1986-87. The 8.7 percent of state and local tax reven
ues allocated to post-secondary education was seven 
percent above the national average and represented an 
increase of seven percentage points from 1985-86. The 
state's allocation percentage had ranked as high as 18 
percent above the national average since 1977-78 but 
declined toward that average prior to 1987. 

10. Education Appropriations per Student - Minnesota's state 
and local appropriations per annual FTE student (FYE or 
ADM) of $3,854 were equal to 100 percent of the national 
average in 1986-87. The state's per student figure 
declined from 16 percent above the national average in 
the late 1970's and has fluctuated around that average 
in the last seven years. In appropriations per student 
relative to tax revenue per capita, Minnesota was 83 
percent of the national average in 1986-87. This figure 
has declined from 101 percent of the national average in 
1977-78. Appropriations per student exclude appropria
tions for research, agricultural research and extension, 
teaching hospitals and medical schools as defined above. 

11. Tuition Factor - Minnesota's tuition factor of 23.0 
percent was equal to 99 percent the national average in 
1986-87. This figure increased from well below the 
national average in the late 1970's to above the average 
with the implementation of the tuition policy in the 
1980's. The decline in the factor between 1986 and 1987 
was apparently due to the substantial increase in state 
appropriations for the State Scholarship and Grant Pro
gram which replaced reductions in federal Pell Grants. 
Tuition revenue is net of state appropriations for 
student financial aid. 

12. Estimated Net Tuition per -Student - Minnesota's average 
net tuition revenue of $1,148 per student was 99 percent 
of the national average in 1986-87. The trend in 
average tuition revenue has paralleled the trend of the 
tuition factor, rising in the 1980's and declining in 
1986-87. In average tuition revenue relative to per 
capita personal income the state was 99 percent of the 
national average in 1986-87. 
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Education Appropriations and Estimated Tuition Revenue 
per Student -Minnesota's appropriations and net tuition I 
revenue of $5002 per student in 1986-87 were 99 percent 
of the national average. This figure has declined from 
11 percent above the national average in 1977-78 and has 
fluctuated around that average recently. This pattern I 
has been similar to that of appropriations per student. 

Potential Tax Revenues Per Student - Minnesota's tax I 
revenues of $37,171 per annual full-time equivalent 
student were 78 percent of the national average in 
1986-87. This figure has fluctuated from 75 to 84 

1 percent of the national average since 1977-78. 

Collective Financial Actions - Minnesota's collective 
financial actions in support of public post-secondary I 
(education appropriations and tuition revenue per 
student relative to potential tax revenue per student) 
were 127 percent of the national average in fiscal year 
1987. This figure declined six percentage points ·1 
relative to the national average between 1985-86 and 
1986-87. The decline appears due to the drop in net 
tuition revenue per student and the increase in tax I 
capacity. The state's ranking on this factor has 
fluctuated but always been well above the national 
average. 

CONCLUSIONS I 
I These observations suggest several conclusions regarding Minnesota 

financial support for public post-secondary education and how that 
support compares to the efforts of other states. 

1. 

2. 

3. 

Enrollment in Minnesota's public post-secondary insti
tutions relative to its population is very high. 
Enrollment per 1000 population has grown since the late 
1970's both in absolute terms and relative to the 
national average. This growth was added to a level of 
enrollment that was already well above the national 
average. The growth appears to be due in part to 
increased participation by individuals other than recent 
high school graduates. 

Minnesota's average tax capacity and its very high tax 
effort combine to yield tax revenue per capita that is 
well above the ~ational average. 

Minnesota's above average tax revenue per capita com
bined with its average allocation to public post
secondary education suggest that it provides appropria
tions for public post secondary education on a per 
capita basis that is above the national average. 

I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

4. 

5. 

6. 

7. 

8. 

REFERENCE 

-6-

Minnesota's above average per capita appropriations for 
public post-secondary education combined with its very 
high level of enrollment relative to population combine 
to yield a level of appropriations per student that is 
equal to the national average. The state's level of 
appropriations per student have declined relative to the 
national average, apparently as a result of the enroll
ment increases and the decline in the percentage of tax 
revenues allocated to public post-secondary education. 

Minnesota's high tuition rates combined with its high 
levels of appropriations for student financial aid 
result in levels of net tuition revenue per student that 
recently were above and now are equal to the national 
average. 

Minnesota's average level appropriations per student 
combined with an average net tuition revenue per student 
result in levels of appropriations and tuition revenue 
per student that are equal to the national average. 
Recent declines in appropriations per student have been 
balanced by increases in net tuition per student to 
achieve more stable levels of appropriations and tuition 
per student. 

Minnesota's potential to support public post-secondary 
education on a per student basis is low relative to the 
national average because of its high enrollment levels. 

A comparison of Minnesota's appropriations and net 
tuition revenue per student to its available tax dollars 
per student suggests that Minnesota's efforts in finan
cial support of public post-secondary education rank 
well above the national average. This high ranking must 
be balanced with a recognition that as a result of high 
enrollments, the state's above average effort yields 
average levels of support per student. 

Halstead, Kent. State Profiles : Financing Public Higher Education 
1985-86 Research Associates of Washington. 1986. 

ATTACHMENTS 

Tables 1 and 4. 
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14. TENNEUU 
IS • 5011111 IWIUT A 
21. ri:NNsn.VANIA 
27. VIIGINIA 
U. IWIIOONSIN 
Jl . ALAIIAIM 
II. lliNNfA:TICITT 
31. liiUIIGAH 
U. liiNHESUTA 
U. DIST OOL 
U. liiSSOUII 
35. 011~ 
)I • IIQfTANA 
U. TEXAS • 
I I • NOII111 IWI.UTA 
3 I • liAIYl.ANP 
4D. K\SSADJJSElTS 
II. NOII111 CAROLINA 
12. MSHINGrofl 
tl. KAIN! 
44. liiSSISSIPPI 
15 • .\LASKA 
41. ILLINOIS 
41. fl.lJIIIDA 
II. NDI JERSEY 
41. NI:W YOIIJI 
50. NEVADA 
U. C.\LII'OIINIA 

UNITEil STATU 

SSI• ISII Ill 
Approp Tulllon Tot•l 

120 
Ill 
Ill 
Ill 
110 
lU 
Ill 
lOt 
lOt 
101 
101 
101 
JOt 
101 
101 
107 
101 
105 
105 
107 
101 
104 
105 
101 
101 
IOJ 
101 
101 
101 
101 
101 
101 
101 
100 
101 
100 
100 
tl 
tt .. .. 
tt 
t7 .. 
t7 
II 
tl 
t7 
n 
u 
to 

100 

117 
no 
lli 
114 
IU 
101 
Ill 
Ill 
107 
101 
101 
117 
107 
101 
101 
101 
107 
107 
117 
104 
102 
107 
lot 
103 
104 
103 
IOJ 
101 
IOJ 
101 
101 .. 
au 
101 .. .. 
100 
105 
100 .. .. .. 

15 .. 
17 
II .. .. 
It 
It 
10 

100 

Ill 
Ill 
Ill 
IU 
Ill 
Ill 
Ill 
110 
lOt , .. 
101 
101 
101 
107 
101 
107 
107 
101 
101 
101 
105 
105 
104 
103 
101 
IU 
IU 
Ill 
101 
101 
101 
101 
101 
100 
100 
100 
IDO 
100 
It .. .. 
II 
17 
11 
17 .. .. .. 
n 
u 
10 

100 

ll Syataa Support lade! (SSI) Conatruetad atate end local 
ao.era.eot odacotloa •pproprtatlooa ... tottloa r•••oua per 
ato4ent loud on eppllutlon of a•tlODal .. dtan ratoa loJ 
type of taat1tut1o11 to atete e11roll•ot at• (C). Heaaurea 
tha ulatha fuodlna UfiUlr-nte of a otAto'o .!I!!!!! ol 
htahar aducotto11 by taklna l11to oecount tba otudaot-ralatad 
oducotloa coata uaoct.cad with each tJp• of laatltatlon 
which ara d•p•ndeat OD ••••ton., acad .. tc 8Dd public aervlca 
proau•a, ODd aupport roqulra-au. (IIIPUT factor) 

- - - - -
SYSTDI I.(W) 

I)Sten financial Requlren~•• 
Ul6-11 
(ENROL • U) 

l • HEBIIABIIA 
1. HOII111 OA11.11TA 
3 • DELAIIAII 
4. KANSAS 
$. WISaJHSIN 
I. NI:W liD 100 
1. AIII1UIA 
I. IIIHHESOTA 
t. lffAH 

II . OOUliiADO 
II . NOII111 CAROl. INA 
11. OIU.Ali:MA 
u. l()tjA 
U. liiCIIIGAN 
15. AI.ARAKA 
II • WYIJM I N:l 
17. OREJIJH 
II • WASH II«OIUI 
11. VIRGINIA 
20. CALl rOIINIA 
11. IDo\110 
U ... IHTANA 
U. lli.\IIYLAHD 
24. TEXAS o 
15. VEJUUIT 
11. IIISSISSIPPI 
11. IICIIANA 
II. 111001 I SJ.AN) 
u. auo 
30. WEST VIIGINIA 
31. ILLINOIS 
n. MWAll 
U. LWISIANA 
H. ALASKA 
35 • I EJm)(][Y 
Jt. IOt1l1l DAIIUTA 
17. lllSSOU.I 
Jt • AIUI.ANSAS 
3 t • IOt1l1l CAIIOL INA 
41. TENNESSEI 
II. HEW IIAMPSHIU 
42. FL.OIIIIlo\ 
1J. GIXJIIGIA • 
H • NDI YOIIJI 
15. PENNSYLVANIA 
H. IIAIHE 
47. IIASSACIIJBETTI 
41. NEVADA 
41. COlHECfiOtr 
50. 111:1'1 JERSEY 
51. DIIT alL 

UHITEil STATES 

Pub atuden11 
load adJ per 
1 1 000 pop lnde• 

41.0 
44.) 
40.1 
40.1 
40.3 
31.~ 

31.1 
U.l 
31.1 
37.1 
17.5 
17.1 
U.l 
35.7 
lL) 
35.) 
34.7 
33.4 
33.3 
33.1 
33.0 
31.1 
U.2 
31.1 
U.i 
31.4 
u.o 
30.1 
30.4 
11.4 
U.l 
lt.l 
11.1 
21.4 
11.1 
15.1 
15.1 
15.1 
15.1 
14.$ 
14.0 
u.s 
U.4 
21.1 
II. I 
II. I 
II. I 
II. I 
11.1 
11.1 
U.l 

Zl.l 

162 
150 
131 
U7 
Ill 
Ill 
IU 
Ill 
Ul 
121 
127 
121 
au 
121 
Ill 
Ill 
117 
Ill 
112 
112 
112 
110 
101 
101 
101 
101 
105 
103 
IOl 
100 
II .. 
15 

•• 
II 
II 
17 .. .. 
u 
II 
71 
71 
75 
14 
74 
71 
71 .. 
13 
43 

100 

SYSTDI LOAD Syot•• Plaa11chl bqulre.eoto 
rtnanelal load on oyotaa l•poead bJ 
a~~rol ... nt oDd dtfferaotld coete for the 
tJpee of l111tltutlooo Involved (!NJOL " 1)). 
leported to 011ouol JTE otudo11U edjueted for 
the notional •dian 1ducatlo11 approprhtlo11 
and tuition fundloa rotaa oaeocletad vlth the 
anroll•ant •111 by tJpa of laotttutlon vlthla 
the atat•'• public hlaher odueotlon ayotaa. 

I 
\ 

- - -
.. 
Ta• Car••c It y 
un est. 

1. AI.A9KA 
I. W\"0111 Nli 
3. NEVADA 
4. Dll.AI'IARE 
5. aJHitiX.'TICIIf 
I. DIST COL 
1. OOLOIIADO 
I. CALl fOIINI A 
I. HAW.\ II 

10. IIDI U.RSEY 
II. TEXAS • 
II, liASSACIIUSElTS 
u. aa . .viOM.\ 
U • 111:1'1 RAMP Sill RE 
n . MAR YI.ANII 
II. UAllllll" 
11. !Mlllnl llAIIIJf A 
II. H~ Yl*& 
II. MINitESOTA 
20. NIW MF.XICO 
21. ARIUflA 
12. I.OUISIANA 
U. 1'1.\SIIIL'Mol\lN 
U. KANSAS 
15. ILLINOIS 
II. VIRGINIA 
n. Vll!KNf 
II. liiDIInAN 
lt. OI[IDN 
30. NlliiiASK.\ 
ll. WISOONSIN 
31. auo 
U. GWIIGI A • 
lC. IIONTANA 
35. NJR111 CAIIOL INA 
ll. MISSIJUII 
37. PENNSYL¥AIIIA 
31. !lAIIlE 
U. INDIANA 
40. RI.U ISI.AitJ 
41. l()tjA 
11. lF~NESSEE 
U • 5011111 IIAIUT A 
44. lffAII 
15. SOiml CAROLINA 
41 • II. ENllJ(l(Y 
41. lllAIIO 
41. WEST VIRGINIA 
ct. AI\KANS~S 

50. ALABAMA 
51. liiSSISSIPPI 

-
l,k1llars 

P"' 

-
c•1,1 ta I ndt·x 

,J,l78 
U,5Jl 
U,021 
U,760 
ll,ltl 
f1,70l 
u,no 
u,us 
U,l61 
.... u 
U,U2 
U,511 
u,sn 
u.~u 

II,UI 
U,501 
II,U6 
11,421 
u,nz 
u.uz 
.. ,401 
.. ,194 
U ,JIO 
'1,)7f 
II • 113 
.. ,352 
U,l51 
U,3ot 
11,215 
u,zn 
u,zn 
ti,Z67 
ti,Zn 
u,zn 
II' ZJI 
U,UI 
u,ut 
u,ne 
U,U5 
U,lll 
11,117 
..... o 
U,140 
II,U6 
u,on 
11,070 
II, O>l 
11,051 
U,OZI 
11,021 ... ~ 

2fU 

110 
114 
125 
IH 
121 
IZO 
Ill 
Ill 
115 
114 
Ill 
Ill 
Ill 
101 
I 07 
I 02 
101 
101 
101 
100 
n 
II .. .. 
" " u 
IZ 
10 
10 
tO 
90 
10 .. .. .. .. 
11 
16 
IS 
II 
II 
10 
11 
76 
n 
75 
13 
1) 

70 

UN I TEll STATES U ,401 IOU 

14 Tox Capoc~.!l_ The pot en< hi of euu end 
local f0'9arDaeata CO obtala I'~VCf\Uea for pubJfc 
purpoou throuah nrloue Uodo of t .. u (D/A). 
"•aaure~ lby a "rapreaeatatl1'e taz ayate•" that 
••flo•• tho toa capoeltJ or • atete aod ttl local 
1o••n•eata aa the a-aunt of revenue tbay could 
ratae 11 all 50 atata-local •1•~cma •r~tte~ 
tclentlcal tax ratea (national averaaea) to their 
rupacttva tax buol. (IIIJ'lTT factor) 

- -

I 



- -

TABLE I n 
sn~·· tACitliU 
IN ITATI 
surrorr or 
PIJBL IC H I<JIER 
f:IJIJ(:Afl~ 

1111-11 

T•• t;llort 
Ill~ aot, 

Percent lndaa 

p 
0 

1. NDI YIEI 
1. DIIT rot. 
J. ALASKA 
4. IIISOJNS IN 
5. IIIDIIGAH 
I • llltniiC ISLAICI 
7. IIINN!SOTA 
I. 1f-
t. UTAH 

10 • lllNTAHA 
II. NDI ~USEY 
Jl, IllEST YIIIGINIA 
I J. IIASSAOIJI!TTI 
J4, IIAINE 
IS. ILLINOIS 
II. ORF.l~ 
17. PI:NNSYI.VANIA 
... 01110 
II • 111011 NG 
JO. ~ECTIUII' 
II. IIAI'IAII 
Jl. IIASHJN;'J\IN 
JJ. IIARYI.ANil 
U. IANSAS 
15. NERIASIA 
U. INDIANA 
n. niiDff 
U. AIIZ~ 
U. CALIFOIIHIA 
J 0 • SIJifl1l CAIIOL INA 
U. IDA111 
U. AUAN5AS 
U. IIISSIISIPPI 
U. NOinJ DAII.OTA 
J5. AlA lAllA 
II. NOinJ CAIIOI.INA 
n. WUISJANA 
U • IENTUCJCY 
2f. GllOIIGJA • 
tO. VIRGINIA 
II • IOI!T1t DAII.OTA 
11. IIIISOtJRI 
I J. NDI IIEll HXI 
U • Tt:IINESS IE 
• 5 • COI.OIIAilO 
U.IJIIUI~ 

41. PtL~ARE 
41. FUliiiPA 
41. TEXAS • 
U. ~l~j JIA)Q'SIIJU 
51. NEYAIM 

1u.n ., .... 
u1.1• 
115 .... 
au . .,. 
Ill.,. 
Ill. 4,. .... ,,. 
110 ••• 
.... I. 
101 ... 
111.1,. 
101 • .,. 
105.,. 
105.111 
104.,. 
JU.J,. 
101 .... 
101.111 
101.1'1 ..... 
n.n 
11 ••• 

••••• n.n 
n.n 

"·'" n.n ...... 
u.s. ... ,. 
U.JOI 
u ... 

"··· to . .,. 

••••• ..... ..... 
II .... 
11.111 ...... 
11.111 ... ,. 
u .... 
u .•• 
n.n 
71.1. 
u.n 
n.n ..... 
u.n 

Ill 
Ut 
U1 
Ill 
111 
Ill 
Ill 
110 
Ill 
101 
107 
101 
101 
lOS 
105 
104 
IU 
IOJ 
IDI 
101 .. 
•• n .. .. 
15 

" 15 
15 
It 

•• 11 .. 
" II .. .. 
10 
to .. 
•• •• .. 
It 
u 
11 
71 
H 
71 .. 
15 

IJNITm STATU 100.0. 100 

U tu Effort Stote and locd tall anoaua collected 
•• a perceetaao of ototo aad local ••• carocltJ (1/D). 
,.. off ott ... oano, u • pneeacaa•, •- .,ell of 
aUla aad Joul aou.--at tu eapacllJ ta tctuatlJ 
••••· Tho tao raYaaua collected for tll atataa •1uala 
total tu capacUJ uuoavt••• ao that tho aatloul 
affort, l>J doflallloa, tt 1110 ponoac. !Uon 
... eoaroo for tba ladlvtdual atotoa ta•tcato hov tll•J 
c08paro wltb the aatloaol nero&•· (ftOCESS factof) 

- .. - - -

TAX 
T•• hve•nMI 
1115 .... 
114. 15) 

1. ALASIIA 
1. M'I»>IHG 
l. DJST rot. 
4 • HEll YOIIJ[ 
'. Q)Mjtctlcur 
I • HEll JEIISIV 
7. IIINNESOTA 
I. IIASI¥.U/1Enl 
t. 1~11 

II. WJSOOHSJN 
11. IIICHJGAH 
11. CALUUIHJA 
U. IIAIIYLAICI 
It. IIKDE ISLAICI 
15. IJ.LINilll 
11. roi..IJIIADO 
17 • llEI.IIJoiARI: 
II. 1111NJ'ANA 
••• OilED!»~ 
to. llfASHJI'CIUf 
Jl. ARIZONA 
U. IANSAS 
U.HEVARA 
Jt. IOWA 
15. HURnJ DAII.OTA 
II. CillO 
t1. IIAINI 
II. WIWIIfr 
II. UNNSYLVANIA 
U. I.OUIIIANA 
U.ltrAH 
U. CIIJ.AIIlllo\ 
U • NEIIIASKA 
14. HEW IIDIOO 
35. YIIGINIA 
U, tr.XAI• 
17. INDIANA 
U. ~GIA• 
U. ~ CAIIOLINA 
40. M:ST VIIGINIA 
41 • r1.011u>A 
t1 , IIISSOURI 
t l • 1011111 CAIIOL INA 
t4. NEw "" ..... u 
4 5 • 1011111 DAII.OTA 
41. I DAltO 
47 • IEN1UL1C\' 
II. U:NNUS!I 
4t. AIIJCANSAS 
5I • ALAIAIIA 
51. IIISSIIIIPrl 

Dollaro 
per 
capl ta 

11,444 
U,511 
u,nl 
u,tu 
U,711 
ti,Ul ...... 
tl,IU 
..... 1 
u,us ..... , 
u,ne 
.... u ...... 
U,445 
11,401 
ti,UJ 
tJ,J70 
tl,l51 
u,uo ... , .. 
tl,UI 
tl,lU 
u,n1 
tl,l14 ... , .. 
U,I04 ...... 
u,uo 
n,tu ...... 
u,u1 ...... ...... 
11,113 ...... ...... 
u,us ...... 
n,uo 
11,111 . ..... 
II ,U7 .... ,. 
ti,IOl .... 

ttn 
tt57 
tt41 
lUI 
tt07 

UNITED ITATIS 11,401 

lnde• 

311 ... ... 
Ill 
125 
JU 
121 
Ill 
111 
IU 
IU 
Ill 
105 
104 
IOJ 
100 .. 
t7 
II .. 
15 
J5 

•• .. 
u 
n 
u 
n .. .. .. .. 
II 
15 
15 
15 
u 
II 
10 
10 

" 11 
11 
n 
11 
71 .. .. 
17 .. .. 

100 

tAl. tea leveauea Iter• aa4 local res revenue 
collect .. par caplra (14 • IS). Colloctad tu 
ronauo npruaau clio vooltll a•aUallla co ototo 
aad local IO'Iara.eata for puhllc •••· Tile lades 
oaaaattallJ ldoatlflot ~rlcll~ •••••• "poor" atatoa 
accor4taa to tilt alae of tllolr carront tao lacoae. 
State wodth aucll •• aoatu rn..,uoo fr
ao•arn-at fua DDd CUriU for UllfD& certala 
public aerolcaa aro aot taclu4••· 

.. - - - - -

.. 
Alloc•t I on ,,, Pub I lc 
Hl1her t:.duc•Uon 
IIU-17 

J, NIJIInl CAIIOI.INA 
I. HAIIfA II 
J, IDAID 
4. NEW IIJ:XIID 
S. ALABAIIA 
I. TENNESSEE 
1. CAI.JroRNIA 
I, llt:LAIIfAIIE 
I • HURnt DAIIOTA 

11. 1/TAII 
ll , SIJifl1l CAIIOI.I NA 
U. ARIZa~.\ 
U. VIRGINIA 
II. IIJSSJSSIPPI 
15. KANSAS 
II. IEN11Kl!Y 
11. OHEflltj 
II. llfASHINI;'I\lN 
II. IIISCONSIN 
10. lllllfA 
U. W\'f .. INJ 
U. ARKANSAS 
U. IIINNF.SOTA 
U. INillAHA 
15. GI'A.GIA • 
II. U:XAS • 
11. IIISSWRI 
11. IIJQIJGAN 
tt. IIONTANA 
10. IIAINE 
u . liAR n.Aitl 
U. NEIIIASIA 
U. RllllOE 111...\Nl 
U. ILLINOIS 
35. OKUIDIA 
Jl. NEYAIM 
n. 01110 
Jl, IllEST VIRGINIA 
II. (l()LORADO 
40. FJ.OIIIDA 
U • SIJifl1l DAKOTA 
42. PDINSYLVANIA 
43 • NDI YCIIII 
II • J.OU II I ANA 
1~. ALASKA 
41. NEW JDISU 
47 • IIA SSAOIISIETI'S 
4 I • rotlttc'T I CUT 
4t. NDI IIAMPSHIRE 
u. 01 sr COl 
6 I • vtRIIOHI' 

UliTED STATU 

tduc:aliou 
C total I .,,,.uop 
., • &.ercent or 
••• revenue lndea 

U.I'IO 116.11 
u .... 115.0) 
11.3'11. IU.II 
11.4'11. IU.I) 
11.2"11. 114.11 

II . '" I u . 5 I 
1o.r" I 12.1 I 
10.7'10 (11.11 
10.5'11. I 14.01 
10.5" (IZ.OI 
10.5• I 11.11 
10.1. 112.31 
...... 112.41 
1.5'11. 413.11 
t. 2"11. Ill. 71 
I.Z"'o 412.11 
I. I'll. t II. 4 I 
..... 410.11 
..... 110.11 

'·"' tao.~) 
..... 11.11 
I. 7'10 Ill. II 
1.7'10 (10.11 
I. 5" I I 0. o I 
1.n 110.11 
1.1. 111.41 
1.1'11. (1.2) 
•.•• 11.21 
7.... (1.2) 
1.... (1.11 
1 . .,... 11.11 
1."' 111.4) 
1.5" I 1.11 
1.5. 11.11 
1.1'1 11.1) 

7 ·'" (1, 31 
1.1" 11.51 
1.1" II. I) 
I . .,. lt.OI 
1.5'11. 11.11 
I. 5" (1.1) 
I.J. (1.11 
•. ,. 11.11 
1.n 11.11 
1.0'10 11.11 
5.... 17.41 
5.5'11. U.ll 
5.4'11. 11.51 
5. I'll. t 5. 4 I 
I. flO t 4. I I 
t. n t 5 .II 

'" 151 
151 
Ul 
137 
Ill 
Ill 
112 
uo 
1)0 
121 
IZI 
122 
Ill 
Ill 
II) 
Ill 
110 
110 
101 
101 
107 
107 
lOS 
101 
100 
100 .. 

17 
IS 
14 .. 
12 
12 .. .. 
17 
11 
ll 
u 
10 
71 
77 
71 
n 
11 

" IS 
IJ 
Sl 
52 

1.1.. 11.11 100 

16 '!llocarfoa to PubHc _!!!1!!!!_.!!!!!!.!!.!!!!! State 
aad local &as ro'loaue opproprloted or levied for 
cunaat opouttea o4uca~ upe11ooo of pubUe 
taacltut loao (h+fb-Fc) /!. Thh utlo ouuuu 
th• t'elattw• l•port•oce aad requtreeenc • of 
llaoaetea public atudoat educatloa to tho fuadllll 
of otlln public oer<lcoo fa the ototo aad locel 
aovora.ent lludaeco. tbo ratio for &otol 
approprlatloao to obova Ia (). (PIOCESS foetor) 

- - - - - -
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--------~----------• 
TAIIU I INPUTS PROCESS 
lEVEN PACI'ORS Potenllal Tax llevenuea Collective Financial Actlona 
IN STATI per ltudenl ReiUive OUTPttr/INPIITS llohllve 
SIIPI'OIIT or llt/lhl21 to •r•l.., 15 • 11111-n I to •rot em 
PUBLIC IIIGIItJI Dol lara financial financial 
£1JUCATI<»t per load toad 
1111~11 atudent lnde• lndea (Ranll) rercenl lndea tndea (Ran 

I. PIST 0111. UU,UI 117 2U Ill I. IWISOJNIIN 11.1" IU Ul Ill 
I. ALAIIIA IIU,IU Ill 211 Ill J. IIIOIIGAH U... HI llt Ill 
1. <XHIICTIC1/T 114,111 ltl Itt It I t. ttriJI U... ItO IU II I 
I. NEV~ Ul ,U7 Ill 201 U I I. l!loWA It .I" I H 120 110 I 
I. NEW Jr.IISEY 111,711 171 IU Ul I. PELAI'WIE U.l" IH Ill (Ill 
t. IWlUIINO 171,117 Ill Ul (71 I. HAWAII U..... UO Ill ltl 
7. IIASI.UUJSETTI I 71,7 II I U 151 It I 7. tolnt CAIIOL INA ll. "i" Ill I U U I 
I. NDIHMII'IHIU 111,115 IU U1 (II I. AlAI- U.... 121 121 171 
1. PLORIPA IU,Itl IU ItO ltl I. tolnt PAIIOfA U.S.. 121 121 Ul 

II. IIAIIAII lll,UI UO 120 (Ill II. IIINNISOfA U.S.. 127 Ill ltl 
11. NEW YOU 110,171 Ill Ill (Ill II. IDAIID 11.4.. 127 Ill (14) 
II. G-GIA• 151,151 Ill Ill (U) II. lotml CAROJ.INA U.K IU IZI (Ill 
U. PIMII'rLYANIA 151,121 IU Ill (121 U. IIISSISSIPPI U.l.. 124 121 ltl 
U. IIAINI Ut ,ttl Ill Ill Ill I It. VUIIJIIf U.l" IU 104 I U I 
U. UJIJIIJANA 153,111 Ill 101 (11) U. RJWlllE ISLAND ll.t'IO IU IIJ (171 
11. PELAIIAU UI,JU 101 t1 lUI 11. OIIIXlDN U.'i"'" 120 120 (Ill 
17. ¥JlUO(f 151,011 107 tO (Ill 17. YIJIHINIA 11.310 Ill IIJ (Ill 
II. ThAll • 151,111 101 101 I Ul 11. TDIHESSEE 12.1" 115 Ill (Ill 
II. IIIISQUltl IU,JOI 101 101 (II) lt • .UIZOHA 11.1" IU 110 1201 
JO. T£HNESSU 117 ,Ill 101 It I II I II. I Hill ANA U.l" Ill 102 1251 
II. OOLIJRAllO IU,Ill 101 II lUI U. -.viSAS II."' 112 104 lUI 
U. IIARYJ.ANII tti,UI t1 U (UI U. NEW WORK 11.5.. JDI 117 (lSI 
U. lOUTH CAROLINA IU,U7 II II lltl U. l".AI.IFIIINIA ll.t" IDI 120 (UI 
U. ll'allM JWI11JA IU,US t5 II IU) U. HI'W IO:liiiOD II.J" 107 tO (JS) 
IS. CALUIIINIA IU,JI7 15 101 (II) IS. MSIIIHGTOH 11.310 101 101 (Ill 
II. ILLINOIS IU,I1J IS It (JOI 11. 01110 11.2'll 101 101 1211 

P 17. O&IAIIOIIo\ ttl, tOJ II tt I 17 I 17. IDoiT1JIIT II."" lot t1 IJO I 
~ II. INDIANA tU,UI II II lUI II. IDITANA 11.0... JOt JOt (151 

tl. JIDmJa[Y tU,III II IS lUI tl. IIAJNI 11.1'11 IOJ 107 (U) 
10. OHIO tU,IU II tt (ltl II. PENNS'rLVAHIA IO.h 100 17 Uti 
U. NEW IIDIOD tU,I07 10 71 (ttl U. IIARnANP II.... 100 101 (17) 
U. AU.AHIAI IU,lll II IS IJII U. ARIIANSAS 10.5.. tl II I Ul 
U. IHOIIE IILAHII tU,711 10 II (Jt) U. NUIASKA ll.t" II to (Jll 
U. ¥1RGINIA 111,141 II U (JOI II. WEST ¥11GJHIA 10.4" It to lltl 
15. IIIASHIHGTOH IIO,UO 15 17 (ltl II. IWYOIIING 10.... t5 II 07) 
Jl. !WEST YIIGINIA UI,IIO II 7S (II I 11. IIISSOOIII I. 111 U U I U I 
n. IOnANA UI,IOI U II (U) n. ILLINOII 1.111 II tl (Ill 
II • .UIZONA tH,710 71 71 IJI) II. GllllRGIA• 1.5.. 10 t5 (Jtl 
II. GI£00N U7,U1 71 71 (UI 11. CU.OIIAPO 1.1" II U (101 
10. IIINNESOfA U7,111 71 71 117) 10. ALASIIA 1.111 U II lltl D The pe)IN!nl of hllh non·ruldenl 
II. lll!liiGAH tU,ISI 71 77 Uti 11. 1otm1 PAIIOfA 1.~ 71 71 lUI tuition br • Iori• proportion of 
U. IAHSAI fli,7J$ 77 71 IU) II. WUISIANA l.l'll Tl 7l (U) out-of·ototo oludento. ouboton-
U. IOI'IA IJI,IIS 71 II (U) 12. NEW JERSEY I.R 77 10 lUI tlellr lnereueo lultlon rovonueo 
41. IDAIID tU,U7 71 11 (Ill 41. NEW HMII'SHII& 1.?-. 7l U (HI end corrupondlniiY roducu 
15. ttriJI JU,ttl 70 II (U) 15. TEXAS • 1.A 71 1Z (UI opproprlotlon requlromento. 
II. NOint CAAIJI.IN.\ t31,101 II II (U) II. IIIASSAUIISETTS 7.2'll 61 70 (tSI 
t7. 101111 DUI1TA UI,40I II II (U) t7. OKLAIII*A 7.2'll U U lUI •r .. ·nrll• ond Touo doto 
U. IWISUJNSIN tll ,071 17 II I 17 I U. PIST UJt. 1 . ...,. II IS 1411 eoll....,r•-.1 ond lncl uoh•d to ootob-
tl. MISSUSIPPJ UO.tOI U II (Ill U. UJNNFt-'TIUTr 1.111 IS II (Ill lloh nollnnol ronkln1o o,.J U.S. 
10. ALABJIIIA tli,IIO U II (UI 60. fWRIM 1.1.. 5I II (Sll loUie. llo nol uoe or Interpret 
II. NUIASIIA UI,OII II 51 lUI Iii. NEVADA i.n 5I ID (501 tho .. eollmateo. 

UNITED STATU 117,101 IDO 100 UNITED STATES 10.5... 100 100 

JIIPDTS Potoatlal Tn lleYnuo per Studeat Tbue PRJJCUS Colh<tlve Flaoachl Actioao Tho co•blaed PROCESS 
c.oebto .. t..,..c factor• aet .. ltab a el.te1a ltaatc caa factor• are the flaanctal acttoaa -,t;;t ••t•tdtah the dearee to 
potaatS..l to ftaaaca pultlte taetltatloe• .. elaU.va to tthlcb the INPUT potaatlal taa dollera par ahadeat •r• actuallJ 
orudoat earoll-ot load (14/fl a U)_ blotholJ' utlllu4 10 achiOYo 1ho OUTPUT oupport hvol provld•d-- IS • 
aubh tu pote•tlal to UlLIIa .. taUY14ual etu4eat'a 161(1-17). Sratoo with hl&h PlOCESS levoh are aakln& o 
educatloa vStbout taklDI t.Dto account the tJpaa of auhataotlal coebtaad taa: effort, allocatloo to education, and 
laetttaCtooa atteaded. ta• potaattal ral.atacl to tba tultloD charae to ftoaaca public taatltutfona. fROC!SS • 
at•t• IJat .. •a flllaoclel •urport raqutr.-cota Ia OUTPUT/INPUTS n,e PIOC!SS attfooa related to the atate ayet••'• 
reported •• aa tad••· (DlPDTS/SSI) flaeoctel eupport requlre•entl 11 reportecl •• •o ladea 

(PIOCtSS/SSI) 



TABLE 4 II u ENROL 13 SYSTEM LOAD 14 n 
SEVEN FACTORS Resident Attendance Student Sylttm Support Syatan To Capac lty To Ettort 

IN SlATE Studerit Expansion Enrollment Index Financial 
SUPPORT OF Source lll&h Rallo (ll • 12) Requlranenu 
PUBLIC II H.iiER School Grade (ENROL II U) 

ElllJCA Tl ON Annual 
HISTORICAL HS arada FTE public FTE public Pub atudenu 

per atudenu atudenta load adJ Dollar a 
1,000 per liS per 1,000 per 1,000 per 
pop. lndew rrad lndew pop. Index App Tuition Total pop. Index capita lndt!X Percent lndc• 

IMIIYLANU 1977-78 15.0 lOS 2.14 89 32.1 103 lit 100 99 31.7 102 S1ll 100 112.4~ 112 
1171-10 14.7 l 01 2.lS t7 31.1 103 II 100 811 31.3 102 Sl25 100 l 06 •• ~ 106 
1980-ll u.s lOS 2. 20 85 31.1 101 .. 100 99 31.1 100 U57 99 109.3~ 109 
1911-IZ 14.1 110 2. 24 14 32.7 103 89 100 91 32.4 102 ,,., 99 J08.n 109 
1982-13 u.s Ill 2.29 14 33 .I 104 19 100 99 32.1 103 ,1,008 18 107.4~ 107 
1983-14 IJ.I Ill 2.44 88 33.1 lOB 89 lOD 98 33.5 101 ",108 119 I 06. ft 106 
1984-15 13.3 112 2.53 100 33.7 112 99 100 99 33.3 Ill U,l64 99 107.~ 107 
U85-16 12.1 Ill 2.13 101 33.3 112 .. 100 119 32.1 Ill u,ue 119 l 06 .s .. 107 
18811-17 12.1 110 2.69 100 32.S 110 89 100 99 32.2 101 u,su 108 t7.5'1l 17 
1987-U 

MASSAiliiiSI:'rrS 1977-71 14.4 lUI 1.45 67 21.0 68 98 96 98 20.& && .669 83 136.~ Jl6 
1971-10 15.2 lOt I.U .. 21.4 70 Ill It ,. 21.0 &I un 83 142.4'11. 142 
19HO-U 11.4 120 l.l& 59 22.3 70 91 96 .. 21.11 69 UJO 113 144.4 .. ... 
IUI-12 U.ll 112 1.41 62 22.2 70 .. 96 Ill 21.7 61 ., .. t6 . 134.5 .. 135 

0\ 1882-83 14 •• Ill 1.48 10 21.1 18 .. 96 .. U.2 17 un 86 IU.U.. 134 
VI UU-14 14.4 114 1.49 60 21.4 .. .. 86 98 u.o 17 U,lll 100 111.4~ Ill 

1184-85 14.3 120 1.50 60 21.5 72 •• t6 98 21.1 70 U,253 107 II 2 .I .. 112 
Jlll!i-81 u.o IU I.U 59 21.3 72 •• .. .. 20.1 70 U,4U Ill 101.4 .. 106 
1986-87 13.6 123 1.59 59 21.1 73 •• 16 98 21.2 72 ",511 Ill 105.r.. 108 
1987-88 

MJOIIGAN 1977-71 16.3 114 2.00 92 32.7 101 101 101 101 33 .I 107 .734 102 101. ft 102 
lt78-IO 15.5 Ill 2.23 101 34.1 IU 101 101 101 34.1 IU U50 103 110.1 .. 110 
11110-U IS .4 113 2.30 Ill 35.5 IU 101 101 101 35 •• Ill uoz 104 113.ft 113 
1181-12 14.7 110 2.40 100 35.3 Ill 101 101 101 3S.7 112 "22 87 JJ5.6'li 118 
1182-83 14.1 113 z. 35 17 34.1 110 101 IOJ 101 3$.1 Ill uso 96 116 .... 116 
1183-84 .... Ill 2.47 100 35.1 liS 101 101 101 36.3 117 II ,031 n 120.3 .. 120 
1184-85 13.1 Ill 2.4!1 ., 34.5 115 101 101 101 34 •• Ill 11,061 10 121.ft 128 
It IS -86 13.1 Ill z.u 17 34.3 Ill 101 101 101 34.7 117 tl,UI ., 13f.ft 134 
ltl&-17 13.3 121 z.as 99 35.3 Ill 101 101 101 35.7 Ul 11,309 13 121.'1'111 122 
1187-88 

MINNl::toTA 1977-71 11.3 Ul I. 99 !H 36.3 117 101 n 101 36.6 Ill S691 87 Ill .I .. 118 
1979-80 17 •• 121 2.09 IS 37.3 121 101 19 I 01 37.7 122 ••n 101 114.ft 115 
1110-81 17.4 121 2. 27 98 JII.S 115 101 .. 101 39.1 121 Ull 105 II S. 4~ 115 
1881-82 16.1 126 2.38 100 39.1 125 101 99 101 40.3 127 U70 102 lll.l .. Ill 
UI2-U 18.2 124 2. fl 99 39.1 123 101 19 101 39.5 125 U,Oll 100 aoa.n JOt 
1983-84 15.2 121 2.50 101 38.1 122 101 89 101 38.5 124 U,097 119 111.3 .. Ill 
1984-85 14.4 121 2.57 102 36.1 123 101 19 101 37.3 124 SI,Hl 97 124. 3'1ft 124 
1985-86 13.1 121 2.72 104 37.1 127 101 8!1 101 37.1 121 U,252 96 130. , .. 131 
1986-87 13.4 121 2.16 106 38.3 121 101 ,. 101 38 •• 131 U,422 101 118.4~ 119 
1987-BB 

- - - - - - - - ·- - - - - - - - - - -



- - - - - - - - - - - - - - - - - - -
TABU 4 TAX IIi APP 17 

SEVEN FACI'ORS Tax Revenue Allocation to Appropr .. lions Tulllon 

IN STATE (14 X 15) Public lll£her per Student fac lor 

surrorrr or Education I TAX x 11/fJG\01.) 

r\JBLIC III<JI£R 
WUCATION Rei alive Tuition ae 

IIISWRICAL Education Education to eyeum Rehllve Ree-Ac-Med a percent or 

Doll au (total) approp approp tlnanc .. l to tax percent of approp. plus 

, ... r ae a percent of I per load rev/cap total approp tult I on 

capita lndel< lax revenue Index atudent Index Index Index (t/caplla) Pt.-rcent Index 

MAR¥l.ANIJ 1977-78 flO I 112 7.4'11. (8.1) .. ..... o t2 83 82 ......... uu.ol 27 ..... 134 

J97t-10 U71 101 I .1'11. (10,0) u $2,235 94 95 .. U.1'11. , ..... , 26.4'11. 121 

1980-81 1831 108 1.3'11. (10.5) 110 u,no 16 97 .. 20.h IU0.4) 26 .5'11. 125 

1981-U •• ,023 101 7.9'11. 18.1) II 82,412 12 13 IS 11.7'11. (SU,I) 27.h 128 

1982-13 11,014 105 1.3'11. (10.4) 81 12,703 17 98 12 20,3'11. (tU.I) 28.0'11. 121 

1983-U $1,115 106 7.8'11. (1.1) n n,1o1 89 90 .. U,5'11. un.11 29.7'11. 125 

1984-85 u,ua 106 I .2'!6 (lO.I) 12 13,033 17 88 12 U,O'IIo (SU.I) 29.h 131 

1985-86 11,383 106 7 .9'11. (8.1) 13 U,2H 18 II 13 19.7'11. IUI.ll 21.2'11. 127 

1986·11 U,412 105 1. 1'11. (9.1) 14 U,U5 90 91 •• 21,5'11. lULU 29.5'!1. 128 

1987·88 

IMSSAIJIIJSt:..-J S 1917·78 Ul2 127 •• 2'J6 16.4) 11 U,&H Ill 136 105 J.n IU .II 15. 2'll. 74 

1979·10 u,ou U2 1.4'11. (1.8) 71 13,247 131 139 JOJ 3.1'111 IU.tl 15. 6'Jf, 76 

1980-11 U,J70 JJ5 8 .I'll. (8,3} 66 13,119 127 JJO .. 3,5'11. (St.l) 17.311> 82 

1911-U u,nt 130 &.I'll. (1.3) 17 13,354 IU 127 .. 4.R IU.ll ....... 87 

0'-
)98%·13 11,325 121 5.7'11. (1,0} .. U,4t2 us 127 t7 4.1'11. (13.1) 20.!nfo tO 

to- 1983-U 11,332 120 1.5'11. (1.1) 77 14,061 134 137 112 4.2"Jf. IU.el 19.7'11. 83 

1984-15 U,405 IU e.n (7.1) 78 14,451 121 130 107 4,4'11. Ut.tl 11.3'11. 10 

198f>-86 U,534 Ill 7.0'11o (7 .4) u U,OS1 131 131 115 4.7'11. IU.:tl 111.7'11. 72 

1981-81 U,612 Jill 5.5'11. (5.1) &I 14,315 Ill 114 93 5.8'16 IU.II 11 ..... II 

1987-88 

MIOIIG\N 1917-78 ., .. 104 8.6'11. (8. 7) u U,961 81 96 13 11.3'11. IU.II 26,3'!1. 127 

1918-10 1935 113 ....... (1.1} 117 $2,327 17 97 86 12.1Jl!. Uli.U 29. 1'11. 144 

1980-11 11,021 Ill 7.4'11. 11.5) 80 u,ue 84 84 72 u.n UIJ.t) 34.R JU 

JU1-12 u,ou 112 •• 1'11. (1.1) liS U,U4 17 116 .. u.n (112.5) 33 .I'll. 152 

11182-13 11,150 112 7 ,5'11. 11.1) 17 U,tn .. 17 711 11.8'16 UU.71 37. 1'11. 163 

1983-84 U,241 112 7 .3'11. (1.4) 16 12,526 13 82 75 U.h uu.u 39. 1'11. 167 

1184-15 ",351 116 7. 911> (8,0) •• 1),102 ., .. 77 u.n (tit. I) 36.2"Jf. 159 

1985-16 tJ,i5t 119 7. 1'11. (1.1) n u.su .. u 71 U,l'llo lUI. II 34. 4" 141 
1186-17 11,583 113 I .I'll. 11.2) .. t3,8ll .. 93 83 U.:J'IIo Uti.O) 34 .1'11. 148 

1987-88 

MINNES!1TA 1917·78 1824 115 10 .:I" I 12. I I Ill 12,349 116 115 101 14. 3'Jb (114.21 17 .1'111 83 

1979-80 1951 116 10.311> I 12 .I l 116 $2,652 Ill 110 116 14.4'11. ( .... 7) 11.4'lL 90 

1980-81 11,053 122 9.5'Jf. (II. I) 104 u,su 101 100 83 l4 .0~ lu&.41 u.n 94 

1981-12 ",018 114 10.5'11. ( 12.21 115 $2,821 105 104 112 14.211> 1111.71 20.1'!1. 92 

1982·83 11,121 101 9.8'16 ( 11.61 115 $2,845 102 101 93 14 .4'111 I 111.71 23 .4'11. 101 

1983·84 ",221 110 9.R (11.51 115 Sl,J36 IOJ 102 114 u.n (U0.41 2l.R 100 

1984-15 .. ,411 121 1.n (10.8} 100 t3,UI Ill 91 II 15. 3'Jb IU3.0) 24.tJI. 109 

1985-16 11,631 126 1.4,. 18.11) 100 13,874 99 98 71 14.7'11. 1123.1) 24. 411> 108 

1981-17 U,691 121 I .7'11. (10. 2) 107 13,854 100 99 13 14 .11'11. IU5.3) 23 .O'Jf. ., 
1987-88 



1·AIJI.E 4 nJITIOO WT1111' INPI!TS I'IIOCESS IUJT1111'/INPI1TS) 

SEVEN rACI'ORS Eatbnated Tuition Appropr I at lone Potential Tax Collective 

IN STATE per Student I Eat. Tul lion Revenues per nnanchl 

SIJPPOil'f or APP 11 17/11-17) per Student Student Act lone 

PIJIJI.IC IIIUIFJl (APP • nJITIOO) lt4/lhl2) l~d6/IJ-17l 

EllUCATIOO Relative Relative Relat he Relative Rei at he 

IIISlUIIICAI. to •J•t'"n to peraonal [ducat I on to •Jat'"n to 1y1ten to ays,on 

Doll ara financial dlspouble approp • financial Dol lara financial lluauclal 

per load lncone/cap tuition f/ load per load load 

atudent Index Index Index atudent Index Index atudent Index Index Percent Index Index 

MAll YI.ANII 1977-71 f7J1 135 135 IZ1 f2,571 101 102 U2,431 17 .. II .5'11. IU 105 

1178-80 .. 00 128 128 123 U,035 101 102 UI,OII 17 .. II.G'II. 104 105 

1180-11 U78 121 121 124 U,30I IOJ 105 UI,B50 •• " 12. J1b 105 107 

1181-12 , ... JZI 121 119 u,uz 100 101 U8,770 e7 .. 12.0'11. 10l I Of 

1112-U f1,0S2 1%5 125 Ill U,7H 103 104 UD,4f3 .. 15 12 .3'11. 110 Ill 

11183-U 11,145 121 121 Ill U,854 87 98 132,653 .. 82 I I. 1116 106 107 

1884-IS u,zu 125 125 116 ,4,327 86 117 U4,5U 88 89 12 .5'11. JOB 109 

1985-81 U,:t51 121 121 101 U,625 •• 86 UI,007 ., 89 II. trJI\ 101 109 

1986-87 U,fiO 126 126 112 U,t55 98 99 us, 736 g3 99 I II. 6'-. 100 101 

1987-88 

MASSAUIUSETTS 1971-78 .... 91 95 81 U,l71 124 127 U1,871 131 140 10.0'11. 90 92 

1178-10 1&01 91 101 ... u,ue Ul 131 f3S,I47 134 138 10.7'11. 116 .. 
11180-81 fl70 u 103 96 u,eu 121 IU Ul,210 133 135 10.7'11. 81 113 

1111-82 UIO 104 108 .. u,au 120 122 Ul,204 131 lfl 10.0'11. 86 88 

a- 1182-13 uu 110 114 105 u,u:a 121 124 U5,711 JU 144 9.P. 86 88 

IJ1 1813-84 .... 105 110 87 f5,067 127 130 t52,U5 146 Ht t.1'l6 87 89 

1884-85 atn 87 101 811 f5,453 121 123 f51,2U ... 152 ....... 81 83 

I 885-86 U,Oil Ill IS 80 u,ou 125 128 f67,120 154 157 8." 82 13 

1986-17 ••n 86 19 74 t5. 312 106 108 173,711 155 151 7.2'11. 68 70 

1181-88 

MIUIIGAN 1977-78 f704 133 132 128 U,S72 lOS 104 U2,UO 87 n lJ, trJI\ 108 107 

111711-80 uu 151 157 141 U,lOI 110 109 U4,583 92 II 13.5'11. 120 118 

1110-81 U,13& 161 166 1511 U,263 102 101 f%5 ,396 83 112 u.n 110 109 

1981-82 u.z ... 172 170 166 n,to7 Ill 112 f%6 0 101 .. 17 JS," 121 128 

1!182-83 fl,4t3 171 176 178 u,uo IOJ 108 U8,470 .. 11 u.n 124 123 

1913-U U,IU 176 174 181 ...... 105 104 t%1,724 10 10 14.~ 131 130 ........ U,7U 111 161 175 U,865 JOI 106 130,723 71 71 15 ·"' 
137 136 

1185-81 u,8u 165 IU 161 f$,310 Ill 110 n:a,8n 77 11 J5.h Iff 143 

UU-11 11,110 JU 160 168 f$,511 JOt 101 U7,058 71 77 If. trJI\ 141 139 

1987-88 

MINN£SOfA 1877-78 ffl5 112 83 .. U,IU Ill 110 U8,24l PJ 82 14.7'11. 134 132 

1871-80 1600 17 •• 16 13,251 108 107 122,341 8J n 14.~ 130 129 

1980-81 un 93 If 12 f3,171 99 .. Ul,IU ... u I J. 7'1f. 118 116 

11111-82 t710 8f 85 114 U,531 102 101 124,316 82 81 14. 5'11. 125 124 

1982-83 U1l 104 105 103 n,7u 102 101 f26,341 II 80 14. I"' 126 IU 

1983-84 "" 104 105 104 U,ll7 103 102 U8,BOI 81 eo 14.3'11. 128 127 

1814-85 ,. ,135 110 Ill 110 u,su 101 100 no,us 71 71 u.n 128 127 

1985-8$ U,JU 108 107 lOS U,IS7 100 .. 133,321 78 75 J4,P, 133 131 

1986-17 U,IU 91 100 99 u,oo2 •• 118 137,171 78 77 13.5'11. 127 126 

1987-81 
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)feeting t 2. Octpber 31. 1988 

Materjale 

"Current Expenditures, 1986-87, from HEGIS/IPEDS Reports, 

Doctoral Campuses" 

Summary of Minnesota Situation in FY 87, from "State Profiles: 
Financing Public Higher Education. 1978 to 1987•• 

Board of Regents resolutions on central reserves, March 24, 1988, and 

June 10, 1988 

Audited University Financial Statement, June 30, 1988 (Peat 

Marwick) 

Selected slides from Coopers & Lybrand report 

Testimony of Mr. Bill Massey and Mr. James Brinkerhoff to the Blue 

Eabbon Connoodssion 

Charters of the Regents• Audit Committee and the U ofM Depart

ment of Audits 

Review of audit arrangements and auditor relationships at the U of 

M, Peat Marwick 

"Internal Auditing at the University,•• U of M Department of Audits, 

10/31/88 
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i_l'\:1 UNI~RSITY OF MINNESOTA 
. . . . R lit l' TWIN CllJES 

" ' 

ctober 24, 1988 

Office of the President 
202 Morrill Hall 
100 Church Street S.E. 
Minneapolis. Minnesota 55455 

(612) 626·1616 

TO: 

FROM: 

RE: 

University Financial Review Committee 
The Honorable Arne H. Carlson, State Auditor 
The Honorable Lyndon R. Carlson, Minnesota State 

Representative and Chair, Education Division, House 
Appropriations Committee 

Professor Warren E. lbele, Chair, University Senate 
Committee on Finance 

The Honorable Elton A. Kuderer, Chair, University Board of 
Regents' Audit Committee 

The Honorable Phillip J. Riveness, Minnesota State 
Representative and Chair, Legislative Audit Commission 

The Honorable Gloria M Segal, Minnesota State 
Representative; Member, Education Division, House 
Appropriations, and Legislative Audit Commission 

The Honorable Glen Taylor, Minnesota State Senator, 
Representing House/Senate Independent-Republican Caucuses 

Commissioner Thomas Triplett, Minnesota Department of 
Finance 

The Honorable Gene Waldorf, Minnesota State Senator and 
Chair, Education Division, Senate Committee on Finance 

Richard J. Sauer (,2 I 1\ (\.. A 
Interim President ~ O ·~····· 
October 31 Committee Meeting 

As scheduled, the second meeting of the University Financial Review 
Committee will be held October 31 from 2:00-6:00 p.m. in 238 Morrill 
Ha11 (Regents Room). Parking has again been reserved in the Church 
Street Garage. 

Attached is a tentative agenda for the meeting. If you have questions 
about the agenda, please call me as soon as possible. 

Also enclosed are materials for your review prior to the meeting as 
your time permits. A copy of the Central Reserve policy adopted by 
the Board of Regents is enclosed for background to our discussion. 
Although we will not directly address the University of Minnesota 
financial position until the November meeting, we also enclose for your 
information the financial report for the 1986-87 fiscal year ending 
June 30, 1987. Because it is still being audited, the report for the 
1987-88 fiscal year will not be available until the committee meeting 
itself or shortly thereafter. 



University Financial Review Committee 
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Page T~o ., 

Once again, thanks for contributing your time and energy to the 
project. 

RJS:pln 

Enclosures 

c: The Honorable David M Lebedoff, Chair, Board of Regents 
The Honorable Mary T. Schertler, Vice Chair, Board of Regents 
Ms. Barbara J. Muesing, Secretary of the Board of Regents 
Chancellors 
Vice Presidents 
Mr. James Nobles, Legislative Auditor 
Mr. David J. Berg, Assistant to the President 
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UNIVERSITY OF MINNESOTA 
FINANCIAL REVIEW COMMITTEE 

October 31, 1988 
2 - 6:00 p.m. 

238 Morrill Hall 

STATE PROFILES: Comparative Data 

COOPERS & LYBRAND CONSULTING STUDY 
(Blue Ribbon Commission) 

EXTERNAL AUDITOR 

INTERNAL AUDITOR 

RESERVE POLICY 

DISCUSSION OF PRELIMINARY RECOMMENDATIONS 

David Berg 

Sean Rush 

Steven Laible 

Pat Spellacy 

Carol Campbell 

Richard Sauer 



MINUTES 
University Financial Review Committee 
Second Meeting 
Monday, October 31, 1988 

Members Present: Elton A. Kuderer, Warren E. Ibele, Thomas Triplett, Arne H. 
Carlson, Phillip J. Riveness, Lyndon R. Carlson, Gloria M. Segal, 
Gene Waldorf, Richard J. Sauer, Chair. 
(Last month's minutes amended to show that Phillip J. Riveness was 
present at the meeting.) 

Absent: Glen Taylor 

Ex Officio Members Present were: James Nobles, Carol Campbell, and Earl 
Evenson. 

President Sauer opened the session by indicating the committee would 
be looking at some relative data responding to the concerns raised at the last 
meeting. Beginning the presentation would be a report by Sean Rush of Coopers 
& Lybrand, followed by reports from Steve Laible of Peat Marwick Main, the 
external auditor, and Pat Spellacy, the internal auditor. 

He indicated that the committee would be reviewing the policy 
regarding reserves, proceeding to a discussion on where we go from here. At 
the next meeting we would take an in depth look at the University financial 
system. 

President Sauer introduced David J. Berg from Management, Planning 
and Information Services. Mr. Berg distributed and explained a nationwide 
summary report on Current Expenditures '86-'87 displaying Minnesota's 
ranking. He indicated that we are very similar to other states as to the way 
we approach tuition policy. 

Pages 2 and 3 of the report disclosed the percentages spent on the 
various categories listed. Mr. Berg indicated that the University spends 
more on public service than do most institutions, averaging about 20-25% 
higher. We are somewhat below in the amount allocated to Instruction, and 
below average in the amount spent on research, but consideration must be 
given to the fact that this category includes Berkeley, MIT, and Wisconsin 
which have vast research programs. 

Plant Operation and Maintenance are low, but the University does 
appear higher in the category, Institutional Support. Mr. Berg indicated 
that they have used this report as a triage--where we want to look further. 
It was at this point that questions were accepted from the committee. 
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President Sauer indicated that this data will provide some helpful 
information as the committee gets into the detail of the University•s financial 
report later. 

President Sauer turned to Carol Campbell to introduce Sean Rush. 

Ms. Campbell introduced Mr. Rush of the Boston office of Coopers & 
Lybrand, asking him to introduce the others from C & L present at the meeting. 

Mr. Rush began by saying that his presentation would be a summary of 
that which was given to the Blue Ribbon Commission about three weeks ago. 
His presentation included slides to accompany the written information. The 
report covered roughly four different parts: Objectives and Approach, 
Assessments, Conclusions, and Recommendations & Questions. 

He indicated that Coopers & Lybrand started their work about 4-5 
months ago. Some of the areas they specifically focused on were balance 
sheet information and financial management systems. Areas of concern are 
accountability and reporting and financial information systems which do not 
support informed decision making. 

Mr. Rush indicated that in terms of assets, the University•s 
2.7 billion assets would rank 132 among the Fortune 500 companies. He said 
that the $40 million dollar reserve is comparable to other universities, in fact 
may be a little low given the size of the University•s annual budget, but that 
reserve levels need to be kept public and fully disclosed. He made note that 
the University•s endowment and investment management activities have received 
acclaim throughout the state. 

In regard to the financial management systems, the current systems 
do not provide the necessary timely and accurate information to the Board of 
Regents and central administration. His recommendation was to develop a 
comprehensive plan which must be approved, and its implementation monitored. 
Adequate staffing will also be required to initiate the system improvements. 
He also recommended consolidating the planning and budgeting offices to 
address current weaknesses and holding that office accountable for 
improvements. 

On Financial and Administrative Controls, he recommended having the 
financial policies widely publicized. He cited The University of Michigan 
as an example where their financial policy book is distributed to 400 people, 
while here at Minnesota approximately 25 individuals receive financial 
policies. 
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He indicated that in regard to the audit process, there are three 
entities involved: the Audit Committee of the Board of Regents, the External 
Auditor which meets with the Board of Regents once a year, and the Internal 
Auditor. 

On the issue of governing, Mr. Rush said that there has been a 
failure to clearly define accountability and associated reporting requirements, 
resulting in a mistrustful representation of the University to the Board and 
to the State Legislature. 

In summary, Mr. Rush maintained that asset management has achieved 
high marks. He indicated that all recommendations can be done without reducing 
the University•s autonomy, with work to fix the problems at the University 
taking 3-5 years. 

Mr. Rush at this point fielded questions. 

Earl Evenson asked where we might obtain a comparable model of 
financial systems for the University to study. Mr. Rush said that as far as 
emphasis on Information Systems goes, Boston College is highly ranked, as is 
Virginia Tech. Mr. Evenson also asked if there is an estimate of what the 
cost would be for the 3-5 year fixup period. Mr. Rush replied with an 
estimate of $12 - $18 million dollars. 

Senator Waldorf asked if any departments have contingency funds. 
Dr. Sauer replied, not necessarily, but if they do, they are designated as 
such by the department or college individually. 

Carol Campbell clarified some concerns on reserves, stating that in 
the early 1980•s small pockets of departmental reserves were eventually 
pooled together and invested, which resulted in the growth of reserves. 
During 1987-88, and through the current fiscal year, that sum was spent down 
to its current level of slightly over $40 million. 

Representative Segal praised the University, for an institution of 
this size, for having the report of its financial assessment indicate so 
many positive statements. 

Mr. Rush suggested that the University might want to reinstate the 
11 glossy11 report that it did some years ago. It was suggested that in all 
probability it may have been discontinued because of the cost factor. 

Representative Riveness stated his firm belief in academic autonomy, 
but with the Legislature being a provider to the University, they must have 
financial accountability. 
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There was discussion of the university compared to private 
corporations. Mr. Rush said that the reasons for a corporation are economic, 
whereas universities are fundamentally different, given the large amount of 
research and their academic mission. 

President Sauer thanked Sean Rush for being at the meeting. He then 
distributed Jim Brinkerhoff's and Bill Massy's report to the Blue Ribbon 
Commission on October 6 which was done as a result of their service as 
resources to the Coopers & Lybrand study. 

The next item on the agenda was a review of the auditing functions, 
starting with the external auditor presentation given by Steve Laible of 
Peat Marwick. Mr. Laible noted that the committee should have before them 
the October 31, 1988 report to the Governor's Blue Ribbon Commission. That 
report gives a brief review of audit arrangements and auditor relationships 
at the University. 

Following the presentation ~epresentative Riveness stated that as of 
six months ago, reserves were considered to be a surprise to the Board, and 
asked whether that was because of the way in which the Financial report is 
presented. The reserve figure did not appear to be clearly pointed out in 
the materials. 

Auditor Carlson mentioned that the information in the financial report 
should have immediately raised questions in the minds of anyone reading it. 
He stressed that anytime funds are identified as "unrestricted", it should be 
questioned. The fault does not lie with the financial statement itself--the 
figures are disclosed. 

Mr. Nobles indicated that the financial statement does not come before 
governing boards for action--it is simply there for information. He inquired 
how it is determined what monies are out in the departments, and if the 
University knows if departments report what monies they actually have. 

Carol Campbell responded by indicating that all financial 
transactions are handled by and recorded on the University's accounting 
system and thereby reflected in the University's financial reports. 

Mr. Nobles stated that the budget process has given rise to the 
suspicion and controversy, rather than the actual financial statement and 
information itself. 
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Tom Triplett raised the question whether there is some advantage to 
having someone who has legislative sensitivity involved in University auditing, 
as opposed to an outside firm. He suggested that the Legislative Auditor 
might be more attuned to a compliance audit. 

Regent Kuderer indicated that the Regents• Audit Committee was 
considering inviting the Legislative Auditor to work in some capacity with 
the internal audit staff to be part of the auditing process. 

At this juncture, Pat Spellacy, Director, Internal Audits Department 
at the University, began his presentation. He stressed four areas from his 
report which was handed out: What Audits are conducted at the University 
of Minnesota, staffing of the Internal Audit Department, how and what is 
audited, and recent improvements in the audit process and function. He 
proceeded to explain several pages of his handout. 

Mr. Spellacy was congratulated by Arne Carlson for the fine document 
he presented. Mr. Carlson also inquired about who checks the expense accounts 
of the Regents. Barbara Muesing, Secretary to the Board of Regents, replied 
that she examines their travel expenses and requests further information if 
any expenditure is not clear. 

In response to the discussion of the committee, Mr. Spellacy told 
the group that his staff audits those departments offering the greatest risk. 
He noted that there are departments that pose a much higher risk than 
Regents• expense accounts. 

President Sauer said that his office has instituted a "Hot Line" 
for complaints, and that many of these complaints which may pinpoint some 
risk for the University have been turned over to Mr. Spellacy or Vice President 
Campbell for follow-up. He indicated that many of these tips have resulted 
in audits being performed where they might not otherwise have been. 

Auditor Carlson stated that no one is above the law, asking who 
does the checking. To this Regent Kuderer responded that there is a point 

·at which oversight becomes overkill and elaborated that Regents• expense 
documents are public information. 

On the topic of reporting control irregularities, Tom Triplett 
recalled that the state law requiring state employees to report control 
irregularities to the Auditor•s Office does not apply to the University. 
He suggested that this might be a possible policy to think about in the future. 
Ms. Campbell noted that this is something that could very easily be written 
into University policy. 
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Regent Kuderer recognized Pat Spellacy as being the primary 
responsibility for some of the audit changes that have occurred during the 
past year, and praised him for what has been achieved. Representative Riveness 
affirmed that statement. 

Or. Sauer turned the discussion toward the next meeting of November 9 
and where we go from here. As questions were raised on topics to be discussed, 
President Sauer said the committee might discuss in detail the financial 
statement. Senator Waldorf wants to be satisfied that problems have been dealt 
with satisfactorily, and said that some solutions have already been found. 

Lyndon Carlson sees coming out of this a feeling of where the 
University is going financially and the relationship of University reserves 
to those in the state. He did not feel that current guidelines addressed 
that issue. Auditor Carlson felt that an hour could be spent at the November 9 
meeting discussing reserves. Tom Triplett said the committee might think about 
some recommendations on these topics to share with the group at the next 
meeting. Jim Nobles suggested sharing with the committee exactly what are the 
reforms being done in the budget process. 

President Sauer asked the group to send him by Monday any 
preliminary recommendations they have so his office can accumulate them for 
the next meeting. 

Lyndon Carlson suggested holding open the question of having one or 
two additional meetings. 

The meeting adjourned. 
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California-Berkeley 37.6U 24.961( 4.191( 5. 371( 4. 8'31( 6.97)( 9.211( 6.77'/. 

Brarodeis 34.0~ 22.37')1. 4.35')1. 3.5~ 4.87" 20.121( 10.671( 

Carnegie-Mellon 34.2~ 42.41!11( 1. 8l')C. 6. 521( 2.521( 6.1121( 5.68'/. 

Colorado 39.8~ 24.521' 1.2~ 3.641. 8.3~ 8.1~ 8.41" 5.97'/. 

Florida 35.241. 30.38'/. 8.33'/. I. 861( 4. 31'/. 2.38~ 11.60" 5.881( 

lrodiaroa 43.8~ 10.83'/. 3.021' 4.871. 8.711. 4. '30'/. 10.24'/. 13.53'/. 

Illinois-Urbana 29.9jj 31.&4~ 12.43'/. 3.elll( 11.081( 1.78'/. 2.28')1. 8.811( 

IC'Wa 4E,, 92'/. 19.4~ 4.681. 3.56" 7.011( 4.58" 4.321( 9.43'/. 

l014a State 37.87" 25.561( 11.35~ 3.281( 3.181( 4. 381( 4. 981( 9.491( 

Kar.sas 43.74" 18.07')1. 4.1~ 5.47')1. 5.751. 4. 711. 7.13')1. 10.941. 

Maryland 38.58" 26.8gj 7.34')1. 3.531( 4. Jel( 4.58)( 7.68)( 8. 051( 

I'\ IT 23.37" 40.4~ .11" 2.0511 5.77" 2.94')1. 13.43" 11.84')1. 

Michigan 39.95'/. 28.23'/. 1.50')1. 3.50~ 6. 54 ')C. 4.84')C. 6.85l( 8.57" 

Michigaro State 42.55lt 21.55'/. 13.15'/. 2.0411 3.56lt 3.21'/. 6.7Blt 7.16)( 

Missouri-Colulllbia 39.33'/. 20.24~ 13.29'/. 3. 22')C. 6.5Sl( 4.511( 6.08'/. 6. 78l( 

Nebraska 35.50lt 23.71'/. 15.5~ 3.54lt 5.471( 2.401( 6.67'/. 7.121( 

Nc·rt~ r~~olina 44.3~ 16.46l( 17.40'/. 3.53'/. 2. 711( 1. 34" 5.2Jl( 8. 941( 

Northwestern 48.05'/. 21. 73'/. .0~ 5.07lt 1.6~ 3.5~ 8.97'/. 10.88'/. 

Ot'i :.-' ~~ 1'" '? 49.96l( 13. 341( 9. Btl( 3. 081( 7.78l( 3.951( 5.94l( 6.15l( 

Oregoro 46.50" 12.121' 7.44l( 6.27lt 6.95lt 5.86l( 6.21'/. 8.64'/. 

Pittsburgh 39.51'/. 22.45'/. 2.88l( 3.35')1. 7.12" 5.01l( 10.44'/. 9.241( 

Penn State 38.05'/. 21.09'/. 7.43'/. .3811 10.36'/. 4.26" 11.1''/. 7.2'3~ 

Purdue 44.19'/. 21.6~ . 9.86l( 2. 29')C. 4. 06l( 2.18" 6.01l( 9.821( 

Texas 38.17'/. 32.35~ 2.2~ 2.7611 4.8~ 2.<:J7l( 4.901( 11.66~ 

Tulane 51.6~ 12.111~ 3.73~ 5.51')( 5. 77l( 12.41'/. 8. 77'/. 

VVH!r"a 43.61'/. 20.46~ 2.4~ 5.86'/. 7.68'/. 4. 1£l( 7.5~ 8.071( 

wash i r.gt .:on-Seat t 1 e 40.95~ 29. 96l( 2.33'/. 2.96')1. 7.11~ 1. '57l( 7.51l( 7.581( 

Wi scc·m; i ro-Mad i soro 32.21'/. 40.13'/. 7.34~ 3.03lt 2.56~ 1.~" 4.C:Il( 9.07'/. 

Totals-Weighted 39.1~ 25.43'/. 6.641( 3.25l( 5. 961( 3.6J')C. 7.47l( 8.48l( 

--Sllolple 39.82'/. 24.21'/. 6.47'/. 3.7511 5.62~ 3.831( 7.91'/. 8.611(. 

-~N '/. of Weighted 93.65'/. 90.1211 149.32" 94.30'/. 137. 6Jl( 113.54';( 90.10'/. 98.85'/. 

-MN '/. of Si11ple 92.01'/. 94.66~ 153.33'/. 81.56lt 146.5~ 105.77'/. 85.(13'/. 97.42;' 

Big 10-Weighted 40.38l( 24.35'/. 7.72')1. 3.2Jl( 6. 151( 3.38l( 5.~" 8.80:< 

-Simple 41.4311 23.15'/. 7.18'/. 3.74" 6.02j 3.451(. 6.23'/. 9.161( 

-~ 11 of Weighted 90. 71'/. 9~.11~ 128.4':1l( 94.731. 133. 8'31( 121.94" 112. 36'1( 95.31'/. 

-MN 11 of Si•ple 88.4311 98.9~ 138.13)( 81.92'/. 136.78lt 119. 3~1( 108.0&11 91.34'1( 

Public Big 10-wtighted 39.84'/. 24.53'/. 8. 26" 3. 11'1( 6. 47'/. 3. 37l( 5.78l( 6.65';( 

-Silllple 40.6~ 23.301( 7.97'/. 3.17lt €..50'1( 3.4~" 5.93'1. 6.931( 

-~N '/. of Weighted 91.9411 93.4~ l20.H')C. 98.67'/. 127. 38')1. 122. 34l( 116. 43')1. %.93" 

-JIIN '/. of Sir~ole 90.03" 98.321' 124.471(. 96.4~ 126.65" 119. Eo51C 113.£.11( 93.21)1(. 



Percentage of Total Current 
Tot a 1 Educat- Total Other lnstitu- Plant Oper- AuKi li aries 

i onal & General Current Public Acadl!fllic Studerot tional atior.s & I lrodepdt. 

EM pend i tures EKpenditurn Instruction Research Service Libraries Support Servicn Support Raintenance Operat ior.s Hospitals 

Minnesota 26.77'/. 16.75'/. 7.25'/. 2.2~'/. 
'· 8(!'/. 

3.81'/. ~. 92'/. 6.J3J( 6.Ul( 20.~31. 

Arizoroa 30.6~ 23.37'/. 3.4~ 2.251. 6.96'/. 2.46'/. 6.23'/. 5.69'/. 1'3.01'/. 

California-Berkeley 35.75" 23.71'/. 3. 98'/. s. 11'/. ~.M'/. 6.62'/. 8.75~ 6.43'/. 5.Nll 

Brandeis 31.06"/. 28.38"/. 3.96'/. 3.2~ 4.43'/. 18.3~ 9.7?:1. 8.881( 

Carroegie-~llon 31.12'/. 38.56'/. J. 66'/. s. 92'/. 2.29'/. 6.Ct'/. 5.17'/. 9.17'/. 

Colorado 34.18"/. 21.16"/. 1.16'/. 3.13'/. 7.1Jlt 6.98'/. 7.22'/. 5.12"/. 14.11"/. 

Flortda 31. 78'/. 27.4~ 7.51'/. 1. 68'/. 3. 89'/. 2.15'/. 11.46'/. 5.31'/. 9.81'/. 

lrodiana 28.971( 7.15'/. 1.9'3'/. 3.2tlt 5.7S'lt 3.24'/. 6.76'1. 8.93'1. 33.9'1t. 

Ill i roc•i s-Urbana 26.39'1. 27.9~ 18.97'1. 2. 72'1. 8. CJ\'1. 1.51'/. 2.01'/. 7.71'/. II. 75'1. 

Iowa 25.9~ llil.76'1. 2.59'1. 1.97'/. 3.87'/. 2.53'1. 2.38'/. 5.21'/. 8.90'/. 35.89'1. 

lc•wa State 25.77'/. 17.39'/. 7. 72'/. 2.18'/. 2.16'/. 2. 91'/. 3. 39'/. 6. 46'/. 31.%'/. 

Karosas 36.27'/. 14.99'/. 3.47'/. 4.5~'1. 4.77'/. 3.91'1. 5.91'/. 9.07'/. 17.07'/. 

Maryland 32.92'1. 22.26'/. 6.26'/. 3.01'/. 3.67'/. 3.~'/. 6.49'/. 6.87'/. 14.69'/. 

MIT 21.33'1. 36.95'/. .11'/. 1.87'/. 5.27'1. 2.68'/. 12.25'/. 10.88'/. 8.7~'/. 

Michigan 22.7tf. 16.14'/. .85"/. 1.99'/. 3.72'/. 2.75'/. 3.89'/. 4.87lt 5. !3'/. 37.191. 

Michigan State 35.87'1. 17.76'1. 10.84'1. 1.68'1. 2.93'1. 2.65'/. 5.59'1. 5.91'1. 17.58'1. 

Missouri-Colulbia 25.88'/. 13.3~ 8.75'1. 2.12'/. 4.31'/. 2. 91'/. 4.0)'/. 4.46'/. 8.87'/. 25.33'/. 

Nebraska 28.6~ 19.12'/. 12.57'/. 2.85'/. 4.41'/. 1.94lt 5.38'/. 5.74'/. 19.38'1. 

North Carolina 35.83'/. 13.28'/. 14.85'/. 2.85'/. 2.18'/. U8'/. 4.22'/. 7.cc-J. 19. 29'1. 

Northwestern 44.85"/. 28.28'/. .eB'/. "· 73'/. 1.57'/. 3.38'/. 8.38'/. 10. 16lt 6.661. 

Ohio State 34.85'/. 9.09'/. 6. 681( 2.11'/. s. 30'/. 2.69'/. 4. 05'/. 4.19'/. 8.73'/. 23.13'1. 

Oregon 38.47'1. 10.02'/. 6.16'1. 5.19'1. s. 75'1. 4.85'/. 5.H'/. 7.15'/. 17.26'1. 

PittsbOJrgh 30.16'/. n.ee~ 2.19'/. 2.55'/. s. 42'/. 3.81'/. 7.~'/. 7.03'/. 8.12'/. 15.81'1. 

Peroro Sta~e 29.18lt 16.17J 5.69'1. .29~ 7.94'/. 3.27'/. 8.5411 5.59'/. 23.33'1. 

Put'due 38.84~ 18.59'f. 8.49'/. 1.97'/. 3. 49" 1.88" 5.17'/. 8.45'/. 13.~ 

Texas 32.7~'f, 27.711. 1.97"/. 2.36'f, lt.19'1. 2.54'f. lt.28'/. 9.99'/. 14.34~ 

·; Jlaroe 26.54'/. 6.26'/. 1. 92'/. 2.83'/. 2.97'/. 6.38'1. 4.51'/. 9.37'f, 39.2~ 

v:.'proln 23.4f,'f, 10.96'fo 1.3011 3.14'1. 4.11" 2.23'1. lt.03'/. 4.32'/. 8.251( JB.l9'1o 

Washington-Seattle 31.85'1. 23.32lt 1.81'/. 2.30'f, s. 53'/. 1. 22'/. 5.~'/. 5.90" 7.59'/. 14.63'f, 

W ISCC•roS i ro-Mad i soro 24.35'fo J0.34'f. 5.55'fo 2.JJ'f, 1.94'f, J.07'fo 3.18'fo 6.8fi'f, 6.36'f. 18.01'/. 

Totals-Weighted 29.86'/. 19.41'f, 5.07'f, 2. 48'/. 4.511( 2. 77'/. 5.71'/. 6.48'/. 12.14"/. 11.63'/. 

-Simple 30.68~ 19.271( 5.011( 2.89'/. 4.35'/. J.01'f, 6.241( 6.70lt 13.151( 24.35" 

-I'll~ 1o of Weighted 89.67'1. 86.29'1. 142.97'fo 91.29'/. 131. 77'/. tea. 71'fo 86.261( 94.64'f. 53.38'f, 176. 201( 

-MN '/. of Si11ple 87.26'fo 86.92'1. 144. 75'/. 77.53'1. 138.281( 1N.44'/. 78.86'f, 91.47'/. 48.88'fo 84.12'/. 

Big liHirighted 29.19'fo t7.t~ 5.58'/. 2.l''f, 4.45'fo 2.44"( 4. JJ'f, £..3£.'/. 11!1.58'f, 17.13'/. 

-5!14ple 30.71'/. 17.47'/. 5.53'1. 2.171. 4.351. 2.47'f, 4.63'f, 6.85'f, 12.0J'f, 26.94'f. 

-MN 'f, of Weighted 91.71'f. 95. t 4'fo 129. 9\l'f, 95.77'f. 135.~1( 123.28'/. 113. 591( 96.36'/. !iil.76'f, 119. liil11 

-MN '1. of Simple 87.18'fo 95.86'f. 131.0'1'f. 80.75'1. 138.441( 121. 97'f, 106.241( B9.52'f. 53.4~ 76.041. 

Publl!' f·,.g Iii-Weighted 28.35'f. 17.4&11 5.861( 2.21'/. 4. &t:.: 2. 4t'fo 4.12'/. 6.16'/. U1.79'1. 18.05')( 

-Sll•ple 29.14'f. 17.161. G.14lt 2.25'1. 4.£61. 2.38'/. 4.22')( 6.48'f, 12.Ei31. 26.941. 

-!1111 '/. cf Wd9~ted 94.4 ?~ 95.93')( 123.38'/. te1.34'f, n~.82" I?S.M'f, 119.58:.< 99.54'f. 59.58'f. 113. Sill 

-MN 'f, c·f Sir~ple 91.89'fo 97.fol'f. 118.15'f. 9'3.Ei5'1. 12'3.27'1. 126.7i'f. 11Ei.73'f. 94.601( 50.89'1. 7£.041( - - - - - - - - - - - -! - - - - - - -
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Summary c·f M i nnes•:ot a Sit ua t i or. i y, FY 1987 
Fr•:•m •state Prc·files:Fir.ar.cir•g Public Higher 

Education 1978 to 1987" 

High Schoc•l Grads oer 1, 01210 c•f Pc•p•.Llatior• 

Postsecor.dary Em·ollrner.ts pet' High 'Jchcu::.l Grad 

Public Postsecom:iat•y Studer.ts pet' 1, 000 of Pc•pulat ic•r• 

Expense Mix of Pc•st seco:or.cary Sys~ em 

System Financial Requirements 

State .:md Lc•cal iax Capacity 

State and Local Tax Effort 

Tax Rever.ue per Capita 

0
Allocatic•Y• to P•Jblir.:: Pc•stsecor•darv 

J "-'+sea:! . ..J~ -~ . . ~ . . 
t\ ~ducatlOY• Apprc•pr1at1or• per ::;t•Joer.~ 

Sducat ior. 

Relative to Finar:cial Lc·ad Ir.dex 

Relative to Tax Rever.ues per Cac.:. a 

Tui tior1 Burden or, Studer.ts 

Net Tuitior• per Studer.t 

Appropriations and Tuition per Studen~ 

U/M MPIS 10/31/88 

Mirmesc•ta' s 
Rar.k Ar,lor.g 
50 States 
ar.d D. C. 

3 

18 

3 

32 

8 

19 

7 

7 

20 

16 

45 

30 

29 

Minr.es•:•ta' s 
Pet·cer.t age 
of Nat ior.al 

Average 

121 ~~ 

10E:" 

129)(. 

101% 

131)(. 

119)(. 

11217)(. 

100)(. 

99% 

83)(. 

997. 

99)(. 

'39)(. 



Year 1987-88 

UNIVERSITY OF MIHHESOTA 

SPECIAL MEETDfG - BOARD OF REGENTS 

March 24, 1988 

A special meeting of the Board of Regents of the 
University of Minnesota was held on Thursday, March 24, 
1988, at 12:30 p.m. in the Regents' Room, 238 Morrill 
Hall. 

Regents present: Anderson, Casey, Craig, Hilke, 
Kuderer, Lebedoff, McGuiggan, Sahlstrom and Schertler. 
Regents Grahek, Moore and Roe participated by telephone. 
Pre~ident Sauer, presiding. 

Staff 
Heydinger, 
Presidents 
Campbell; 
Sargeant. 

present: Vice Presidents Benjamin, Dunham, 
Vanselow and Wilderson: Associate Vice 

Foster, Perlmutter and Thomas: Treasurer 
Chancellors Frederick, Ianni, Imholte and 

REPORT OF THE COMMl:"rrEE OF THE WHOLE 

Regent Lebedoff, Chair of the committee, 
that the committee voted unanimously to 
approval of the following action: 

reported 
recommend 

a) Approval of resolution re University Reserve 
·Funds, as follows: 

WHEREAS, the Board of Regents, as the 
party ultimately responsible for the policies 
and overall direction of the University, wants 
the citizens of Minnesota to know that its 
University's highest priorities are the 
education of students, the development of 
knowledge, and service to the state as a land 
grant institution: 

WHEREAS, the University of Minnesota has a 
central reserve fund which, on June 30, 1987, 
totaled $72 million: 

WHEREAS, the Board of Regents recognize!? 
the concern expressed by legislators and the 
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citizens of Minnesota concerning the size of 
this central reserve fund; 

WHEREAS, the Board of Regents recognizes, 
as stated in Commitment to Focus, the need for 
increased expenditures in support of 
undergraduate education and instruction across 
all five campuses; 

THEREFORE, BE IT RESOLVED, that: 

1. The University is withdrawing its 
supplemental appropriations request from the 
1988 Legislature; 

2. The University will carefully 
analyze: 

- the current balance in central 
reserves, 

- the commitments already made 
against these reserves, 

- the expected annual earnings from 
investing the central reserves, and 

- the appropriate size of the central 
reserves, 

with the expectation that a plan for spending 
the maximum number of dollars up to $40 million 
of these reserves will be adopted at the 
regular meeting of the Board of Regents in 
April; 

3. Part of this spending plan will be a 
commitment to spend $15 million for our highest 
legislative capital priority fire, life 
safety, hazardous waste items, access for the 
disabled and critical plant maintenance items; 

4. To reach the objective of spending up 
to $40 million from reserves, the remainder of 
the reserve expenditures will be targeted in 
two areas: 

- The Uni versi~y' s highest priority, 
non-recurring i terns in support of instruction 
(i.e., library, instructional equipment and 
undergraduate advising) across all campuses, 

222 



- schematic drawings and other 
facility. planning activities for the highest 
priority capital/building requests on the 
University•s Capital Request to the 1988 
Legislature. These items will be selected only 
after consultation and concurrence by the 
Legislature.* 

Use of the central reserves as proposed in this 
resolution is conditioned on receipt by the 
Board of Regents of a written legal opinion 
that there are no legal restrictions in bond 
documents, gift restrictions or otherwise, on 
such expenditures. 

{* It should be noted that this action does not 
imply that the University is withdrawing its 
1988 Capital Request for building/construction 
projects.) 

The Board of Regents voted unanimously to approve 
the recommendation of the Committee of the Whole. 
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JUNE 10, 1988 SCn~D CF nEEENTS ~EETI~G · 

b) Approval of central Reserves Guidelines, as 
follows: 

CENTRAL RESERVES 
EXPENDITURE GUIDELINES 

"Central Reserves" refers to monies, from 
whatever sources, that are unrestricted as to 
purpose or use and that are available for 
immediate expenditure by the senior management 
of the University. This definition excludes 
funds regularly budgeted or allotted to any 
single office for ongoing and defined 
programmatic purposes, reserves held by 
colleges, departments and administrative units 
and ICR funds. 

As a general policy, Central Reserves should be 
brought under budgetary control through 
Regental approval of an annual Reserves 
spending plan which is prepared and submitted 
to the Board of Regents concurrently with the 
annual budget plan. Development of an annual 
spending plan will require the Administration 
and the Board of Regents to weigh the relative 
merits and prioritize the many needs of the 
University, thereby promoting the optimal use 
of scarce funding resources. 

As an integral part of the reserves spending 
plan, an amount of contingency funds should be 
specified and set aside for expenditure during 
the year. Guidelines for both the annual 
spending plan and the contingency expenditures 
are as follows: 

1. Annual Reserye Spending Plan 

On an annual basis, the Budget Office will 
determine the amount available for expenditure 
from reserves during the following fiscal year. 
A proposed Reserve spending plan will be 
developed by the Administration in consultation 
with Coordinate Campus Chancellors and 
appropriate University governance committees. 
Items for inclusion will be solicited and may 
be submitted by the President, Vice Presidents, 
Provost, Chancellors, or governance committees. 

The Reserves spending plan, detailing 
programmatic or unit allocations and projects 
to be funded, must be submitted to the Board of 

366 

( 



( 
'. 

Regents for approval. Once approved by the 
Board, funds are available for the express and 
exclusive purpose stated, and further action is 
not required for allocations or expenditures 
consistent with the spending plan. 

2. Contingency funding 

During the course of the year, unanticipated 
expenses or opportunities will occur which 
require funding. Except for financial 
emerqencies, the amount to be expended during 
the year should not . exceed, in total, the 
contingency funding provision set forth in the 
annual Reserves spending plan. These funds 
will be under the control of the Management 
CoDDDi ttee and no other individual or qroup is 
authorized to commit or expend such funds. 

Expenditures of $100, ooo or more will require 
prior approval by the Board of Regents in 
addition to formal approval of the Manaqement 
Committee. In case of emergency, when time 
does not allow for regular Board action, 
provisional approval may be qranted by the 
Chair of the Board, the Vice Chair, and/or the 
Chair of the Finance and Legislative Committee 
of the Board. Such provisional approval should 
be followed by full Board action at the next 
regularly scheduled meeting. 

3. Allowable Expenditures 

Consistent with the Budqet Principles adopted 
by the Board of Regents in April, Central 
Reserves may be allocated only for: 

" .•• 1) projects that are fixed term in nature 
(usually 3 years or less) 

2) programs which require 'bridqe' funding for 
a short period ~ have a permanent source of 
funding clearly identified at the outset." 

Except for financial emergencies, Reserves will 
not be reduced to less than $40 million (or 
suet~ other amount established in accordance 
with the principles of paragraph 6) unless such 
reduction is part of a short-term bridge 
financing for which future revenues have been 
identified and committed to replenishing the 
reserve funds. 
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Due to legal considerations put forth by the 
University General Counsel, the portion of 
Reserves relating to securities lending funds 
generated previously or in the future by the 
University general endowment will be maintained 
as a quasi-endowment and the principal may not 
be spent. The income earned on this quasi
endowment may, however, be expended on an 
unrestricted basis. 

4. Report ina and Approyal Requirements 

The Board of Regents will be fully informed at 
all times as to the status of reserve funds. 
The Vice President for Finance's monthly report 
to the Finance and Legislative Committee will 
contain a section devoted to central Reserves. 
This section will report monthly the Central 
Reserve balances, unexpended commitments 
against reserves, and monthly expenditure and 
commitment activity. 

The University will report the Reserves 
spending plan and the Vice President's monthly 
report section on reserves to the Commissioner 
of Finance and the Chairpersons of the Senate 
Finance Higher Education Subcommittee and the 
Education Division of the House Appropriations 
Committee or their designated staff persons. 

The Board of Regents must give prior approval 
of the annual Reserve spending plan described 
in 1. above, and contingency expenditures of 
$100,000 or more as described in 2., above. 

5. Other Transitional Matters 

It is anticipated that the recurring needs 
currently funded from reserves will either be 
placed on permanent funding or will be 
discontinued. Among the needs requ~r1ng 
special consideration are the following: 

Recurring discretionary funds should 
eventually be made available on the 0100 
budget to the President, the Vice 
Presidents, Provost, and Chancellors. The 
amounts to be made available should be 
proposed by the Administration and 
approved by the Board of Regents. 
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The rec~ing level of administrative data 
process1ng systems development and 
production funds should be determined. 
The MIS staff Coordinatinq committee has 
been charqeci with the task of drafting 
proposals to acidress the appropriate level 
of funciinq and methoci of funciinq (buciget 
allocation or charqe-back system). 

6. Size of Reserves 

The reserve requirements of the University may 
be baseci on judgmental and political factors as 
wall as financial factors. Reserves may be 
thouqht of in three ways: 

•Rainy day• funcis to protect ongoinq 
proqrams from revenue shortfalls - such as 
State unallotments or reductions in 
~deral qrants. 

Contingency funcis to cover unanticipated 
expenses - such as extraordinary health 
insurance premiums. 

An endowment which qenerates annual income 
needed to fund one-time projects and 
provide budqetary flexibility. The 
University has qenerally utilizeci $5-10 
million of such flexible fundinq annually. 

In determininq the appropriate balance of 
reserve funds, consideration should be qiven 
to, amonq other thinqs, the health of the 
Federal and the State economy, the political 
climate towards higher education, and the 
volatility of both University revenues and 
expenditures. The size and composition of 
University debt must also be considered. 
Reserves are not only key to maintaining 
financial strenqth and hiqh bond rating, they 
are also needed to protect the University from 
interest expense volatility. (Of the over $300 
million of bonded debt, $170 million is 
variable rate, and the interest rate is 
determined periodically. If current bond 
market conditions cause interest rates to 
increase by just 1%, the impact to the 
University is $1.7 million per year.) 
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Given the foregoing, central reserves of $40 to 
$50 million are reasonable in the University's 
current circumstances. A $50 million reserve 
would provide a "rainy day" fund of 3% of 
revenues, contingency funding of 2% of 
expenditures~ and would provide interest income 
of around $4 million which, combined with 
securities lending and other revenues, would 
provide $7-10 million annual flexible funding 
for one-time needs and initiatives. Reserves 
of below $40 million would not be prudent given 
the many political, economic, and financial 
uncertainties with which the University must 
contend. 
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Peat Marwick 
Certified Public Accountants 

Put Marwiclc Main • Co. 
1700 IDS Center 

Minneapolis. MN 55402 

The Board of Regents 
University of Minnesota: 

We have examined the balance sheet of the University of Minnesota as of 
June 30, 1987 and the related statements of changes in fund balances, and 
current funds revenues, expenditures and other changes for the year then 
ended. Our examination vas made in accordance with generally accepted 
auditing standards and, accordingly, included such teats of the accountinq 
records and such other auditing procedures as we considered necessary in the 
circumstances. 

In our opinion, the aforementioned financial statements present fairly the 
financial position of the University of Minnesota at June 30, 1987 and the 
changes in fund balances and the current funds revenues, espendi tures and 
other changes for the year then ended, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the 
preceding year. 

October 23, 1987 
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!!!ill 

Cash and te~rary invest•enta (note 3) 
Receivable• (nota 2) 
Inventories 
Prepaid expenses and deferred charges 
lnvest•ents (notes 1 and 4) 

-

Inveat .. nt in unconsolidated subsidiary 
Inveataent In plant (notes 5 and 8)r 

Land 
Buildings and iaproveaenta 
!quip.ent 
Other 

Total assets 

Liabilities and Fund Balancea 

Liabilities: 
Accounts payable 
Accrued liabilities 
Notes payable, bonds payable and capital 

leaae obligations (note 5) 
Unearned incoae 
Deposita held in custody for others 
Interfund borrowing 

Total liabilities 

Fund balances& 
Unrestricted 
Restricted 
u.s. Governaent grants and other 

refundable a 
EndOWSN!nt 
Ter• endowment 
Quasi endowaent - restricted 
Quast endow.ent - unreatricted 
Llfe lnco-
Het inveataent in plant 

Total fund balances 

Total liabilities and fund balances 

See acco.panying notes to financial atate•ents. 

.. - - - - -
UNIVERSITY OF MINNESOTA 

Balance Sheet 
Un thousands) 

June 30, 1987 
(with coaparattve totals for 1986) 

Current funds 
Unrestricted Restricted 

• 189,0)8 
105,287 

25,085 
3,238 

9,401 

8 U2.01! 

34,583 
41,896 

12,825 
2,720 

(824) 
91,200 

240,849 

240,849 

• ])2.019 

7),]07 
12,101 

105.191 

3,348 
5,193 

11 
8,882 

96,526 

96,526 

105.101 

Loan 
tunds 

3,010 
41,600 

' 

iU1I. 

6 

___ill. 
_ill 

299 
9,9U 

n,8oo 

44,08] 

.u..w 

Bndowaent 
and slailar 

funds 

15,700 

227,481 

2f1.181 

28 

28 

118,161 
10,657 
55,461 
58,507 

61 

213,15] 

2t1.181 

-

Plant 
funds 

)15,198 
108,88] 

11,125 
12,996 

25,709 
1,046,]]2 

312,511 
95,196 

1.991.550 

5,736 
10,101 

457,110 

256 
174,2]] 

111,193 
101,112 

1,281,112 
1,517,]17 

1.291.550 

- - -

Total all funds 
1987 ___!!!! 

626,25] 
287,871 

25,085 
17,66] 

210,18) 
9,101 

25,709 
1,016,332 

312,511 
95,196 

2.716.101 

13,673 
57,818 

157,810 
12,825 
2,720 

574,876 

112,111 
207,922 

31,100 
118,161 

10,657-
55,161 
58,507 

64 
1,281,712 
2,141,928 

2.716.801 

621,611 
214' 154 

22,253 
19,250 

215,780 
6,620 

25,28S 
998,118 
291,172 

89,113 

2.516.986 

17,612 
58' 199 

481,221 
U,ll4 
2,819 

606,418 

297,866 
119,0]9 

3),36] 
104,398 

16,500 
55,133 
49,050 

168 
1,194,451 
1,910,568 

2.536.98§ 

·- - -
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lt•t••uu nl C'h•n4•• Jtt '"~'' Ael•n&.~~• 
C In thouRandal 

Year ended June )0, 1117 
Cwlth caaparatlve totala for 11161 

~nt Plant funda 
and tera QUaal Life llet 

Curr~nt funds Loan en.tow..nt endowaent I nco .. lnveat•ent Tote& all funds Unrestricted Reatrlcted -1!!!!!!.! fund a fund a ~ Unrestricted Restricted In (!lant 1911 __!.!!! 

Revenue• and other additions: 
Unreatrlcted revenues I 141,UI - - - - - - - - .... .,. 755,~99 Federal appropriations - U,Ul - - - - - - - U,Ul U,tU State appropriation• - U,lU ., - - - - 41,179 - llO,ttl 51,611 Federal grant& and contracts - lU,IH U2 - - - - - - lU,IU US,070 State grant& and contracta - lO,Slt - - - - - - - lO,Slt l,llS Local grant& and contracta - •• lit - - - - - 5,ns - 7,124 l,H5 Privata gllta, grants and contract& - 102,441 ll4 2Zl Ul - - 1,011 - lOt,UI 9l,6ll Endow.ent and lnvest•ent Inca .. - U,lll ... - - lJ 15,1)4 614 - 50,451 41,421 Realized gain• (loase&l and 

adjuat.enta to •arket value, n~t - CUll (51 2,005 l2,l51 161 a.~n 1211 - ...... l5,UI 
Student loan lnter~at - - ..... - - - - - - 1,161 l,lU Expended for plant facilities 

Including 116,0)7 charqed to 
current funda - - - - - - - - 76,~94 16,291 tt,llO Note& and banda payable eapended - - - - - - lf,lSO - - J4. )50 51,105 Retlre .. nt of lndebtednesa - - - - - - - - 25,llt 25,U4 1,561 Other addition• - - Ul 49 - 203 Ill Total revenue~ and other additions 141,491 lU,7U 2,621 2,226 U,IU ., ll,US 54, 71l 101,611 L!l!JH LlC1~.221 

Expenditure• and other deduction&• 
Education and general 481,017 214,111 - - - - - - - 712,111 1l0,6ll Auxlllarr enterprises 11,616 21 - - - - - - - 11,660 IO,lll Unlvaraltr hospitals 196,115 l5 - - - - - - - 116,UO 175,21) Indirect coat& recove<ed - )0,700 - - - - - - - )0,700 27,211 Loan cancellation - - 1,044 - - - - - - l,OU 160 Ad•lnlatratlve and collection costa - - 515 - - - - - - 515 177 Expended for plant facilltiea 

Including 121,111 not capitalized - - - - - - U,400 16,675 - 61,015 101,111 Retlre .. nt of lndebtednesa - - - - - - - 25,114 - u,u1 ),561 lntereat on Indebtedness - - - - - - - :n,uo - 27,S20 26,150 Losa on debt reflnancinq - - - - - - - - - - I,IZJ Dlapoaal of plant f~cilltiee - - - - - - - - ll,lll 11,117 10,276 Other deduction• - ---ill - - - _..!.!! - 11)11 176 TotAl e•pendltures and other --- --- --- --- -- ---
deduct Ions 766,411 l261US 11551 - l21ll6 191519 11,117 1,227,41! J,,l6t,!U6 --- - --

Tranafera a.ang funds- additions (deductlonslt 
Manda torr• 

Principal and Interest CZ,5111 1191. - - - - 111,0221 46,560 
Renewal• and replace .. nts 12561 - - - - - 10 246 

Non .. ndatorr !1511521 ...lli!!!l JOl 2L!!1 _lli!lll 1!!!1 U,IJS ____!ll 'l'otal trand••• !1116271 ..l!r.!!!l ---m 2L!!1 ..lld!!l 1!!!1 !3111171 111251 Net Increase tdecreaael for the year 6),1)) 15,604 T.ffi 1,22) 1,115 !lOll 10,1)2 12,46] I0,2U 211,)60 1)2,615 

Fund balAnce• At be9lnnln9 of year 1171116 101122 121120 uo11tl 101171) !!! 120,261 •• I,., 111141151 119101561 11711111) 
Fund balancea at end of year s ll.!!..llt ..1L.lli it.J!1.l .U1.a..U1 w..w ..u J.U...W J.2L.W L21t,712 l....lll.....t.21 LUD.S61 

S•e acca.p•nvlnq not~s to financial &tate•ents • 

...... - - - - - - .. - - - - - .. - .. - - -
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State-.nt of Current Punda ReYenuea, !xpenditurea and Other Cbangea 
lin tbouunda) 

Year ended June 30, 1917 
(vitb ~rative totala for 1986) 

RHenues1 
Tuition and fees 
Federal appropriations 
State appropriations 
Federal grants and contracts 
State gnnta and contracts 
Local grants and contracts 
Private CJifts, grants and contracts 
Bndov.nt incot~e 
Inveat.ent inca.. 
Realized gains Cloaaes) and 

adjuat.enta to market value, net 
Sales and services of educational 

activities 
Sales and services of auxiliary 

enterprises 
Sales and services of hospitals 
Equity in earnings of uncon.alidated 

subsidiary 
'l'Otal rHenues 

Bxpenditures and .. ndatory transfers: 
lducation and general: 

Instruction 
a. ... rcb 
Public Mrvice 
Acad-ic support 
Student •ervices 
Institutional support 
Operation and .. intenance of 

plant 
SCbolarahipa and fellowships 

Education and general 
expenditures 

Mandatory principal and interest 
transfers 

Total education and general 

Auxiliary enterprises: 
Expenditures 
Mandatory transfers for: 

Principal and interest 
Renewals and replace .. nts 

Total auxiliary enterprises 

University hospitals: 
Expenditures 
Mandatory principal and interest 

transfers 
Total University hospitals 
Total expe •• ditures and 

mandatory transfers 

Other transfers - additions 
<deductions) : 

Excess of restricted additions 
over ex~nditures 

Refunded to grantors 
Nonmandatory transfers 

Total other transfers -
additions (deductions) 

Net increase in fund balances 

s 118,068 

317,701 
25,647 

79 
44 

4,975 
8,324 

13,483 

(1,818) 

61,543 

90,396 
207,275 

2,781 
848,498 

234,730 
4,154 

15,989 
70,830 
30,787 
52,197 

66,080 
13,250 

488,017 

862 
488,879 

81,636 

1,000 
256 

82,892 

l96, 785 

657 
197,442 

769,213 

(15,852) 

(15,852) 

See acco~anyinq notes to financial statements. 

1987 
Restricted 

12,2&7 
63,742 

115,116 
10,222 

1,815 
88,224 
3,043 

620 

295,049 

42,852 
157,699 

52,571 
12,450 

2,985 
1,691 

1,466 
23,257 

294,971 

1t 
294,990 

24 

35 

35 

295,049 

18,995 
(395) 

(2, 996) 

Total 

118,068 
12,267 

381,443 
140,7&3 

10,301" 
1,859 

93,199 
11,367 
14,103 

(1,818) 

61,543 

90,396 
207,275 

2, 781 
1.143,547 

27'7,582 
161,853 

&8,560 
13,280 
33,'7'72 
53,818 

67,546 
36,50'7 

78%,988 

Ill 

11,660 

1,000 
:!56 

82,916 

196,820 

657 

1,064,2£ 

18,995 
(395) 

(18,848) 

1248) 

19 .op 

1986 
Total 

113,970 
13,431 

329,565 
134,893 

7,803 
1,358 

82,489 
17,329 
13,165 

2,494 

56,181 

89,049 
169,226 

1,322 
1,032,275 

260,&38 
146, 7'71 

68,556 
71,533 
32,510 
48,120 

&6,015 
36,400 

730,613 

], 149 
73],762 

10,318 

854 
328 

81,500 

175,213 

175,213 

990,475 

12,036 
(3211 

(22,964) 

(11.249) 

30.551 



UNIVERSITY 0!' MINNESOTA 

Notes to Financial Statements 

June 30, 1987 

(l) Surnmary of Significant Accounting Pglicies 

The financial statements are presented on the accrual basis in accor
dance with accountinq principles outlined in the American Institute of 
Certified Public Accountants • audit quide, "Audits of Colleqes and 
Universities," and quidelines suqqested by the National Association of 
College and University Business Officers with the ezception of record
ing gifts when received, which is a common practice for colleges and 
universities. The omission of the precedinq accrual does not have a 
material effect on the financial statements. Also, as permitted by 
generally accepted accounting principles for colleqes and universi
ties, the University of Minnesota (the University) does not provide 
for depreciation of physical properties. 

The statement of current funds revenues, ezpenditures and other changes 
is a statement of financial activities of current funds related to the 
current reporting period. It does not purport to present the results 
of operations or the net income or loss for the period as would a 
statement of income or a statement of revenues and expenses. 

To the eztent that current funds are used to finance plant assets, the 
amounts so provided are accounted for as (1) expenditures, in the case 
of normal replacement of movable equipment and library books; ( 2 > 
mandatory transfers, in the case of required provisions for debt amor
tization and interest and equipment renewal and replacement; and ( 3) 
as transfers of a nonmandatory nature for all other cases. 

In order to observe the limits and restrictions placed on the use of 
available resources, the University uses the principles of "fund 
accounting." Resources for various purposes are classified into funds 
that characterize and reflect sources of revenue and specified activi
ties or objectives. Separate accounts are maintained for each fund: 
however, in the accompanying financial statements. funds that have 
similar characteristics have been combined into fund groups. 

Within each fund group, fund balances restricted by outside sources are 
so indicated. These ezternally restricted funds may only be utilized 
in accordance with the purposes established by the source of such 
funds and are in contrast with unrestricted funds over which the Board 
of Regents retains full con~rol to use in achieving any of its institu
tional purposes. 

(Continued) 
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2 

UNIVERSITY OF MIRNESOTA. 

The accoUAts of the University are s'WIIIIl&rized for finaAcial reportinq 
purposes into the followinq fund classifications: 

Current Uprestricted 

Funds over which the University retains full control, to use in 
achievinq its institutional purposes includinq instruction, 
research, public service, qeneral supportinq activities, and the 
investment and cumulative earninqs of the University's wholly
owned captive insurance compaAy, RUMINCO, Ltd. 

Currept Restricted 

Ezternally restricted operatinq funds that may be utilized only in 
accordance with the purpose established by the source of the funds. 

!'UAds provided by the federal qovermaent, the state of MiDDesota and 
private donors for student loaAs. These are revolvinq funds in 
that repayments become available for loans to other students. 

Epdowment 

Funds donated by individuals, aqencies and others that, as a condi
tion of the qift instrument, qenerally require the maintenance of 
principal. The principal of true endowment fUAds is invested 
permanently to produce income. Term endowment funds are similar 
to true endowment funds ezcept that all or part of the principal 
may be ezpended after a specified period of time or the occurrence 
of a particular event. Quasi endowment restricted fUAds represent 
qifts restricted for specific purposes for which the University 
has established endowments. Such restricted qifts are recorded as 
additions directly to the quasi endowment restricted fund. Quasi 
endowment UArestricted funds are funds without restriction that 
have been allocated by the University for investment purposes. 
Quasi endowments may be spent for their restricted or unrestricted 
purposes. 

t.ife Ipcome 

Gifts and bequests on which the income is paid to persons specified 
by the donor durinq the lifetime of the beneficiary; thereafter, 
the principal becomes available to the University for use as 
specified by the donor. 

Assets relatinq to investment in physical plant includinq new 
buildinq construction, major buildinq alterations and renovation, 
and debt on University facilities. 

(Continued) 
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UR'IVERSITY OF MIBJIBSOTA 

Cash and Temporary Inyestmtnts 

The cash balances of the various fund qroups of the University may 
be invested in two investment poola. The Temporary Investment 
Pool consists primarily of 110ney market mutual funds and short
term U.S. Goverument securities. These investments are carried at 
amortized cost, which approziJnates the market value at June 30, 
1987. The Group Income Pool consists primarily of lonq-term 
corporate and qovermnent bonds, coaaercial paper and money market 
mutual funds which are carried at current market value. Also 
included in cash and temporary investments are investments 
restricted for construction projects and bond reserve funds (see 
note 3). 

Investments 

Investments are recorded at market value and adjusted periodically 
as such value chanqes. The University holds a substantial portion 
of the assets of permanent and quasi endowment funds in investment 
pools. 

Inuntgries 

Inventories held for resale are carried at the lover of cost 
(first-in, first-out) or market value and other inventories are 
carried at cost. 

Inustment in Plant 

Land, buildinqs and other property included in the plant funds are 
stated at cost at dates of acquisition or fair market value at 
dates of donation in the case of qifts. Althouqh no provision is 
made for depreciation of physical plant and equipment, the 
investment in plant is reduced annually by the cost of equipment 
and other property disposals. 

Interest is normally ezpensed as incurred, ezcept when it is 
incurred in conjunction with major capital additions, and then it 
is shown as an addition to investment in plant. The amount of 
interest capitalized, net of interest income on bond trustee 
held investments, is determined by applyinq current interest rates 
to the funds required to finance the construction. Interest of 
$140,000 and $5,483,000 was capitalized durinq 1987 and 1986, 
respectively. 

(Continued) 
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UNIVERSITY OF MINNESOTA 

Revenue Recgqpition 

Current funds revenues include all unrestricted resources earned 
durinq the year and restricted revenues to the extent that such 
funds were expended for current operatinq purposes. Revenues and 
related expenditures incurred in connection with the 1987 summer 
sessions are deferred at year end. 

Vacation Pay 

The University accrues a liability for vacation pay for all civil 
service employees. The accrued vacation pay liability at June 30, 
1987 for 12-month academic employees is not determinable. The 
maximum unrecorded potential liability for academic employees at 
June 30, 1987 is approximately $10,297,000. 

Incgme Tues 

The University is exempt from federal income tazes as an instrumen
tality of the state of Minnesota and under Section 501(c)(3) of 
the Internal Revenue Code. 

Rec1assificatigns 

Certain 1986 financial statement amounts have been reclassified to 
conform with the 1987 presentation. 

(Continued) 
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UNIVERSITY 01' MINNESOTA 

( 2) Receivables 

~t June 30 the receivables balances consisted of the followinq: 

Current uprestricted funds 

University Hospitals 
Less allowance for uncol

lectible accounts 

State appropriations 
~ccrued income 
Student and other 

Currept restricted funds 

UDbilled charqes, due 
principally from federal 
qovermnent 

Other 

Lou tupds 

Notes receivable 
Accrued interest 

Less allowance for uncol
lectible accounts 

Plant fupds 

Notes receivable 
Federal qrants 
State appropriations 
~ccrued interest 

Total 

$ 

1987 1986 
(in thousands) 

59,632 47,550 

( 5. IZZ> (i.Zl.Q) 
53,805 42,840 
30,136 18,233 

9,236 9,147 
l.Zal.l.Q 105,287 l.Q.JJi 80,554 

19,105 20,920 
l.l. & l.ll 32,101 §.gJg 27,135 

49,156 
1.414 

50,580 

(§.98Q) 41,600 

4,730 
180 

96,117 
7.856 1Q8.883 

$ 28J,851 

47,777 
1.453 

49,230 

(9.206) 40,024 

2S3 
87.735 

8,453 96.441 

244 I 154 

(Continued) 
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URIVEllSIT'f OF MINNESOTA 

( 3) Cash apd Temporary Inyestments 

Assets of funds participatinq ill the Temporary Investment Pool are 
pooled based Oil each participant's illvestmellt at cost. Assets of 
fuds participatinq ill the Group Illcome Pool are pooled on a market 
value basis with each illdividual fw:ld subscribinq to or disposillq of 
UZlits Oil the basis of the market value per uit at the beqinninq of 
the month. Fund participation illformation for each of these pools is 
summarized as follows: 

Currellt UZlrestricted 
Currellt restricted 
Loan 
Elldovment 
Plant 

Market value per UZlit at 
JUZle 30, 1987 

Averaqe annual earninqs per unit, 
ezclusive of net qaills 

Temporary 
Illvestmellt Pool 
(in thgusap.ds) 

161,654 
63,941 

2,675 
15,700 
97.254 

34L 224 

$ l...Q,Q, 

$ ......wl 

Group Income 
Pggl up.its 

244,026 
82,819 

2,991 
227,938 
102.400 

66Q.174 

112,45 

lp,n 

The investment in each of these pools is recorded as cash and temporary 
investments for all funds, ezcept that the endowment funds' participa
tioll in the Group Income Pool is recorded as investments in the accoa
panyillq balance sheet. 

Also included ill cash and temporary investments are restricted invese
ments which are held by the bond trustee for construction projects and 
for reserve funds required to be maintained by the bond indentures. 
The amounts held by the trustee aqqreqated $49,975,000 and $71,687,000 
for construction and $186,454,000 and $211,902,000 for reserve funds 
at June 30, 1987 and 1986, respectively. 

(Continued) 
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UNIVERSITY OF MINNESOTA 

( 4) Investments 

Investments, principally of the endowment funds, at June 30 consisted of 
the followinq: 

12§7 12§6 
tfA[Jsat Cost MA[Jslt Cost 

(in thousands) (in thousands) 

Short-term cash equivalents $ 17,273 17,280 14,706 14,629 
Bonds 101,530 100,648 96,744 89,070 
Common and preferred stock 117,757 96,932 100,434 62,176 
Mortqaqes and other 3.923 3.971 3.896 3.857 

$ ~ig.u~ ~;J.a I§~;!_ ~•~.zgg ·~~.z~~ 

The combined investment yield, exclusive of securities lendinq and other 
portfolio manaqement strateqies revenue, based on averaqe month-end 
market values vas 7.03' and 5.79' for the year ended June 30, 1987 and 
1986, respectively. 

The decline in the securities market in October 1987 has resulted in an 
overall ·decline in the market value of the endowment fund assets of 
approximately 9,. 

The Group Investment Fund assets and the Permanent University Fund 
assets included in the endowment funds are pooled on a market value 
basis with each individual endowment subscribinq to or disposinq of 
units on the basis of the market value per unit at the beqinninq of 
the month. Participation information for each of these pools is 
summarized as follows: 

Endowment 
Term endowment 
Quasi endowment restricted 
Quasi endowment unrestricted 
Life income 

Market value per unit 
at June 30, 1987 

Averaqe annual earninqs 
exclusive of net qains 

Group Investment 
Fund units 

1,505,669 
202,911 

1,230,822 
220,464 

3.735 

3 1 ;LQ3 1 ag;~. 

Permanent University 
Fund units 

702,712 

6,223 

ZQ8 1 235 

H6 1 48 

5 1 93 

(Continued) 
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UNIVERSITY OF MINNESOTA 

Investment income relatinq to endowment fund assets is recorded as 
revenue in the current funds. The University has established a 
spendinq policy under which earninqs of the Group Investment Fund are 
distributed at a rate of 5' of the three-year movinq averaqe of the 
market value of the fund assets; therefore, in certain years 
accumulated capital qains are used to supplement investment income. 
When capital qains are so used, they are reported as a nonmandatory 
transfer from endowment to current funds. When investment income 
exceeds the 5' return, the excess is transferred to quasi endowment 
funds from current funds. For the year ended June 30. 1987 a $492,000 
nonmandatory transfer was made from the endowment to current funds. 

The distributed endowment earninqs of the Permanent University Fund is 
limited to the lesser of 5.5, of the three-year movinq averaqe of the 
market value of the fund assets or the actual investment income. When 
investment income exceeds the 5. 5' return, the excess is transferred 
to endowment funds. These earninqs which are showu as a nonmandatory 
transfer aqqreqated $1,082,000 for the year ended June 30, 1987. 

To enhance the return on investment, the University maintains a securi
ties lendinq proqram involvinq the endowment and short-term investment 
portfolios. As qoverned by defined qui de lines and aqreements, the 
University loans securities to brokeraqe firms, banks and other 
approved institutional borrowers in exchanqe for cash or other col
lateral acceptable to the University that is at least 95' of the 
market value of the securities loaned. Onder the written aqreements 
with the borrowers. the University retains all riqhts of ownership to 
the loaned securities, receives all dividend and interest income and 
reserves the riqht to at any time terminate any loan of securities. 
At June 30, 1987 the University had securities of approximately 
$225,000,000 (includinq $13,000,000 of University of Minnesota 
Foundation securities) involved in loans. These loans were supported 
by collateral of approztmately $232,000,000. 

In addition, the University employs other portfolio manaqement 
strateqies involvinq the purchase or borrovinq of securities and the 
subsequent sale of these and other University securities with a 
correspondinq hedqe aqainst market fluctuations usinq options, futures 
and other securities. As with the lendinq of securities, these 
strateqies are desiqned to improve investment return by utilizinq 
hedqed, minimal risk techniques which are short-term in duration. The 
University had outstandinq approzimately $264,000,000 in market value 
in these strateqies which involved approximately $258,000,000 in 
securities purchased or borrowed. Total income earned on the 
securities lendinq and investment strateqies was $6,045,000 for the 
year ended June 30, 1987. 

(Continued) 



9 

UNIVERSITY OF MINNESOTA 

(5) Notes Payable. Bonds Payable and Capital Llase Qbliqations 

At June 30 the outstudinq indebtedzless of the University consisted of 
the followinq: 

General Obliqation Refundinq Bonds, Series 
l986A, at 6.0'\ to 7.82'\ due at various 
dates throuqh 2005 except capital appreci
ation bonds at 6'\ to 7.75'\ due 2005-2011 

General Obliqation lefundinq Bonds, Series 
1985A, at 6. 5'\ to 9. 68'\, due at various 
dates throuqh 2005, except for capital ap
preciation bonds at 9. 25'\ to 10. 5'\ due 
from 1996-2011 

Variable late Demand Bonds, Series 1985£, 
1985F, 1985G, 1985B and 1985I, at 4.45'\ 
due at various dates throuqh 2017 

Variable Rate Demand Bonds, Series 1985B, 
1985C ud 1985D, at 4.45'\ to 6.125'\ in 
1987 and 1986 due from 2013-2017 
(redeemed July 21, 1987) 

Variable late Demand Bonds, Series 1984A, 
4. 45'\ to 6 .125'\ in 1987 and 1986 due at 
various dates throuqh 2004 (redeemed 
July 21, 1987) 

Various auxiliary enterprise bonds, at 3'\, 
collateralized by revenues of self-sup
portinq auxiliary enterprises and the 
full faith and credit of the University 

Various auxiliary enterprise revenue bonds, 
at 3.5'\, collateralized by revenues of 
the applicable auxiliary enterprise 

Notes payable to banks at 1/2 of the sum of 
the bank's prime rate plus three percent
aqe points, collateralized by the full 
faith and credit of the University 

Installment notes payable to computer equip
ment vendor, at 5'\ to 8. 5'\, collateral
ized by the related equipment 

Obliqations under capital leases. at 6. 7 5'\ 
to 11.75'\ 

Total 

1987 1986 
(in thousands) 

$ 109,210 109.210 

5,445 7,915 

170,000 170,000 

65,000 65,000 

86,200 86,200 

19,275 19,725 

35 

159 15,824 

186 447 

2.365 8.868 

$ 457.84Q 483,224 

(Continued) 
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Durinq the year ended June 30, 1986 the University sold $170,000,000 in 
Variable Rate Demand Bonds, Series 198SE throuqh I. Approzimately 
$144,000,000 of the proceeds were deposited in the escrow fund 
established under the bond indentures to redeem both the Series 1984A 
Bonds and the Series 1985B throuqh D Bonds. On July 21, 1987 the 
University redeemed the Series 1984A Bonds and 1985B throuqh D Bonds. 

Durinq the year ended June 30, 1986 the University issued General Obliqa
tion Refundinq Bonds, Series l986A, for the defeasance of $89,236,139 
of General Obliqation Refundinq Bonds, Series 198SA. Proceeds of the 
Series 1986A Bonds were deposited with a trustee in an amount suffi
cient, toqether with the interest earned thereon, to be used to meet 
debt service requirements of the defeased Series 1985A Bonds as they 
become due. The amount of defeased Series 1985A Bonds outstandinq was 
$89,236,139 at June 30, 1987 and 1986. As a result of this refinanc
inq, the University recoqnized a loss of $9,927,000 in 1986. This 
loss from the advance refundinq of lonq-term debt is reflected as a 
deduction from unrestricted plant fund balance. 

Durinq the year ended June 30, 1985 the University issued General Obliqa
tion Refundinq Bonds, Series 198SA, and Variable Rate Demand Bonds, 
Series 198SB, 1985C and 1985D, for the purpose of advance refundinq 
Series 1982 Term Bonds and Series 1982 Serial Bonds and to finance 
construction of a parkinq ramp. Proceeds of the Series l985A Bonds 
were deposited with a trustee in an amount sufficient, toqether with 
the interest earned thereon, to be used to meet debt service require
ments of the Series 1982 Bonds as they become due. The amount of 
defeased Series· 1982 Bonds outstandinq was Sll2.635,000 at June 30, 
1987 and 1986. 

The full faith and credit of the University is pledqed for 2aymenc of 
principal and interest of all outstandinq bonds. 

Included as part of restricted plant fund balances at June 30, 1987 are 
$5,278,381 for renewals and replacements and $2,981,065 for retirement 
of indebtedness as required by related debt covenants. 

Maturities and sinkinq fund requirements on notes and bonds payable 
outstaudinq at June 30, 1987 durinq each of the nezt five years and 
thereafter are as follows: 

Fiscal year endinq 
June 30 

1988 
1989 
1990 
1991 
1992 
Thereafter 

(In thousands} 

$ 8,248 
8,413 
7,791 
7,935 
9,955 

413,133 

s 455.475 

(Continued) 
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The University leases certain data processinq and office equipment under 
capital leases. Minimum future lease pa!D"tnts on capital leases at 
June 30, 1987 are as follows: 

Fiscal year endipg 

1988 
1989 
1990 
1991 
1992 

Less interest portion 

(In thousands) 

$ 1,470 
898 
131 

34 
~ 
2,538 
_ill 

Present value of capital lease obliqations 

Included in the Plant Fund qroup at June 30, 1987 is equipment acquired 
under capital leases of approzimately $10,221,367. 

Pepsion Expenditures 

All employees of the University meetinq aqe and lenqth of service 
requirements participate in either civil service (Minnesota State 
Retirement System - MSRS), faculty (University of Minnesota) or Police 
Department (Police and Fire Fund of Public Employees Retirement 
Association - PERA) pension plans (the plans). The plans require 
contributions by both employer and employees. Pension ezpense of the 
University for the years ended June 30, 1987 and 1986 was $32,587,000 
and $31,088,000, respectively, which includes the amortization of 
prior service cost throuqh 2009. 

The Faculty Retirement plan 
plan and is fully funded. 
the University provides a 
funded in the amount equal 
plus the amount necessary 
period. 

of the University is a defined contribution 
For faculty members employed prior to 1963, 
Faculty Retirement Supplement which is beinq 
to the annual benefits payable to retirees, 
to fund the actuarial deficit over a 12-year 

Statewide plans (MSRS and PERA) cover employees of the state of Minne
sota, school districts, ccunties, cities and other political sub
divisions. The unfunded vested benefit liabilities of the plans are 
not actuarially seqreqated by ~:tmployer unit. As of June 30, 1986 
University employees represented approz:i1nately 30'\ and 1'\ of active 
plan participants in MSRS and PERA, respectively. 

At June 30, 1986, the date of the latest actuarial valuation, net assets 
available for benefits were $7,523,000, $1,370,000 and $405,825,000 
for the Faculty Retirement Supplement, MSRS and PERA plans. respec:
tively. The actuarial present value of accumulated plan benefits was 
not calculated. 

(Continued) 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

12 

UNIVERSITY OF MINNESOTA 

(7) Foun4atigps 

'!he University of Minnesota FoUDdation. the University of Minnesota 
Medical FoUDdation and the Minnesota Landscape Arboretwa FoUDdation 
are independent corporations formed for the purpose of obtaining and 
disbursing fUDds for the sole benefit of the University. At JUDe 30, 
1987 and 1986 the net assets of these foUDdations (not included in the 
financial statements of the University) were approzimately 
$179,859,000 and $133,321,000, of which approzimately $175,230.000 and 
$~28,312,000 were restricted fUDds, respectively. During the years 
ended JUDe 30, 1987 and 1986 these foUDdations distributed approzi
mately $23,604,000 and $18,636,000, respectively, to the University. 

In addition, the University leases computing services from Research 
Equipment, Inc., doing business as the Minnesota Supercomputer Center, 
Inc. (MSC), a majority-owned subsidiary of the University of Minnesota 
FoUDdation. During the years ended JUDe 30, 1987 and 1986 the Univer
sity made net payments of approzimately $6, 900, 000 and $4, 600, 000. 
respectively, to MSC for computer usage. At June 30, 1987 the 
University has outstanding future minimum computer usage payments 
totaling approzimately $23,000,000 through 1992 UDder noncancelable 
agreements v.i,th MSc: Additionally, MSC has outstanding future miminum 
operating lease payments totaling $7,000,000 for various computer 
equipment and building space under noncancelable aqre-nts vi th the 
University. 

Durinq 1986 the University eztended a line of credit of $5,000,000, at 
9-"·· ezpiring JUDe 30, 1992, to MSC. As of Julie 30, 1987 and 1986 
$4,700,000 and $250,000, respectively, of this line of credit had been 
used. 

Subsequent to June 30. 1987 MSC repaid the total amount of the 
outstandinq line of credit to the University. Additionally, on 
July 31, 1987 the University purchased 22,500 shares of Research 
Equipment, Inc. nonvotinq, preferred stock ~or $4,500,000. 

( 8) Commitmep,ts and Cop,tip,gep,cies 

Construction projects in progress, principally buildings, that have been 
included in the assets of the plant funds at June 30, 1987 approzimate 
$67,650,000. The estimated cost to complete these facilities is 
$59,197,000. 

The University owns property called the Rosemount Research Canter on 
which groundwater and surface contamination have been discovered which 
may have ~een caused by disposal of hazardous wastes. The University 
has entered into an agreement with the Minnesota Pollution Control 
Agency under which the University may be required to clean up the 
land. The cost of this clean up may be in the range of $5 to 10 
million. It is also possible that residents in the area will file 
damage claims against the University. 

(Continued) 
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The Ulliversity is a defellCiu.t in several claims azu:l petitions alleqoinq 
sez discrimination in employment arisiDq out of a class action Consent 
Decree entered in 1980. The Ulliversity is also a defendu.t in other 
cases involvinq, amonq other matters, allec}8d medical malpractice, 
civil riqhts violations and breaches of contract. While any litiqa
tion has an element of uncertainty and the Ulliversity cannot, there
fore, predict how these cases will be finally resolved, manaqement and 
its qeneral counsel believe the outcomes of the cases, individually 
and combined, will not have a materially adverse effect on the 
University's financial condition. 
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Additional copies and copies of complete supplementary 
schedules are available upon request from University of 
Minnesota, Administrative Services Center, 1919 University 
Avenue, St. Paul, Minnesota, 55104, telephone (612) 624-7550. 

The University of Minnesota is committed to the policy 
that all persons shall have equal access to its programs, 
facilities, and employment without regard to race, creed, 
color, sex, national origin, or handicap. 



UNIVERSITY OF MINNESOTA 

Glossary of Rnancial Statement Tenns 

BALANCE SHEET 

A. The BALANCE SHEET presents a financial picture as it stood on a particular day, the close of the 
fiscal year. It is divided into ASSETS and LIABILITIES, AND FUND BALANCES. 

ASSETS 

1) Cash and temporarv joyestmeots - Money on deposit in the bank, in the temporary 
investment (TIP) pool, and funds required to be held by the bond trustee for construction 
projects or as part of bond indenture commitments. 

2) Becejyables - Money due but not yet received from many sources including student 
tuition, hospital patient billings, state appropriations, and loans. 

3) Inventories - The acquisition value of University-owned supplies and materials. 

4) Prepaid expenses and deferred chames - Services or equipment paid for in advance, e.g. 
insurance premium, equipment leases, etc. 

5) · lnye&tmems - Primarily endowment fund holdings in bonds, stocks, and other investment 
vehicles. 

6) Investment jn plant - The acquisition value of University-owned land, buildings, equipment, 
and other capital. 

LIABILITIES 

1) Accounts payable - Amounts owed to individuals, or vendors as a result of purchasing or 
construction activity. 

2) accrued liabilitjes - Amounts set aside but not yet paid for employee wages, pensions, and 
similar items. 

3) Notes payable, bonds payable and capjtal lease obligatjons - Amounts owed tor bond 
issuances and capital leases. 

4) Unearned jncome - Income received in the reported fiscal year which is to be used in the 
next fiscal year, e.g. summer school tuition. 

5) Deoosjts held jn custody tor others - Agency funds (such as for student organizations, 
scholarship funds) n1anaged but not owned by the University. 

6) !ntertund borrowjng- Transfers between major fund groups (plant, operations, etc.). 

(over) 
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FUND BALANCES 

1) Unrestricted - Funds which can be used for needs/purposes determined by the institution. 

2) Restricted - Funds which must be used for a specifiC purpose identified by the donor. 

3) U. S. Government grants and other refyndables - Grants, appropriations, and contracts 
received from the federal government. 

4) Endowmems - Funds received from a donor with the restriction that the principal cannot be 
spent. 

5} Term Endowmem -Funds received from a donor which can be spent after a stated period of 
time or particular event. 

6) Oyas; - Endowment - Restricted - Funds designated by an administrative or governing 
board as endowments (with principal to remain intact) to be used for purposes decided 
upon by the donor. .,. 

7) Ouas; - Endowment - Unrestricted - Funds designated by an administrative or governing 
board as endowments (with principal to remain intact) to be used for purposes decided 
upon by the institution. 

8) Ute Income - Donated funds for which earnings must be paid to a beneficiary during that 
person's lifetime. Both principal and earnings become available for purposes designated by 
the donor after the beneficiary dies. 

9) Net Investment jn Plant - Acquisition plus improvement value of land and buildings, net of 
any debt issued for the property. 

FUNQ GROUPS (Horizontal Categories> 

1) Current Fynds - Resources to be spend in the near term and used for operating purposes 
that support the mission of the institution, i.e. research, instruction, and public service. 

Unrestricted - Can be used for purposes decided upon by the institution. 

Restricted - Must be used for specific purposes identified by the donor or other 
fund provider 

2) Loan Fynds- Funds to be loaned to students, faculty, or staff. 

3) Endowmem and Sjmj!ar Fynds - Funds received from a donor with the restriction 
that the principal cannot be spent. These funds are invested, with earnings 
available for institutions priorities (unrestricted) or donor purposes (restricted). 

4) Plant Funds - Funds that have been or will be used for acquiring, building, or 
renovating properties for institutional purposes or for repaying debt issued for such 
purposes. 

B. THE STATEMENT OF CHANGES IN FUND BALANCES shows the total additions (revenues) and 
uses (expenditures) among all fund groups during the fiscal year. 

C. THE STATEMENT OF CURRENT FUNDS, REVENUES, EXPENDITURES, AND OTHER 
CHANGES reports additional details about the sources and use of the current funds reflecting the 
daily operations of the institution. 
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OBJECTIVES AND APPROACH 

OBJECTIVE: 

• REVIEW AND ASSESS THE FINANCIAL 
MANAGEMENT SYSTEM OF THE UNIVERSITY OF 
MINNESOTA AND MAKE RECOMMENDATIONS 
WHERE APPROPRIATE 
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OBJECTIVES AND APPROACH 

• SIX PRIMARY AREAS OF STUDY: 

- BALANCE SHEET MANAGEMENT 

- FINANCIAL INFORMATION SYSTEMS 

- PLANNING AND BUDGETING PROCESS . 
- FINANCIAL AND ADMINISTRATIVE CONTROLS 

- AUDIT PROGRAMS - INTERNAL AND EXTERNAL 

- DECISION - MAKING FRAMEWORK 
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• OBJECTIVE AND APPROACH 

~ • ASSESSMENTS AND RECOMMENDATIONS 

• SUMMARY CONCLUSIONS 

• SUMMARYRECOMMENDATIONS 

• ANSWER COMMISSION QUESTIONS 
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SUMMARY ASSESSMENTS 

BALANCE SHEET ASSET MANAGEMENT REVEALED WELL 
CONCEIVED, REPORTED AND MANAGED PROGRAMS IN THE 
FOLLOWING AREAS: 

• CASH MANAGEMENT UTILIZES ADVANCED TECHNIQUES TO 
EXPEDITE CASH HANDLING 

. 
• DEBT MANAGEMENT REDUCED INTEREST RATE COSTS FROM 

10.9 TO 6 PERCENT 

• CENTRAL RESERVE SIMILAR IN SIZE AND NATURE TO 
COMPARABLE UNIVERSITIES 

• ENDOWMENT AND INVESTMENT HAS ACHIEVED HIGH 
RETURNS FOR THE UNIVERSITY 

HOWEVER, THE UNIVERSITY HAS NOT PROVIDED FOR NEEDED 
REINVESTMENT IN EXISTING PHYSICAL PLANT. 

C&L 
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SUMMARY ASSESSMENTS 

GAPS IN THE FINANCIAL MANAGEMENT INFRASTRUCTURE IMPEDE 
UNIVERSITY-WIDE CONTROL OF THE INSTITUTION. 

• ACCOUNTABILITY AND REPORTING NEED IMPROVEMENT 

• THE PLANNING AND BUDGETING PROCESS FAILS TO . 
ADEQUATEL V INCORPORATE NON-ACADEMIC AND ACADEMIC 
NEEDS 

• FINANCIAL INFORMATION SYSTEMS DO NOT SUPPORT 
INFORMED DECISION MAKING 

• LACK OF COMPREHENSIVE POLICIES AND PROCEDURES, 
PROPER CONTINUING EDUCATION AND TRAINING, AND 
SYSTEMS CAPABILITIES ALLOW FOR LAPSES IN CONTROL 

C&L 



SUMMARY ASSESSMENTS 

THE UNIVERSITY HAS NOT PLACED SUFFICIENT PRIORITY ON 

CORRECTING SHORTCOMINGS OF ITS FINANCIAL MANAGEMENT 

SYSTEM. 

LEADERSHIP,.ACCOUNTABILITY, TIME, AND RESOURCES ARE 

NECESSARY TO REPAIR THE FINANCIAL MANAGEMENT SYSTEM. 

C&L 
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ASSESSMENTS AND RECOMMENDATIONS 

--.... •~ • BALANCE SHEET MANAGEMENT 

• FINANCIAL INFORMATION SYSTEMS 

• PLANNING AND BUDGETING PROCESS 

• FINANCIAL AND ADMINISTRATIVE CONTROLS 

• AUDIT PROGRAMS - INTERNAL AND EXTERNAL 

• DECISION-MAKING FRAMEWORK 
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ASSESSMENT - BALANCE SHEET MANAGEMENT 

• WITH $2.7 BILLION IN ASSETS, THE UNIVERSITY WOULD RANK 
132 AMONG FORTUNE 500 COMPANIES IN FISCAL 1987 

• THE UNIVERSITY'S ASSETS ARE DISTRIBUTED AMONG FOUR BASIC FUNDS: 

•• CURRENT FUNDS 

•• ENDOWMENT & SIMILAR FUNDS 

•• LOAN FUNDS 

•• PLANT FUNDS 

C&L 

~-----------------~ 



'-
ASSESSMENT- BALANCE SHEET MANAGEMENT 

• FOCUS OF STUDY: 

- RESERVES 

- CASH AND SHORT-TERM INVESTMENTS 

- ENDOWMENT MANAGEMENT INVESTMENT PERFORMANCE 

- DEBT MANAGEMENT 

C&L 



ASSESSMENT- BALANCE SHEET MANAGEMENT 

RESERVES 

• RESERVES PLAY A FUNDAMENTALLY IMPORTANT ROLE FOR 
ALL COLLEGES AND UNIVERSITIES IN MAINTAINING FINANCIAL 
STABILITY 

• AS DEFINED BY MINNESOTA, "CENTRAL RESERVES" 
REPRESENT A COMBINATION OF VARIOUS FUND BALANCES 

C&L 
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. UNIVERSITY OF MINNESOTA 

COMPARISON OF "UNALLOCATED" I "CENTRAL 
RESERVES FV 87 

5°/o 

4% 

RESERVE 3% 
%OF 
TOTAL 
ASSETS, 
ALLFUNDS 2% 

1o/o 

Oo/o -

CENTRAL RESERVE 
(IN MILLIONS) 

TOTAL ASSETS 
(IN MILLIONS) 

4.3o/o 

UNIVERSITY OHIO 
OF STATE 

IOWA 

$46.5 $57 

$1,087 $1,787 

2.'10.4 

UNIVERSITY . 
UNIVERSITY 

. 
UNIVERSITY 

OF OF OF 
MINNESOTA MICHIGAN WISCONSIN 

$72.2 $19 $13 

$2,715 $2,833 $2,608 



ASSESSMENT - BALANCE SHEET MANAGEMENT 

RESERVES 

• UNTIL MARCH 1988, THE REGENTS DID NOT RECEIVE A 
DETAILED LISTING OF ALL RESERVE EXPENDITURES 

- A CENTRAL RESERVE SUMMARY REPORT WAS INSTITUTED AS OF APRIL 1988 

- CASH, SHORT-TERM RESERVES, AND FUND BALANCES ARE CURRENTLY, AND 
HAVE ALWAYS BEEN, REPORTED THROUGH A COMBINATION OF SEVERAL 
DOCUMENTS 

- THE CURRENT RESERVE COMPONENT OF THE FUND BALANCES WAS NOT 
SPECIFICALLY IDENTIFIED IN REPORTS OR BALANCE SHEETS NOR REPORTED 
TO THE BOARD 

• THE RECENT DECISION TO "SPEND DOWN" CENTRAL 
RESERVES TO THE $40 MILLION LEVEL DID NOT APPEAR TO 
AFFECT THE UNIVERSITY'S BOND RATING 

C&L 
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ASSESSMENT-BALANCESHEETMANAGEMENT 

RESERVES 

• THE UNIVERSITY HIRED AN EXTERNAL CONSULTING FIRM, 
CAMBRIDGE ASSOCIATES, TO EVALUATE THE UNIVERSITY'S 
RESERVES 

• THIS STUDY MADE THE FOLLOWING CONCLUSIONS: 

•• THERE IS NO "RIGHT" ANSWER TO THE QUESTION OF HOW LARGE 
CENTRAL RESERVES SHOULD BE 

•• MINNESOTA'S BALANCE OF $40 MILLION IS COMPARABLE TO RESERVES 
AT SIMILAR UNIVERSITIES 

•• FURTHER SPENDING DOWN OF CENTRAL RESERVES MAY IMPACT FUTURE 
BOND RATINGS 

•• CAN BE USED TO PROVIDE BENEFITS TO TODA Y'S CONSTITUENTS AS 
WELL AS FUTURE CONSTITUENTS 

C&L 
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RECOMMENDATIONS- BALANCE SHEET MANAGEMENT 

• OUR BALANCE SHEET MANAGEMENT STUDY REVEALED . 
THOROUGH PLANNING, REPORTING, AND MANAGEMENT OF 
PROGRAMS IN PLACE FOR ALL AREAS EXCEPT PHYSICAL 
PLANT 

- A CENTRAL RESERVE PROGRAM IS REQUIRED AT UNIVERSITIES LIKE. 
MINNESOTA TO PROVIDE STABILITY AND AN EMERGENCY SOURCE OF FUNDS 

- CASH MANAGEMENT, WITH THE EXCEPTION OF MONTHLY CASH 
FORECASTING, IS A SOUND PROGRAM THAT TAKES ADVANTAGE. OF 
UP-TO-DATE TECHNIQUES. . 

- THE ENDOWMENT AND INVESTMENT PROGRAM HAS RECEIVED ACCLAIM . 
THROUGHO,UTTHESTATE 

- THE DEBT MANAGEMENT PROGRAM, WHILE LACKING DOCUMENTED 
POLICIES AND PROCEDURES, HAS AGGRESSIVELY REDUCED INTEREST 
COSTS FROM 10.9 TO 6.0 PERCENT 

C&L 
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ASSESSMENT - PHYSICAL PLANT 

OUR REVIEW OF PHYSICAL PLANT FOCUSED ON THE ISSUE OF 
ASSET MANAGEMENT NOT DAY-TO-DAY OPERATING PRACTICES. 

THE LEGISLATIVE AUDITOR ADDRESSED QUESTIONS OF 
OPERATING EFFICIENCY AND EFFECTIVENESS. 

THE STUDY WAS COMPREHENSIVE IN THE AREAS IT ADDRESSED 
AND POINTED TO THE NEED FOR A NUMBER OF IMPROVEMENTS. 

C&L 

-~-~~~~~~~~~~~~-~~~ 



- .. - .. .. .... ·111)1 .. .. ~--

ASSESSMENT- PHYSICAL PLANT 

• THE UNIVERSITY'S LARGEST SINGLE ASSET IS PHYSICAL 
PLANT, REPRESENTING OVER ONE-THIRD OF THE 
INSTITUTION'S TOTAL ASSET BASE 

• THE BOOK VALUE IS APPROXIMATELY $1 BILLION, WHILE THE REPLACEMENT 
VALUE IS BELIEVED TO BE IN EXCESS OF $1.5 BILLION 

• FIVE CAMPUSES COMPRISE SOME 18.1 MILLION SQUARE FEET OF SPACE, 
WHICH IS MORE THAN THE DOWNTOWN OFFICE SPACE OF MINNEAPOLIS AND 
ST. PAUL COMBINED 

• PLANNING FOR PHYSICAL PLANT OCCURS PRINCIPALLY ON A PROJECT BY 
PROJECT BASIS IN THE ABSENCE OF A CURRENT, UNIVERSITY-WIDE MASTER 
FACILITIES PLAN 
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ASSESSMENT- PHYSICAL PLANT 

• LESS EMPHASIS HAS BEEN PLACED ON MANAGING PLANT 
ASSETS RELATIVE TO OTHER SMALLER ASSETS ••• 
DEFERRED MAINTENANCE COULD BE IN EXCESS OF $250 
MILLION 

• WHILE ONLY $13 MILLION OF DEFERRED MAINTENANCE PROJECTS HAVE 
BEEN SPECIFICALLY IDENTIFIED, IT IS ESTIMATED THE PROBLEM COULD 
EXCEED $250 MILLION FOR THE TWIN CITIES CAMPUS ALONE 

• THE STATE HAS UNDERTAKEN A FACILITIES AUDIT FOR ALL STATE 
SUPPORTED FACILITIES 

• MINNESOTA'S DEFERRED MAINTENANCE PROBLEM IS NOT 
UNIQUE. 
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ASSESSMENTS AND RECOMMENDATIONS 

• BALANCE SHEET MANAGEMENT 
-. • FINANCIAL INFORMATION SYSTEMS ........ 

• PLANNING AND BUDGETING PROCESS 

• FINANCIAL AND ADMINISTRATIVE CONTROLS 

• AUDIT PROGRAMS - INTERNAL AND EXTERNAL 

• DECISION MAKING FRAMEWORK 
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ASSESSMENT- FINANCIAL INFORMATION SYSTEMS 

THE CURRENT SYSTEMS DO NOT PROVIDE THE BOARD OF 
REGENTS AND CENTRAL ADMINISTRATION WITH TIMELY AND 
ACCURATE INFORMATION FOR INFORMED DECISION-MAKING. 

PROBLEMS WITH THE COMPUTERIZED FINANCIAL INFORMATION 
SYSTEMS RANGE FROM TIME-CONSUMING AND ERROR-PRONE 
DATA ENTRY TO UNTIMELY AND INADEQUATE REPORTS. 

- "SHADOW SYSTEMS" 

THE AVERAGE AGE OF THE CURRENT SYSTEMS IS 15 YEARS 
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UNIVERSITY OF MINNESOTA 
COMPUTERIZED FINANCIAL INFORMATION SYSTEMS- AGE PROFILE 

SYSTEM AGE 

• GENERAL LEDGER 

- TAPE SYSTEM 20 

- DATA BASE SYSTEM 5 

• BUDGET 19 
' 

• FINANCIAL REPORTING 20 

• ACCOUNTS PAYABLE I CHECK WRITING 15 

• STUDENT ACCOUNTS RECEIVABLE 9 

• STUDENT LOAN COLLECTION SYSTEM 1 

• INVESTMENT ACCOUNTING 11 

• PROPERTY ACCOUNTING 19 

• FRINGE BENEFIT RECOVERY SYSTEM 15 
' 

• PAYROLL 15 

• HISTORICAL EARNINGS 17 

• ITEM CONTROL SYSTEM 25 

AVERAGE AGE 15 YEARS 

C&L 
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RECOMMENDATIONS- FINANCIAL INFORMATION SYSTEMS 

TO ENSURE RESOURCES ARE FOCUSED AND IMPROVEMENTS 
ARE MADE TO THE FINANCIAL INFORMATION SYSTEMS, A 
COMPREHENSIVE PLAN MUST BE DEVELOPED, APPROVED, 
FINANCED, AND ITS IMPLEMENTATION MONITORED. 

• EMPOWER A PROJECT TEAM UNDER THE LEADERSHIP OF A 
SENIOR FINANCIAL MANAGER TO DEVELOP AN INITIAL PLAN 

• THE PLANNING PROCESS SHOULD PRODUCE A ROAD MAP 
AGAINST WHICH PROGRESS CAN BE MONITORED 

C&L 



RECOMMENDATIONS- FINANCIAL INFORMATION SYSTEMS 

• ADDITIONAL STAFFING WILL BE REQUIRED TO EXPEDITE THE 
IMPLEMENTATION OF SYSTEM IMPROVEMENTS 

• APPROVAL, COMMITMENT, AND MONITORING BY THE 
PRESIDENT AND BOARD OF REGENTS OF THE 
IMPLEMENTATION OF THIS PLAN IS CRITICAL TO ITS 
SUCCESSFUL IMPLEMENTATION 

• REVISE THE FUNDING AND CHARGEBACK POLICIES 

C&L 
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ASSESSMENTS AND RECOMMENDATIONS 

• BALANCE SHEET MANAGEMENT 

_ • FINANCIAL INFORMATION SYSTEMS 
......_ 

• PLANNING AND BUDGETING PROCESS --
• FINANCIAL AND ADMINISTRATIVE CONTROLS 

• AUDIT PROGRAMS- INTERNAL AND EXTERNAL 

• DECISION MAKING FRAMEWORK 

C&L 



ASSESSMENTS - PLANNING AND BUDGETING PROCESS 

ACADEMIC PLANNING HAS BEEN PURSUED AGGRESSIVELY 

• "COMMITMENT TO FOCUS" AND "STRATEGIES FOR FOCUS" 
ARE USEFUL RESULTS OF A PLANNING PROCESS THAT · 
WORKS WELL 

• FRAGMENTED APPROACH TO NON-ACADEMIC PLANNING HAS 
HINDERED EFFECTIVE ADMINISTRATION'S SUPPORT OF 
ACADEMIC UNITS. 

C&L 
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RECOMMENDATIONS- PLANNING AND BUDGETING PROCESS 

• CONSOLIDATE PLANNING AND BUDGETING OFFICES TO 
ADDRESS CURRENT WEAKNESSES IN THE PROCESS AND 
HOLD THAT OFFICE ACCOUNTABLE FOR IMPROVEMENTS. 

• IMPLEMENT AT LEAST FIVE ENHANCEMENTS TO THE 
' 

PROCESS IN ORDER TO RESOLVE CURRENT WEAKNESSES 

- FORMALIZE THE ALLOTMENT AND COMMITMENT COMPONENT 

- IMPROVE NON-ACADEMIC PLANNING 

- REDESIGN BUDGET REPORTS 

- ESTABLISH A SET OF PERFORMANCE MEASURES 

C&L 



ASSESSMENTS AND RECOMMENDATIONS 

• BALANCE SHEET MANAGEMENT 

• FINANCIAL INFORMATION SYSTEMS 

• PLANNING AND BUDGETING PROCESS 
......_ • FINANCIAL AND ADMINISTRATIVE CONTROLS ...... 

• AUDIT PROGRAMS - INTERNAL AND EXTERNAL 
\ 

• DECISION MAKING FRAMEWORK 
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ASSESSMENT- FINANCIAL AND ADMINISTRATIVE CONTROLS 

TWO BASIC FORMS OF CONTROL: 

• ADMINISTRATIVE CONTROLS 

• FINANCIAL CONTROLS 
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ASSESSMENT· FINANCIAL AND ADMINISTRATIVE CONTROLS 

• LACK OF WIDELY-KNOWN AND PUBLICIZED POLICIES 
WEAKENS THE CONTROL ENVIRONMENT 

- BOARD OF REGENTS' POLICIES ARE FOUND IN SEVERAL SOURCES 
INCLUDING THE BOARD OF REGENTS' MANUAL, MINUTES FROM BOARD OF 
REGENTS' MEETINGS, AND NUMEROUS MEMOS 

- SEVERAL SOURCES CREATE CONFUSION 

- A LIMITED SYSTEM OF CHECKS AND BALANCES EXISTS 

- PERSONNEL OPERATE BASED UPON "PRACTICES" OF DEPARTMENTS 

- LACK OF COMPLETE POLICIES AND PROCEDURES INHIBITS THE 
EFFECTIVE FUNCTIONING OF THE INTERNAL AUDIT DEPARTMENT 

C&L 
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ASSESSMt=NT ·FINANCIAL AND ADMINISTRATIVE CONTROLS 

• FINANCIAL POLICY MANUAL CREATED TEN YEARS AGO AND 
INCLUDES POLICIES DEVELOPED ON A REACTIVE VERSUS 
PROACTIVE BASIS 

• NO CENTRALIZED RESPONSIBILITY EXISTS FOR THE 
CREATION AND MAINTENANCE OF UNIVERSITY-WIDE 
ACCOUNTING CONTROLS, RESULTING IN INCOMPLETE, 
DOCUMENTATION AND OUTDATED PROCEDURES 

C&L 
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ASSESSMENT- FINANCIAL AND ADMINISTRATIVE CONTROLS 

• REQUIRED FINANCIAL AND OPERATIONAL INFORMATION HAS 
NOT BEEN IDENTIFIED AND MAY NOT BE OBTAINABLE 

• CURRENT FINANCIAL REPORTS PRODUCED BY THE CENTRAL SYSTEM ARE 
NOT ORGANIZED OR PRESENTED IN A USEFUL MANNER 

• LACK OF CURRENT FINANCIAL REPORTING CAPABILITIES HAS COST THE 
UNIVERSITY MONEY AND PERSONNEL TIME 

C&L 
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ASSESSMENT - FINANCIAL AND ADMINISTRATIVE CONTROLS 

• INCREASED WORKLOADS, LACK OF PROPER CONTINUING 
EDUCATION AND TRAINING, AND TURNOVER HAVE 
COMPOUN.DED THE CONTROL PROBLEMS 

- DESPITE DRAMATIC WORKLOAD INCREASES, STAFF SIZE HAS REMAINED 
RELATIVELY CONSTANT 

THE UNIVERSITY LACKS A SYSTEMATIC PROGRAM OF CONTINUING 
EDUCATION AND TRAINING 
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RECOMMENDATIONS- FINANCIAL AND ADMINISTRATIVE CONTROLS 

• ESTABLISH A CENTRALIZED AUTHORITY FOR THE CREATION, 
MAINTENANCE, ENFORCEMENT, AND DISTRIBUTION OF . 
UNIVERSITY-WIDE POLICY AND PROCEDURES 

• DISTRIBUTION TO ALL DEPARTMENTS AND ADMINISTRATIVE UNITS IS 
REQUIRED 

• ENFORCEMENT MUST BE CONSISTENT 

• DEFICIENCIES OF CURRENT INFORMATION SYSTEMS MUST BE 
RESOLVED 

- PRESENT A SUMMARIZED SET OF FINANCIAL INFORMATION, AND 
PERFORMANCE MEASURES TO THE BOARD OF REGENTS 

- REINSTATE'THE PRODUCTION OF A "GLOSSY" FINANCIAL STATEMENT TO 
HELP RESTORE THE PUBLIC'S TRUST AND CONFIDENCE 
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RECOMMENDATIONS- FINANCIAL AND ADMINISTRATIVE CONTROLS 

• REVIEW WORKLOAD LEVELS AND RESPONSIBILITIES, 
DEVELOP A CONTINUING EDUCATION PROGRAM, AND 
EXAMINE JOB CLASSIFICATIONS FOR FINANCIAL PERSONNEL 

• CONDUCT A STUDY TO REVIEW STAFFING LEVELS AND WORKLOAD 
EFFICIENCIES 

- D~'/ELOP A CONTINUING EDUCATION PROGRAM FOR ALL FINANCIAL 
MANAGEMENT PERSONNEL 

- EXAMINE JOB CLASSIFICATIONS AND RELATED SALARY LEVELS 
FOR ACCOUNTING PERSONNEL 
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ASSESSMENTS AND RECOMMENDATIONS 

• BALANCE SHEET MANAGEMENT 

• FINANCIAL INFORMATION SYSTEMS 

• PLANNING AND BUDGETING PROCESS 

• FINANCIAL AND ADMINISTRATIVE CONTROLS 
....... • AUDIT PROGRAMS - INTERNAL AND EXTERNAL ....... 

• DECISION MAKING FRAMEWORK 
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ASSESSMENT • AUDIT PROGRAMS - INTERNAL AND EXTERNAL 

WE REVIEWED THE ACTIVITIES OF THE BOARD'S AUDIT 
COMMITTEE, THE INTERNAL AUDIT GROUP, AND EXTERNAL 
AUDITORS. 

• THE AUDIT COMMITTEE'S GOAL IS TO ASSIST THE BOARD OF 
REGENTS IN DISCHARGING THEIR FINANCIAL OVERSIGHT 
RESPONSIBILITIES 

• THE EXTERNAL AUDITORS ARE THE INDEPENDENT PUBLIC 
ACCOUNTANTS APPOINTED BY THE REGENTS 

• THE INTERNAL AUDIT DEPARTMENT IS CHARTERED TO SERVE 
AS AN INDEPENDENT OVERSIGHT GROUP 
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RECOMMENDATIONS- AUDIT PROGRAMS -INTERNAL AND EXTERNAL 

• CONTINUE TO IMPROVE THE AUDIT PROCESS 

• ELEVATE THE ROLE OF THE INTERNAL AUDITOR TO BETTER 
DEFINE EXPECTATIONS AND ROLES 

• EXPAND FROM FINANCIAL AUDITING TO ADDRESS OPERATIONAL 
AUDITING OF SELECTED PRIORITY FUNCTIONS 

• UNDERSTAND THE UNIVERSITY-WIDE IMPLICATIONS OF 
INDIVIDUAL AUDIT FINDINGS, WHERE APPLICABLE 

• PRIORITIZE THE RESOLUTION OF UNIVERSITY-WIDE ISSUES 
IDENTIFIED AS A RESULT OF AUDITS AND DEVELOP AN 
ACTION PLAN FOR THEIR RESOLUTION 

C&L 

I 

I 



ASSESSMENTS AND RECOMMENDATIONS 

• . BALANCE SHEET MANAGEMENT 

• FINANCIAL INFORMATION SYSTEMS 

• PLANNING AND BUDGETING PROCESS 

• FINANCIAL AND ADMINISTRATIVE CONTROLS 

• AUDIT PROGRAMS - INTERNAL AND EXTERNAL 

• DECISION-MAKING FRAMEWORK --....... 
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ASSESSMENT- DECISION-MAKING FRAMEWORK 

• ACADEMIC STRATEGY OF THE UNIVERSITY IS CLEARLY 
ARTICULATED, BUT ITS FINANCIAL GOALS AND OBJECTIVES 
ARE NOT 

• "COMMITMENT TO FOCUS" IS AN AGGRESSIVE AlTEMPT TO REDIRECT THE 
ACADEMIC STRATEGIC FOCUS OF A MAJOR PUBLIC UNIVERSITY 

• BOARD AND SENIOR ADMINISTRATION RESPONSIBILITIES AND 
POLICIES ARE UNCLEAR AND INCONSISTENTLY INTERPRETED, 
RESULTING IN MISUNDERSTANDING AND INEFFECTIVE USE OF 
TIME 
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ASSESSMENT - DECISION-MAKING FRAMEWORK 

• VAGUE REQUIREMENTS FOR ACCOUNTABILITY, COUPLED 
WITH THE INEFFECTIVE PRESENTATION OF QUANTITATIVE 
INFORMATION COULD RESULT IN INEFFECTIVE DECISION
MAKING 

• FAIL.URE TO CLEARLY DEFINE ACCOUNTABILITY, 
EXPECTATIONS AND ASSOCIATED REPORTING 
REQUIREMENTS HAS CONTRIBUTED TO A MISTRUSTFUL 
RELATIONSHIP AMONG UNIVERSITY ADMINISTRATORS, THE 
BOARD, AND THE STATE LEGISLATURE 

• CONSTITUTIONAL AUTONOMY SERVES BOTH THE STATE AND 
UNIVERSITY 
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RECOMMENDATIONS- DECISION-MAKING FRAMEWORK 

• CLARIFY BOARD I MANAGEMENT RESPONSIBILITIES AND 
' 

STREAMLINE ROUTINE BOARD OPERATING PROCEDURES 

- THE RESPECTIVE FUNCTIONS AND RESPONSIBILITY OF THE UNIVERSITY 
PRESIDENT AND THE BOARD OF REGENTS SHOULD BE CLARIFIED, SET DOWN 
IN WRITING, AND ADOPTED FORMALLY AS POLICY OF THE BOARD 

• THE BOARD OF REGENTS SHOULD SEEK TO BETTER DEFINE AND 
STREAMLINE ITS CURRENT COMMITTEE STRUCTURE AND ROUTINE BOARD 
OPERATING PROCEDURES BY ESTABLISHING AN OVERALL GOVERNANCE 
PHILOSOPHY 

• THE BOARD SHOULD PERIODICALLY EVALUATE ITS OWN PERFORMANCE 

C&L 

__j 



RECOMMENDATIONS- DECISION-MAKING FRAMEWORK 

• FINANCIAL INFORMATION TO SUPPORT BOARD 
DECISION-MAKING MUST BE BETTER FOCUSED ON CRITICAL 
INDICATORS 

• FINANCIAL AND PERFORMANCE REPORTING TO THE BOARD SHOULD BE 
IMPROVED 

• THE BOARD SHOULD UNDERTAKE A PROJECT TO DEFINE ITS CRITICAL 
INFORMATION REQUIREMENTS AND DEVELOP A PLAN FOR MEETING THESE 
REQUIREMENTS 

C&L 
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RECOMMENDATIONS- DECISION-MAKING FRAMEWORK 

• THE MINNESOTA LEGISLATURE SHOULD DIRECT ITS ACTIONS 
TOWARD IMPROVING UNIVERSITY ACCOUNTABILITY 

• THE LEGISLATURE, BOARD OF REGENTS, AND SENIOR ADMINISTRATION 
SHOULD JOINTLY DEVELOP AN "ACCOUNTABILITY FRAMEWORK" 

• THE UNIVERSITY SHOULD IMPROVE THE FORMAT AND PRESENTATION OF ITS 
FINANCIAL SUBMISSIONS TO THE LEGISLATURE . 

• THE UNIVERSITY'S CONSTITUTIONAL AUTONOMY SHOULD NOT BE 
WEAKENED 

C&L 



SUMMARY CONCLUSIONS 

BALANCE SHEET ASSET MANAGEMENT REVEALED WELL
CONCEIVED, REPORTED AND MANAGED PROGRAMS IN THE 
FOLLOWING AREAS: 

• CASH MANAGEMENT UTILIZES ADVANCED TECHNIQUES TO 
EXPEDITE CASH HANDLING 

• DEBT MANAGEMENT REDUCED INTEREST RATE COSTS FROM 
10.9 TO 6 PERCENT 

• CENTRAL RESERVE SIMILAR IN SIZE AND NATURE TO 
COMPARABLE UNIVERSITIES 

• ENDOWMENT AND INVESTMENT HAS ACHIEVED HIGH 
RETURNS ~OR THE UNIVERSITY 

HOWEVER, THE UNIVERSITY HAS NOT PROVIDED FOR NEEDED 
REINVESTMENT IN EXISTING PHYSICAL PLANT. 
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SUMMARY CONCLUSIONS 

GAPS IN THE FINANCIAL MANAGEMENT INFRASTRUCTURE IMPEDE 
UNIVERSITY-WIDE CONTROL OF THE INSTITUTION. 

• ACCOUNTABILITY AND REPORTING NEED IMPROVEMENT 

• THE PLANNING AND BUDGETING PROCESS FAILS TO 
ADEQUATELY INCORPORATE NON-ACADEMIC AND ACADEMIC 
NEEDS 

• FINANCIAL INFORMATION SYSTEMS DO NOT SUPPORT 
INFORMED DECISION-MAKING 

• LACK OF COMPREHENSIVE POLICIES AND PROCEDURES, 
PROPER CONTINUING EDUCATION AND TRAINING, AND 
SYSTEMS CAPABILITIES ALLOW FOR LAPSES IN CONTROL 

C&L 
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SUMMARY CONCLUSIONS 

THE UNIVERSITY HAS NOT PLACED SUFFICIENT PRIORITY ON 
CORRECTING SHORTCOMINGS OF ITS FINANCIAL MANAGEMENT 
SYSTEM. 

LEADERSHIP, ACCOUNTABILITY, TIME, AND RESOURCES ARE 
NECESSARY TO REPAIR THE FINANCIAL MANAGEMENT SYSTEM. 

THESE RECOMMENDATIONS CAN BE ACCOMPLISHED WITHOUT 
REDUCING THE UNIVERSITY'S AUTONOMY. 
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SUMMARY RECOMMENDATIONS 

• COMPREHENSIVE PLANS TO AGGRESSIVELY CORRECT THE 
UNIVERSITY'S FINANCIAL MANAGEMENT AND REPORTING 
SYSTEMS MUST BE DEVELOPED BY THE ADMINISTRATION, 
AND REVIEWED AND APPROVED BY THE BOARD OF REGENTS 

• KEY AREAS WHERE CORRECTIVE MEASURES MUST BE UNDERTAKEN ARE: 

•• INTEGRATION OF PLANNING, BUDGETING, AND FUNDING FOR ACADEMIC 
AND NON-ACADEMIC OBJECTIVES 

•• ENHANCEMENT OF THE BUDGET DEVELOPMENT PROCESS AND 
REPORTING SYSTEM 

•• REVISION AND ENFORCEMENT OF FINANCIAL POLICIES AND PROCEDURES 

•• REPLACEMENT OF COMPUTERIZED FINANCIAL INFORMATION SYSTEMS 

•• CORRECTION OF THE DETERIORATION OF THE PHYSICAL PLANT 

- THE PLANS MUST ACT AS A CLEARLY UNDERSTANDABLE ROADMAPS 
AGAINST WHICH THE UNIVERSITY'S PROGRESS CAN BE MEASURED 
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SUMMARY RECOMMENDATIONS 

• IDENTIFY KEY STAFF AND ASSIGN RESPONSIBILITY TO 
IMPLEMENT THE PLANNED IMPROVEMENTS 

• ALL CONTROLS SHOULD BE ADHERED TO AND SHOULD BE 
SUPPLEMENTED WITH A COMPREHENSIVE AUDIT AND 
ENFORCEMENT PROGRAM 
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TO: 

FROM: 

RE: 

University Financial Review Committee 
The Honorable Arne H. Carlson, Minnesota State Auditor 
The Honorable Lyndon R. Carlson, Chair, Education Division, 

House Appropriations Committee 
Professor Warren E. lbele, Chair, University Senate 

Committee 
The Honorable Elton A. Kuderer, Regent 
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The Honorable Glen Taylor, Minnesota State Senator 
Commissioner Tom Triplett, Minnesota Department of Finance 
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Senate Committee on Fi~ce_ .. 

Richard J. Sauer ~ ~.~ 
Interim President and Committee Chair f 

An External Response to the Coopers and Lybrand Report on 
the University's Financial Management System 

Jim Brinkerhoff, retired Vice President for Finance at the University of 
Michigan, and Bill Massey, the current Vice President for Finance at 
Stanford University, were retained by the Spencer Commission to 
review the Coopers and Lybrand report. The attached transcripts are 
their remarks to the Commission at the October meeting, following the 
Coopers and Lybrand presentation. 

RJS:pln 

Attachment 

c: Carol N. Campbell, Acting Vice President for Finance and Physical 
Planning 

Edward Foster, Associate Vice President for Academic Affairs 
James Nobles, Legislative Auditor (with attachment) 
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Governor's Blue Ribbon commission on the 
Financial Manaqemant of the University of Minnesota 

October 6, 1988 

Remarks by Mr. Bill Massy and Mr. Brinkerhoff 

.. ,..._ 

Mr. Brinkerhoff thanked the Chairman and members of the 
commission. 

Bill and I have enjoyed this opportunity. The concern from 
my standpoint, as Ed has indicated my having been here 
until twelve·years ago, is that there's been an almost 
total sense of suspended animation during a period of very 
rapid change in the administrative systems in higher 
education. At the outset, I'd like to compliment Coopers 
and Lybrand for the development of a very comprehensive 
document in a very short span of time. I would also 
suspect that if each of the recommendations were fully 
implemented, in a short period of time that the University 
of Minnesota would go from somewhere in the middle of the 
administrative pack to its very forefront. I don't think 
there's an institution in the nation which fully 
encompasses every single one of the recommendations that 
have been made today. At the same time I think the 
recommendations are sound, appropriate and are very 
worthwhile. 

When you start putting these things into real priority 
order, the first thing that ought to be undertaken are 
those things that relate to the improvement of the computer 
systems in order to most effectively gather the kinds of 
information you need to provide effective management for 
the institution. The other recommendations can be done, 
many of them concurrently, but in a little bit different 
sort of a time frame than the long lead time that's 
necessary for the computer systems. I also feel that the 
issue in terms of an integrated database management, which 
is th~ appropriate mechanism used these days, does require 
a centralized allocation of resources to meet those needs 
because there is no single unit within the institution that 
is as comprehensive as is necessary in order to put 
together appropriate database management. 

It has been emphasized this morning by Sean about the 
primary mission of the University. I would like to 
reiterate that because, in effect, that's what I think 
caused some of the problems here with the University. The 
primary mission of the University is teaching and research, 
not solely administrative excellence. That is not to say 
that the recommendations are bad or inappropriate, far from 
it. The reason the financial systems and controls have 
slipped is that the institution's resources over the last 



ten years have probably been inadequate in a time of high 
inflation, escalating energy costs and sharply increased 
fringe benefit costs to meet minimum academic needs as well 
as investment in financial systems and deferred 
maintenance. There is no question that now is an 
appropriate time to reconsider the balance between the 
allocations for academic purposes and administrative 
purposes and to begin to pay more attention to some of the 
basic administrative infrastructure so well brought out in 
the report. If the academic programs are not to suffer 
however, there will have to be basic budget infusions in 
order to accomplish the administrative objectives .while at 
the same time maintaining the gains that have been made in 
the academic programs. Let me comment just briefly on some 
of the more specific recommendation~. 

The University of Minnesota got the hard part done first. 
The academic planninge The academic planning which so 
frequently falls behina in higher education. Frequently 
the nonacademic arena in terms of its facilities planning, 
its financial planning, and so on, is ahead of the academic 
side. In this case the hard job was done first. In fact, 
the nonacademic units are driven by the academic planning. 
Once the academic planning is done and the entire 
institution concurs in those goals and objectives, then 
they are in fact what are used by the nonacademic units 
within the University in order to provide for the planning 
for their activities. It is a relatively easy step once 
the schools and colleges put flesh on the planning skeleton 
for the support units to develop their plans and 
implementation estimates. 

I don't get quite so uptight about the deferred 
maintenance. It may be that I've just gotten so used to it 
in higher education and around the public enterprises. I 
don't get very uptight about it. There's no question that 
you need to know what it is and have a pretty good cost 
estimate and a plan for gradually recovering over time. 
But it is a problem of the whole public and private 
education system and nearly everything that has been built 
by the public: jails, office buildings, highways, etc. ThP. 
fiscal solution lies in the hands of the state and local 
governments, the national government. It must be addressed 
consistently and doggedly over time. 

To speak of internal audits for a moment. I believe that 
even the report sells the potential short. I would urge it 
be retained \1.nder the Vice President reporting regularly 
and directly to the Board's Audit Committee and it be 
charged with responsibility for all audit c~ordination: the 
public accounting, external audit as well as all state and 
federal audits. I'm sure they will also need 
proportionately more EDP auditors in the future as the 
systems and controls recommended by Coopers and Lybrand are 
implemented. As the recommendation might be implemented by 

- 2 -

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 
I 
I 
I 



I 
I 
I 
I 

I 
I 
I 
I 

'• I 
I 

I 
I 

I I 

I 
I 
I 
I 

the institution concerning the operational audits, 
additional funds will have to be provided. one of the 
things the Audit Committee is going to have to be terribly 
sensitive to is the allocation of the res9urces available 
and the augmentation of resources if that appears to be an 
essentia~ element in order to carry out the charter that 
the internal audit group has. 

The internal audit staff can also be more involved in 
making sure that appropriate policies and procedures are 
developed and made broadly available. I should point out 
that the internal audit staff at the University of Michigan 
is about the same size as that of the University of 
Minnesota. I do not know the credentials of the internal 
audit staff today here. I know that they were not fully 
credentialed at the time I was here in the early 1970's. 
All auditors at the University of Michigan are CPA's and 
the proportion of EDP auditors is far greater at Michigan 
than it is here. But the group here does not have enough 
manpower today to be very effective in terms of operational 
audits. They will undertake an operational audit every two 
years. That's not very much when you talk about the scope 
of our higher education operations these days. 

I think the Audit Committee is going to have to be very 
concerned about making sure that the appropriate resources 
are being made available and make sure that the CPA firm, 
the external auditor and the internal auditor have a 
regular opportunity to meet directly with the Board and to 
the exclusion of all University staff in the event that is 
desirable by the internal auditor. 

As a final note, the University of Minnesota stays together 
as an excellent research university because the officers 
and the deans and the directors have self discipline, 
integrity and respect for their stewardship obligations. 
Otherwise, in a situation where the financial controls have 
gotten into such disarray there could be really serious 
problems except for that personal commitment that the 
faculty and the staff have to the institution. 

Mr. Massy expressed his pleasure that the opportunity to 
speak to the Commission. 

Although I'm a long time Californian, in reality I was born 
and raised in Wisconsin and my family is sti'll in northern 
Wisconsin. There is a sense that this feels like home. I 
would also like to say that my remarks, while mainl~ from 
the financial side, also reflect a point of view and 
background because I did serve a term at Stanford as Vice 
Provost, and Dean of Research, and Academic Officer, and I 
also am approaching this assignment as a Professor of 
Higher Education and a Professor of Business 
Administration, which posts I also hold. 
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I've really enjoyed working with C&L and have looked at 
their materials very carefully. The bottom line first is 
that I do believe that the C&L report is a very good job. 
Their diagnoses seem entirely reasonable and I hope that 
you will embrace their recommendations. Let me say some 
specific things about some of those recommendations and, in 
an assignment like this, one can only hit the high spots. 

First, with respect to the reserves. It goes without 
saying, but C&L did say, appropriately, that reserves are 
important to any institution especially perhaps an academic 
institution because both revenue and expense vary 
unpredictably over time but not necessarily in phase. 
There are three alternative ways of dealing with that and I 
think only three. one way is to not budget all of the 
income that you expect to get in a given year. A budget, 
after all, is an authority to spend. If you're concerned 
about fluctuations in income during the year you could 
withhold some of it and not give people authority to 
spend. That has some consequences not the least- of which 
is that people don't know at the beginning of the year how 
much authority they're going to have to spend throughout 
the year. If you don't at the end allocate all of the 
income you then will generate surpluses and may well not be 
appropriate. 

A second approach is to go ahead and authorize all of the 
income you expect to get for expenditure in the year and I 
believe that's the way the University does it. But to have 
some reserves that you can draw on it things turn out 
badly. A very rational strategy. 

or, third, you can go ahead and have allocate all of your 
income at the beginning and periodically you will have cash 
crunches and financial crises. That has trouble for credit 
ratings and trouble for credibility of the institution. 

At one point about ten years ago, I studied the size of the 
reserve question in connection with a book that I was 
writing called "Planning Models for Colleges and 
Universities". It's very difficult to generalize without 
specific quantitative analysis of the institution. From 
the modeling we did then, the present level of reserves 
here don't seem at all unreasonable. We were coming up 
with numbers more in the vicinity of 3-4% given the 
fluctuations and the patterns we were looking at. At 
Stanford in fact, I'm most comfortable with at least 5% and 
2.7% which I think is now come down to probibly the 
vicinity of 1.5% or 1.6% or so with the spending down to 
$40 million. It certainly doesn't seem excessive and, if 
anything, it seems a bit thin to me. 
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second, comment on debt service. That is a very important 
issue and C&L did appropriately emphasize it. 4.6% of 
current expenditures does seem reasonable. Again, our work 
at Stanford has led us to a 5% rule. I was relieved to 
hear sean Rush say that 6% or 7% is the understood figure. 
I'll mention that to my board. We're running with 5% and 
the University's 4.6% is certainly consistent with that. 
It is very important that there be a Board policy on this. 
It will get more and more important as the capital shortage 
in universitie& in general and I'm sure that's true in the 
University of Minnesota. Debt is- the safety valve on that 
capital shortage and unless you've got a good, tight hold 
on that safety valve-you'll find you've got somewhere you 
don't want to get. A Board policy is the way to deal with 
that. 

Third, I want to say a few words about the financial 
information systems. I was struck by the summary of the 
circumstance here and Jim's description of suspended 
animation for a dozen years. That's consistent with the 
average age of the system being fifteen years. C&L summed 
it up saying that problems range from time consuming and 
error prone data entry to untimely and inadequate reports. 
I presume that everything in between has got similar 
problems. There isn't much else to worry about. This is 
really a very difficult, very bad situation. Whatever it 
costs, I think it has to be one of the two highest 
priorities to get fixed. $12.5 to $18 million doesn't 
strike me as- being out of line and, mind you, I have really 
no basis- for judging since I haven't looked in detail. 
Certainly what we spend at Stanford and what I've seen 
other people spend, that's a number that seems reasonable. 
People· tend to underestimate these things, of course. 
Perhaps there would be a tendency to try to go in with a 
lowball number if $12-18 seems too high. My feeling is 
don't do that. This is something that you can't do on the 
cheap. It does take time and it does take money. 

It's terribly important to do really for two reasons. 
First of all, you have to have a good financial information 
system in a university to get financial management in 
control. That's obvious. We've had examples of problems 
when people don't get their budget statements for sixty 
days. You can hardly use them as an effective management 
control device. In addition to that, if any other reason 
is needed for making this investment, in addition to 
financial manage~ent and control, these systems do provide 
the basis for productivity improvement in finance and 
administration over time. We've seen the consequences at 
the University according to the C&L data, you haven't been 
getting that productivity improvement. Flat staff, for 
example, in procurement, or was it accounts payable. Flat 
staff for ten years, transactions going up steadily, 
inadequate computer systems, inadequate to the 

- 5 -



point where most of the work is, in fact, beinq done 
manually. What has happened here is there has been an 
effort to achieve productivity improvement. Flat staff and 
risinq transactions equals productivity improvement. An 
effort by squeezinq the operation and the result has been a 
diminution of control. While C&L didn't speak to it, I 
imaqine also a diminution of the service this function 
provides to the faculty. The reason it is there is to 
provide a service to the faculty in doinq their jobs. Both 
of those have eroded. 

The systems really are quite labor intense here at the 
University of Minnesota and they also sound like they're 
subject to great duplication. We have shadow systems at 
Stanford as well. It's a very real phenomenon. It's 
sounds to me from the C&L report that problem of 
duplication is in order of magnitude worse here. The 
shadow systems are the systems that people rely on to do 
their fundamental work, whereas in most other places the 
shadow systems are somethinq one does when one wants to do 
a little something extra by way of planning. That has to 
be reversed. In order to reverse it you're goinq to need 
adequate capital, you're going to need a good capital 
budqeting technique. I would endorse what Jim said about 
integrated central planning. You have to take an 
integrated look. That's another way of saying you need 
good capital budgeting, deciding how you're going to spend 
this money for what systems and in what way. Then you need 
effective project management. That is another thread that 
runs through this thing. From Eastcliff to the difficulty 
of delivering finished computer systems on time and in 
budget. There seems to be inadequate project management. 
That's a skills that has to be brought in and has to be 
taken seriously. 

The other priority that I would like to mention by way of 
overview and summary is to create a management environment 
where there are clear goals, clear policies that are 
understood by everybody, clear assignments, clear 
milestones for results. Then that there be clear 
accounTability with respect to the achievement of those 
milestones, and good performance evaluation vis a vis that 
accountability, and good follow-up on the basis of those 
performance evaluations and finally, adequate incentives, 
both rewards and recognition for good work and the converse 
for not so good work. I think a general theme of what we 
have seen here today is that there are gaps in all of these 
areas. Despite the dedication of the individuals involved, 
there has not been adequate traction from a management 
standpoint. That is why things have not gotten done. 
Things are allowed to cycle continuously. That all has to 
apply to financial management and control, to project 
management, to fixing problems when they occur and so 
forth. These are just good management principles. 
Everything I have said comes straight out of what people 
know to be good management in any kind of organization, 
business, government, university, whatever. 
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There are people who say, and some of my friends on the 
faculty would be included in that, I sure there are similar 
people here, those principles of management are not 
compatible with the culture at the University. That simply 
is not true. Certainly you manage differently in a 
university. Faculty march to different drummers. They are 
more self-motivated, the outputs are less tangible and so 
forth. Others will speak to all of that. When it comes to 
things like financial management and control and project 
management and fixing problems, there really isn't a 
difference. Universities can, I know that because they 
are, be managed effectively by these criteria. It seems to 
me that the second challenge here, this overarching theme 
in C&L's presentation, is that you have to bring good 
management in and that means starting at the top. Putting 
in the right kinds of people, the kinds of systems in human 
resources and so forth. 

One other general observation here is that, it's 
interesting to me and I don't know how much to make o£ 
this, the areas where the management appears to have been 
best, and there are some places ~here the financial 
management has been very good here, are in those places 
like investments and balance sheet issues where there are 
relatively few direct linkages with the academic part of 
the institution. Where it was possible to come in and use 
tried and true methods and get good results. Where there 
is weakness is where there is an interconnection between 
the financial management and the academic side. Where one 
has to get agreement with the academic side to bring in 
management and to have accountability, to agree on what 
that means, and goals and so forth. That has got to be 
fixed. In C&L's recommendation, they're quite right in 
saying that starts with the President of the University, or 
the Acting President. It runs to the Chief Financial 
Officer and it runs to the Chief Academic Officer, the 
Provost or Academic Vice President. Those three have to 
work together to establish the climate and the culture and 
the rest of the things that go into good management. 

In closing let me say, I hope this doesn't feel . 
presumptuous to you, that I would urge you to resist any 
temptation to recommend that state step in and solve these 
problems for the University. When I say these problems, I 
mean the systems problems and the management problems. I 
say that for two reasons. One is I think that to do that 
would indeed seriously threaten the University's ability to 
achieve its acad~mic mission of being a first rate place. 
Others will speak to that with more credibility and 
eloquence than I. There is a second reason. The second 
reason comes from the management side and that is, it won't 
work. A university is too different and too complicated 
for something that was developed and optimized for a 
another kind of organization to be picked up, moved over 
and plopped on the University. I'm not saying that you 
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can't use prepackaged programs of software, obviously you 
can and should in certain places where they fit. And I'm 
certainly not saying that the results of a financial 
information systems shouldn't produce reports that are 
compatible with the state's system. They can and they 
should an~ they must. I'm saying is that the University 
has to solve these problems for itself. They have to 
develop the solutions that will work in this environment 
and the alternative is, if you try to do it from the 
outside, it's going to involve bigger investments in the 
end and more time. It's going to involve financial 
management information systems that are not well adapted to 
what decision makers in the University really need in order 
to do their job. It's going to put constraints on those 
decisions that prevent the kinds of outcomes everybody 
really wants. For example, a detailed line item budgeting 
process that prevents the shifting of, let's say, salary 
dollars and computer dollars and vice versa might sound 
like a good control mechanism but what it does is prevents 
the substitution, for example, of capital for labor 
precisely in areas where one needs to, and you have to get 
a whole lot of approvals from people that don't have any 
idea, can't have any idea, of what's happening in the local 
environment and are instinctively conservative. That is 
the experience in places that have it. .I actually have 
done some studies of that as well. It really is a heavy 
drag on productivity and you end up with lots of energy 
going into circumventing systems and rules that don't make 
sense in the university context and you end up with 
tremendous barriers to change. if you're successful at 
doing it at all to the extent one does improve it, you end 
up with tremendous barriers to change in an era when change 
is really terribly important. Universities are facing that 
era now. 

Again, it's been a privilege to be here and I hope these 
comments have been helpful and I know that Jim and I are 
both ready for your questions. 

Spencer: We thank both of you for your help and insight 
into the thing that we're looking at. Tom, first question. 

Stella: I think Bill, your comments on management are very 
excellent. Let's say the management is in place, how do 
you instill a cooperation between that management and a 
Board of Regents? How is that implemented? 

Massy: That's a very good question. You have to start 
with a desire on both sides for that cooperation. There 
is, I think, little a management can do in a working 
relationship with a Board that doesn't trust the 
management, doesn't wish to cooperate. That, I trust, is 
not the situation here and happily it's not the situation 
in any circumstance I've seen. 
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Beyond that, there are two principles involved. one is 
that there should be open discussion and disclosure on any 
issue that the Board wishes to engage in and there should 
be proactive initiative on the part of management, to bring 
~o the board issues that management thinks the board ought 
to be interested in. That's just the opposite of the 
~ushroom theory. Those dis~ussions may take some time, 
especially as one is developing this spirit of 
cooperation. It's time well spent. 

Secondly, having had those discussions, the members of the 
Board of Regents should make the following judgement. They 
should decide either that the management is capable of, and 
~otivated to, perform the necessary managerial tasks. The 
Board than having determined that, should step back and 
~onitor the situation, but not attempt to do it, not 
attempt to go around management, not attempt to 
micro-manage. or, if they cannot make that judgement, then 
they should get new management. 

Brinkerhoff: I would like to add a couple of things to 
that. One is that a governing board in higher education, 
whether private or public, is much more akin to a 
corporate, a major corporate board, than it is to a school 
board or city council. There are common goals and 
objectives that the executive officers, management of the 
institution, should always have and share with the 
governing board. Finally, that the governing board tends 
to rotate-:when you have a change in personnel. There must 
be an obligation on the part of the President and his 
executive officers to train new board members, to orient 
them properly and to make sure that they are given a full 
credence in any types of questions or issues that they may 
wish to address by telephone or letter or however they want 
to the communicate with the individual officers of the 
Cniversity. 

Spencer: Let me ask you a question Jim. Carol Campbell is 
a very capable Acting Chief Financial Officer now but 
obviously there's going to be either Carol, or somebody 
else is going to become the new Chief Financial Officer of 
the Cniversity. If I were in the job of CFO at another 
=ajor university and I came to you, as Jim Brinkerhoff 
whose been here and has worked on this study, and said that 
:•ve been approached for this job, should I take it and 
what would you tell me about whether or not I should? 

3rinkerhoff: I would say to take it. I think that Sean, 
in his introductory remarks, indicated the feeling that the 
3ig 10 have about Minnesota. It is a major institution and 
it has a fine academic rating. There's not place to go but 
up as far as that officer, as well as the President, is 
conce:ned. I would recommend strongly that the individual 
take lt. The two most recent Vice Presiden~s that 
~innesota has had, the Financial Officers, they have not 
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participated as actively in the Biq 10 business officer 
qroup as the oth•r Biq 10 business officers. In terms of 
problem solvinq and issues that come across the desk of a 
financial officer, all you've qot to do is qet on the 
telephone and call the quy at Michiqan, or Ohio State, or 
Iowa, or Wisconsin. We have a network that is a very 
stronq network. It is unfortunate that Minnesota has not 
taken advantaqe of that quite so stronqly in recent 
periods. Carol has. I think that she is a very fine 
interim person. 

Dixon: To Jim or Bill. You commented a bit on Sean's 
estimate of the total cost of fixinq thinqs. Could you 
also comment a bit more on your perception of whether the 
job can really qet done in a two to three year time frame? 

Massy: I think we're a little bit skeptical about two to 
th~ee ye~r=. ~hr~e ~o five ~~und ~c=~ lo~ical. ThQr~ 
ouqht to be siqnificant progress in two to three years. 
You ought to be able to see that you've made some progress 
in two to three years. 

Brinkerhoff: There will be pieces of it that will really 
have a major benefit to the institution in shorter than 
that period of time. But it's going to take a long time. 

Dixon: We ought not to raise our expectations too high 
because even five years may turn out to be too little. 

Spencer: You sound like a man who has been burned in the 
past. 

Gentlemen thank you immensely for contributing so mightily 
to our efforts here. It•s been a very interestinq session. 
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RBPORT OP TIIB AUDXT COKJaftBB 

Reqent Kuderer, Chair of the committee, reported 
that the committee voted unanimously to recommend 
approval of the followinq actions: 

a) Approval of the University of Minnesota Board 
of Reqents Audit committee Charter, as follows: 

UlUVB.RSXft OP JaiDIBSOTA 
Board of Requts Audit co..tttee 

Charter 

organization 
The Audit Committee of the Board of Reqents 
shall be a permanent committee consistinq of 
three members of the Board of Reqents. The 
members of the audit committee shall be 
appointed by the Chair of the Board of Reqents. 
Committee members' terms should be staqqered. 

PUrpose 
The primary purpose of the Audit committee is 
to assist the Board of Reqents in discharqinq 
their oversiqht responsibilities by: 

1. 

2. 

3. 

overseeinq the University's system of 
internal controls, audits and financial 
reportinq practices to assure that their 
quality, inteqrity, objectivity, and 
accuracy are sufficient to protect the 
University's resources. 

servinq as an informed voice on the Board 
of Reqents in support of the accounting 
and auditinq qroups of the University in 
their responsibilities for control and 
reportinq of all financial transactions. 

Providinq a direct channel 
communication to the Board of Reqents 
the independent public accountants 
internal auditors. 

of 
for 
and 

Responsibilities 
Specific duties of the Audit committee include: 

1. To recommend a contract with independent 
public accountants for the annual audit of 
the university. The nomination of public 
accountants shall be approved by the Board 
of Reqents. The public accountants report 
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b) 

2. 

3. 

4. 

5. 

6. 

7. 

directly to the Board of Reqents through 
the Audit committee. 

To recommend chanqes in the Audit 
Department Charter to the full Board for 
approval. 

To recommend approval of the appointment 
or removal of the Director of Audits and 
any material revisions to internal audit 
plans or budqet. 

To review the annual audit plans of the 
Director of Audits and the independent 
public accountants, includinq the deqree 
of coordination. The committee may 
request the performance of supplemental 
reviews or other audit procedures. 

To review with manaqement at the beqinninq 
of each year their plans for enqaqinq the 
independent public accountant in 
manaqement advisory services. This should 
consider the type of services that may be 
rendered and the projected fees. 

To meet with the independent pubiic 
accountants and the Director of Audits to 
review the results of their annual work. 
This should include: 

A review, in advance of final 
issuance, of the proposed formats and 
wordings of the annual financial 
report, including the financial 
statements, footnotes, and 
statistics 

A timely review of the disposition of 
previously issued recommendations 

A meetinq with the Director of Audits 
and the independent public 
accountant, without any 
representatives from administration 
present 

To report the results of the Committee's 
activities to the full Board of Reqents. 

Approval of the Revised Department of Audits 
Charter, as follows: 

126 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 

I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

DEPARTMENT OF AUDITS CHARTER 

Mission 

The mission of the Internal Auditing Department 
is, to the extent of resources available, to 
serve as an independent appraisal function 
within the University, to examine and evaluate 
its activities and furnish analysis and 
recommendations concerning areas reviewed so 
that all members of management at all levels of 
the university and members of the Board of 
Regents can properly discharge their 
responsibilities. 

Objectives 

The overall objective of assisting management 
and the Regents fulfill their responsibilities 
is accomplished by: 

1. Reviewing and appraising the soundness and 
adequacy of accounting, financial and 
other operating controls, and promoting 
effective control at reasonable cost. 

2. 

3. 

4. 

s. 

6. 

7. 

Determining the extent of compliance with 
established internal policies, plans, 
procedures, state and federal laws and 
regulations. 

Determining if financial and statistical 
reports produced contain accurate and 
useful data. 

conducting reviews to determine the 
efficiency, economy, or effectiveness of 
operations when requested to do so by the 
Audit committee, or when suggested by the 
Department of Audits and subsequently 
approved by the Board upon recommendation 
of the Audit committee. 

Determining the adequacy and effectiveness 
of computer control and security over 
existing and new data processing systems 
and significant modifications thereto. 

conducting special reviews or 
investigations whenever necessary. 

coordinating all audit-related activities 
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within the University. 

Authority and Responsibilities 

The Audit Department has the authority to audit 
all parts of the University and is qranted full 
and complete access to any records (manual or 
electronic), physical properties, and personnel 
relevant to a review. Documents and 
information qiven to internal auditors durinq a 
review will be handled in the same manner as by 
those employees normally accountable for them. 

The Audit Department has no direct authority 
over or responsibility for any of the 
activities or operations they review. Unless 
extenuatinq circumstances dictate, they should 
not develop and install procedures, prepare 
records, or enqaqe in activities which would 
normally be reviewed by internal auditors. 

organization 

The Director of Audits reports functionally to 
the Chair of the Board of Reqents Audit 
committee and the Vice President for Finance 
and Physical Planninq, and a4ministratively to 
the Vice President for Finance and Physical 
Planninq. 

The purpose of this dual reportinq relationship 
is to enhance the independence of the internal 
auditinq function. The Director of Audits has 
direct and unrestricted access to the Board of 
Reqents. The Director has the riqht and 
responsibility to report to the Reqents any 
circumstances that are siqnificant violations 
of University controls, policies, or 
procedures, or any other matters that the 
Director feels are of sufficient importance to 
warrant Reqent notification. 

Reporting 

A written report will be prepared and issued by 
the Director of Audits followinq the conclusion 
of each audit. Copies of the report will be 
distributed to manaqement as appropriate. 

copies of the audit reports will also be 
distributed to the Audit committee and Reqents 
as directed by the Chair of the Audit 
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C) 

d) 

committee. As a minimum, the Director of 
Audits will send a quarterly report of audits 
completed to all Audit committee members. 
Siqnificant chanqes in the annual audit plan 
will also be reported. 

Each year (usually in Karch or April) the 
University's internal and external auditor will 
meet with the Audit Committee to explain the 
annual audit plan and determine any areas of 
Reqents concern. Later in the year, (usually 
December or January) the results of the 
previous fiscal year's audits will be reviewed 
with the Audit committee. The information 
supplied by the Director of Audits shall 
include a summary of siqnificant audit results. 

Approval of resolution re Appointment of a 
compliance Officer, as follows: 

WBBRBAS, there is a need to determine the 
deqree of compliance with the recommendations 
made by auditors to the university of 
Minnesota; and 

WBBRBAS, it is appropriate to have the 
responsibility for compliance vested in a 
sinqle individual; and 

WBBRBAS, the Board of Reqents in assuminq 
this responsibility needs a mechanism to do so; 

TBBRBPORB, BB I'l' RBSOLVBD, that the Vice 
President for Finance appoint a compliance 
Officer to review internal and external audits, 
monitor compliance with recommendations in 
those audits and provide periodic reports on 
compliance. 

Approval to amend the enqaqement letter of Peat 
Harwick Main & co. to include payment for 
additional professional time expended beyond 
the oriqinal scope of their aqreement with the 
University. The additional payment is not to 
exceed $15,000. 

Reqent Schertler expressed concerns about the 
recommendations. She stated that she was concerned about 
addinq another standinq committee instead of combininq 
the audit committee with one of the other four standinq 
committees. She also stated concerns about hirinq a 
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addinq staff in the Reqents' Office. Discussion ensued 
with several Reqents speakinq in favor of the 
recommendations indicatinq that immediate action needs to 
be taken at this time to be responsive to concerns that 
have been expressed by the Governor's Blue Ribbon 
commission and that it does not preclude the Board from 
makinq chanqes in the future. 

The Board of Reqents voted by a majority of 10 to 1 
to approve the recommendations of the Audit Committee. 
Reqent Schertler voted aqainst the motions. 

Chair Jtuderer also reported the committee reviewed 
several audit reports which have taken place since July 
1988. 

Reqent Schertler expressed displeasure that the 
procedures which have been established by the Board of 
Reqents were not complied vi th in reqards to the Audit 
Committee. She stressed the importance of followinq the 
procedure of havinq i tams on the aqenda for discussion 
one month with action the followinq month. 
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Peat Marwick 
Certified Public Accountants 

Peat Marwick Main & Co. 

1700 IDS Center 

Minneapolis. MN 55402 

Telephone 612 341 2222 Telecopier 612 341 0202 

Telex 4310038 VERITATEMPS 

October 31, 1988 

Financial Review Committee 
University of Minnesota 

I have been requested to provide a brief review of audit arrangements and 
auditor relationships at the University. 

The Board of Regents provides audit oversight by: 

• 

• 

Appointing independent external auditors and engaging the 
independent firm, in this case Peat Marwick Main & Co~, to 
conduct an independent, unrestricted scope examination in 
accordance with generally accepted auditing standards: 

Providing for an internal audit function that conducts 
recurring and special audits; and providing oversight and 
review functions of both the external and internal auditors 
through a standing audit committee of the Board. 

In addition, the State of Minnesota Legislature provides audit oversight 
through its Legislative Audit Commission and the work of the Legislative 
Auditor. 

These three primary audit organizations review and examine the 
University. There are also other special purpose organizations such as 
federal and state agency auditors. 

While the term "audit" is used to describe the efforts of all the primary 
audit groups, there are distinctly different types of audits being 
performed. A useful definition of the basic audit types in found in the 
publication Standards for Audit of Governmental Organizations, Programs, 
Activities and Functions issued by the Comptroller General of the United 
States. The following is a summary of the basic audit types: 

• Financial and compliance audits-determine (a) whether the 
financial statements of an audited entity present fairly the 
financial position and the results of financial operations in 
accordance with generally accepted accounting principles and 
(b) whether the entity has complied with laws and regulations 
that may have a material effect upon the financial statements. 
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Ecomgny and efficiency audits-determine (a) whether the 
entity is managing and utilizing its resources (such as 
personnel, property, space) economically and efficiently, (b) 
the causes of inefficiencies or uneconomical practices, and 
(c) whether the entity has complied with laws and regulations 
concerning matters of economy and efficiency. 

Program results audits-determine (a) whether the desired 
results or benefits established by the Legislature or other 
authorizing body are being achieved and (b) whether the 
agency has considered alternatives that might yield desired 
results at a lower cost. 

two types, "economy and efficiency" and "program results" are 
referred to as operations audits or management audits. 
audits are often undertaken by persons with training and 

in disciplines other than accounting and finance. 

The systems and procedures at the University that provide information 
related to financial transactions, legal compliance, budgeting, program 
costs and program results are referred to collectively as the management 
information system. 

Exhibit I is an example that illustrates how the management information 
systems serve a number of users and purposes. The system includes: 

• 

• 

Financial transaction information so that annual financial 
statements showing financial position, results of operations 
and changes in fund balances can be prepared; 

Information related to legal compliance in the areas of 
student financial aids, federal grants, sponsored research, 
State of Minnesota appropriations and endowment fund 
restrictions; 

Cost accounting information and budget to actual comparisons; 
and 

• Program results information. 

Exhibit I also shows the basic types of auditing performed by the primary 
audit organizations. While there is some overlap, the major 
responsibilities of the external auditor include financial auditing for 
the entire University and legal compliance auditing with respect to 
student financial aids and sponsored research. 

The major responsibilities of the internal auditor are in the areas of 
financial audit of departments and activities, compliance audit with 
respect to established policies and procedures, and limited operational 
auditing. 
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Prior to the recent audits, the work of the Legislative Auditor has been 
primarily legal compliance related to State appropriations. The recent 
audit of physical plant operations is an example of a large scale 
management audit directed toward economy, efficiency and program results. 

In addition to issuing an opinion on the fairness of financial statements 
and compliance with laws and regulations, the external auditors issue 
letters on management activities. These letters are designed to 
communicate comments and recommendations on conditions observed during 
the audit. These observations are a by-product of the financial and 
compliance audit process and are not intended to be an in-depth 
management audit. 

In summary, there are three primary audit organizations at work at the 
University. There is some overlap, but each organization has a distinct 
purpose and varying objectives. Each audit organization has a different 
approach to auditing and produces different types of audit reports. In 
practice the efforts should complement each other. 

We hope this discussion is responsive to the basic question posed. We 
remain available to provide additional explanation, if needed. 

Very truly yours, 

PEAT MARWICK MAIN & CO. 

Steven w. Laible, Partner 

SWL/bb 
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STEVEN W, LAIBLE 

Steven w. Laible is a partner of Peat Marwick Main & Co. (Peat Marwick) 
and is in charqe of the Firm's qovernment service, hiqher education and 
nonprofit practices for the Twin Cities area. His hiqher education and 
nonprofit experience includes enqaqement partner responsibilities for: 

• University of Minnesota (45,000-student multicampus sys
tem); 

• Macalester Colleqe (four-year liberal arts, 2,000 stu
dents); 

• Hamline University; 

• St. Paul Bible Colleqe (600 students); 

• University of Minnesota Foundation; and 

• Personnel Decisions Research Institute, 

His responsibilities also include enqaqement partner responsibilities 
for a number of our health care industry clients includinq: 

• University of Minnesota Hospital and Clinics (600-bed 
research hospital); 

• University of Minnesota Boynton Health Service; 

• Hennepin County Medical Center (qeneral receivinq hospi
tal); 

• Affiliated Services, Inc. (auxillary services coopera
tive); 

• Minneapolis Medical Research Foundation (kidney disease 
research and treatment); 

• Neiqhborhood Involvement Project (an inner-city clinic); 
and 

• Indian Health Service (review of insurance proqram). 

Mr. Laible is a certified public accoUDtant and is an active member of 
the State Society, where he has served as chairman of the Governmental Ac
countinq and Auditinq Committee. Other memberships include the St. Paul 
Chapter of the National Association of Accountants, where he is a past presi
dent, and the Minnesota Government Finance Officers Association. For several 
years he served as a director and is a past president of the Minnesota 
Accountinq Aid Society (a community service orqanization of the accounting 
profession). 
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Steven w. Laible 
Paqe 2 

He holds a Master of Science deqree from the University of Minnesota and 
a Bachelor of Arts deqree from Macalester Colleqe. Durinq 1983 he was the 
recipient of a Bush Foundation Leadership Fellow award and attended an execu
tive institute at Harvard University. Durinq 1986 he was selected as one of 
three American participants to travel to Brazil and Arqentina as part of an 
information exchanqe sponsored by the United States Information Aqency. 
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AUDITS AT THE UNIVERSITY OF MINNESOTA 

Finances of the University of Minnesota and major units within the 
University are regularly audited, both by external auditors and by the 
University's own Department of Audits. In any organization as large as the 
University, some problems will be found. The reason for audits is to 
identify those problems and ensure that corrective steps are taken. 

Following is a summary of major audits in the past several years. 

Financial Statement Audits 

Financial statements of the University, University Hospital, and RUMINCO 
(Regents of the University of Minnesota Insurance Company) are audited 
annually by an external auditor. Peat Marwick Main & Co., a public 
accounting firm, has conducted the audits for the past four years. 

At the completion of each audit, the auditing firm issues an opinion. 
For the past 10 years, the University has always received what is called 
an unqualified opinion, affirming that the statements accurately reflect 
the financial condition of the University. 

Federally Required Audits 

Recipients of federal grants are required to engage an independent audit 
firm for annual audits (known as A-110 audits). Peat-Marwick has also 
conducted these audits for the past four years. During fiscal years 1978 
through 1987, the University has administered the expenditure of 
$919.1 million in federal dollars. The A-110 audits for this period 
disclosed no material weakness in the administration of the federal award 
programs of the University, and no expenditures of federal dollars were 
di sa 11 owed. 

The external auditors have also conducted annual audits of federal 
student aid programs on all five campuses. In any audit, some violations 
are found--clerical errors, procedural lapses--but the federal auditors 
have not found any major problems at the University. 

Any federal agency or Congress may request specific program or financial 
audits at any time. For example, an audit of all recipients of federal 
dollars for AIDS research is in process at this time. The University of 
Minnesota received positive comments in its audit exit conference. 
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Legislative Audits 

The Regents and the University are already taking steps to address 
problems uncovered in two recent reports by legislative auditors, on 
Eastcliff remodeling and physical plant operations. The issues have been 
widely discussed, and changes are being made to correct weaknesses that 
have been found. 

Legislative auditors issued a report in August 1987 on an audit of 
University spending of legislati~e appropriations for the three-year 
period ending June 30, 1986. The auditors made four recommendations, all 
quite minor. For example, two of the recommendations were on ways of 
ensuring that donated equipment is included in property accounting 
records. Overall, the auditors concluded that the University "has 
administered its programs in all material respects in accordance with 
finance--related legal provisions governing state-appropriated funds." 

A study by the Coopers and Lybrand firm is now in process as part of the 
work of the Governor's Blue Ribbon Commission (the Spencer Commission). 
The University looks forward to helpful suggestions from this audit. 

Men's and Women's Athletics 

For the past two years, Peat Marwick Main & Co. has conducted an audit of 
the men's and women's intercollegiate athletics program as required by 
the National Collegiate Athletic Association (NCAA). In addition to 
meeting the NCAA's minimum requirements with these independent audits, 
the University has incorporated all other NCAA audit recommendations into 
its own internal audits of the programs. 

The most recent internal audit of the men's athletic program was 
completed in December 1987. An internal audit of the women's athletic 
program was completed in July 1988. 

University Hospital 

One unit of the University that is extensively audited is University 
Hospital. Its financial statement is audited by Peat Marwick Main & Co., 
it is audited by federal Medicare auditors and by insurance auditors, and 
it is audited almost every year by the University's internal auditors. 

The most recent internal audit of University Hospital has just been 
completed, and results will be released soon. Audits were also conducted 
in 1985 and 1987 and are on file. Another internal audit will be released 
shortly. 
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Other Internal Audits 

In the five years ending June 30, 1988, the University's audit department 
has conducted 85 audits, mostly of major units. Some units are audited 
annually, some every three or four years on a rotating basis, and some on 
a random basis or when problems are suspected. The units most frequently 
audited are those determined to have the highest risk, based on such 
criteria as amount of revenue, complexity of operations, and liquidity of 
assets. 

Recommendations have ranged from minor procedural matters to major money
saving suggestions. Although the primary objective of an audit is to 
make sure that proper procedures are being followed and no laws or 
regulations are being violated, the auditors are also alert to find 
efficiencies and economies that they can suggest. In cases where the 
auditors have returned for follow-up audits, they have found that, on 
average, 70 percent of their recrnmnendations have been put into effect. 

Information on the internal audits is regularly presented to the Regents. 
The most.recent summary was given to the Regents• audit committee in 
January, and a presentation was made in April on the audit plans for the 
next year. 
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Name 

1. Patrick Spellacy 

2. Jim McDonnell 

3. A 11 en Wi 11 i e 

4. Betty Win 

5. Thomas Eggenberger 

6. Donita Baumgart 

7. Susan McGreevy 

8. Sarah Stephenson 

9. Dan Kragt 

10. Thomas Ip 

11. ~oger Otte 

12. Jim DeGross 

13. Prny Doeksen 

UNIVERSITY OF MINNESOTA 
DEPARTMENT OF AUDITS STAFF 
Education and Experience 

October 31, 1988 

Position Background* 

Director BS, CPA 

Audit Manager BS 

Audit Manager BS, CPA 

Audit Manager BS 

Principal Auditor BS 

Senior Auditor BS, CIA 

Senior Auditor BS, CPA 

Auditor BS 

Auditor BS 

EDP Audit Manager BS, MBA, CISA 

Years of Audit 
Experience 

18 

18 

11 

15 

10 

6 

2 

6 months 

2 months 

6 

Asst. EDP Auditor Vocational Training 3 

Student Intern Accounting Major 5 months 

Student Intern Accounting Major 5 months 

*All BS or MBA degrees are in Accounting 
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School 

1. Michigan State 

2. Wisconsin-System 

3. Northwestern 

4. Purdue 

5. Indiana 

6. Michigan 

7. Minnesota 

8. Ohio State 

9. Illinois 

10. Wisconsin-Madison 

11. Iowa 

COMPARISON OF AUDIT STAFFING 
TO OTHER BIG TEN UNIVERSITIES 

Ratio 
of Auditors 
to Budget* # of Auditors 

( $ m i 11 ions) 

1:36 9 

1:55 15 

1:78 5 

1:78 6 

1:83 12 

1:92 14 

1:95 11.5 

1:100 10 

1:100 15 

1:133 6.5 

1:300 2 

*current Fund Expenditures (F.Y. 1987) 

-5-

Annual Budget* 
($millions) 

330 

830 

390 

470 

1,000 

1,300 

1,100 

1,000 

1,500 

870 

600 
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AUDIT METHODOLOGY 

In the broadest terms the audit approach used by the Department of Audits 
over the last five years has been to initially audit the major administrative 
functions such as Payroll, Purchasing, Accounting Records and Services, etc. 
These major audits happened during the period 1983-1984. Since then, it has 
been our goal to do some limited work in each of these areas every year. 
(On the Risk Analysis, pages 9-12, these are level "A" audits.) 

The next step was to do major audits of the largest academic units and 
smaller adninistrative units. This had been our emphasis from 1985 to the 
present. Our goal is to do these audits on some type of recurring basis, 
such as every three to four years. (On the Risk Analysis, pages 9-12, these 
are level "B" audits.) 

As time permits, we try to do as many audits as possible of the 9Tiallest 
units within the University. Our goal is to complete as many of these audits 
as possible, but our coverage would be more infrequent such as every five to 
six years. (On the Risk Analysis, pages 9-12, these are level "C" audits.) 

When audits are completed for all level "8 11 audits, we will repeat the 
comprehensive level "A" audits of the major centralized functions. We 
anticipate that the next cycle of level "B" audits will take less time and 
be narrower in scope. This will be possible because of the experience we 
have gained. 

There are certain areas of the University that are intentionally given less 
coverage because· of the work of external auditors. We give less coverage to 
areas such as Cash Management and Investments and the Office of Research and 
Technology Transfer Adninistration because of the additional work or audits 
performed by the external auditors. 
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Financial 

Compliance 

Operational 

Investigations and 
Speci a 1 Reviews 

Data Processing Audits 

Program Evaluations 

DEFINITION OF AUDIT TYPES 

Review the adequacy of accounting, financial, and 
other operating controls so that financial reports 
contain accurate useful data and assets are safe
guarded. 
Example: Verify that controls are in place to 

account for all money collected. 

Determine the extent of compliance with established 
internal policies, plans, procedures, and state and 
federal laws and regulations. 
Example: Verify that money is deposited at times 

specified by University policies. 

Determine if the entity is managing and utilizing 
resources economically and effectively. 
Example: Determine if money could be collected more 

quickly or in a more convenient manner. 

Report on allegations of improper or illegal activity 
by University employees to establish the basis for 
administrative and/or legal action. 
Example: Verify and document the possible theft of 

money. 

Audits that specifically address the review of 
controls in data processing centers, those used 
during the development of new computer systems, and 
those being used in existing computer systems. 
Example: Controls used to restrict access to the 

computer room. 

Determine if the desired results or benefits of the 
entity are being achieved. This type of audit is 
not being done. An example might b.~ to answer the 
question, "Should the University have a Flight 
Facilities Program? .. 
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UNIVERSITY Of MINNESOTA 
DEPARTMENT Of AUDITS 

60 Major Units and Audtt Dates 
1983 to 10/31/88 

Area 

1. Accounting Records & Services 
2. Agriculture, Forestry, & Home Econ 
3. Art Museum 
4. Athletics, Men's 
5. Athletics, Women's 
6. Attorney's Office 
7. Biological Sciences 
8. Budget Office 
9. Bursar 

10. Center for Educational Development 
11. Center for Urban Regional Affairs 
12. Computer Center - Academic 
13. Computer Center - Administative 
14. Concerts and Lectures 
15. Continuing Education Extension 

16. Dentistry 
17. Development Office 
18. Duluth Campus 
19. Education 
20. General College 
21. Graduate School 
22. Health Service 
23. Hospitals 
24. Hubert H. Humphrey Institute 
25. Institute of Technology 
26. Insurance, Casualty & Property 
27. fnternational Students Program 
28. Investments and Cash Management 
29. La'lll School 
30. Liberal Arts 
31. Libraries 
32. Management Planning & Info Services 
33. Management, School of 
34. Medical School 
35. Minority Student Affairs 
36. Morris Campus 
37. Mortuary Science 
38. Nursing, School of 
39. Personnel, Academic 
40. Personnel, Administrative 
41. Phannacy 
42. Physical Planning 
43. Physical Plant 
44. Police Departuent 
45. President's Office 
46. Press, University 
47. Public Health 
48. Purchasing and Stores 
49. Research & Technology Transfer Admin 
50. Reserve Officer Training & Military 
51. Sports Facilities 
52. Student Activities 
53. Student Support Services 
54. Support Services 
55. Veterinary Medicine 
56. V.P. - Academic Affairs 
57. V.P. -Finance & Operatons 
58. V.P. - Institutional Relations 
59. V.P. - Health Selene~ 
60. V.P. - Student Affairs 

FU • Follow-up audit 
Fu+ • Follow-up audit plus some new areas 
Inv • Investigation audit 
-.- • Audit currently in progress 
Fed • Federally required audit 

Audit Oates 

11/84, 7/87 (FU+}, 8/88 
10/86, *(FU) 

12/87 
7/88 

1/87 

11/84, 8/86, 12/87, * 

5/85, 9/85, 4/86, 8/86 (FU), 3/87 (FU) 
2/87 
12/83 (Fed), 12/84 (Fed), 10/85, 12/85 (Fed), 12/86 (Fed), 

3/88 (lnv), 9/88 (FU) 
2187 
4/86 
12/84, 4/86 (FU), 8/87, 10/87 (Inv), 7/88, *(FU+) 
12/87 

3/88 
11/85, 1/87, 4/88 (FU} 
3/85, 8/87 <Fu+> 

10/85 (Inv), 1/86, 5/88 (FU+}, 9/88 (Inv) 

3/83, 1/85 (FU) 
5/88 
6/88, 7/88 (lnv), 8/88 (lnv) 
5/85, 7787 (FU) 

11/87 
11/86, 6/87 (lnv), * (lnv) 
4/88 (lnv), * 
6/87 (tnv) 

1/84, 12/84 (FU), 10/86 
6/88 
6/86, * (FU) 
6/86, 10/87 (lnv), 1/88 (lnv), * (FU) 

10/84 

11/84, 3/87 (FU) 

8/87 
12/82 (lnv), 5/83, 11/84, 1/86 
I0/83, 7/85 (FU), 6/86, 1/87~ 6/87, 3/88 (lnv), * (FU) 
3/85, 7/85, 6/87 (FU), * (FU ) 
10/85 
6/86 (lnv) 
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Selection of Areas We Audit 

RISK ANALYSIS 

To help us decide what areas of the University to audit, we ccmplete a Risk 
Analysis. This analysis allows us to compare various components of the 
University using similar information. 

The 60 major units identified on page 8 are included in the analysis. For 
each of these units a Risk evaluation sheet is completed (page 14}. This 
and other information provide a numerical way to rank the various units 
within the University. It assists us in determining how to allocate our 
audit resources. 

This brief explanation and attachment are provided to indicate in a cursory 
way how we establish an overall audit plan. A more detailed document is 
available to further explain our process. It was recently provided to the 
Legislative Auditor•s Office. 
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RISK EVALUATION SHEET 

NAME OF UNIT _________ ___:DATE COfii'LETED ____ ....:BY _________ _ 

CIRCLE THE CRITERIA WHICH MOST APPROPRIATELY APPLIES 

QUANTITATIVE 

A. REVENUE - The amount of revenue 
collected by this unit is in the: 

B. 

1. bottom quartile of those units 
collecting revenue. 

2. third quartile of those units 
collecting revenue. 

3. second quartile of those units 
collecting revenue. 

4. top quartile of those units 
collecting revenue. 

EXPENDITURES - The level of expendi-
tures of th1s unit is in the: 

1. bottom quartile of all u~its. 

2. third quartile of all units. 

3. second quartile of all units. 

4. top quartile of all units. 

C. INTERNAL AUDIT COVERAGE 

1. Audit coverage has been on an 
annual basis. 

WEIGHT 

1 

2 

3 

4 

1 

2 

3 

4 

1 

2. Last audit ~s 1-3 years ago. 2 

3. Last audit was over 3 years ago. 

4. Unit has never been audited. 

D. BUDGET CHANGES 

1. The size of this unit's budget 
has only normal increases or 
decreases 

2. This unit's budget has increased 
or decreased by mere than 10' 
since the last budget cycle. 

3 

4 

1 

2 

WE!GHT 

E. FINANCIAL ACCOUNTING SYSTEMS (OPTIONAL) 
(Internal to the Organ1zat1on} 

'1. In the past year. no changes have 1 
been made to ~~~ajor systems. 

2. Changes have been made to 1 system. 2 

3. Changes have been made to more than 3 
1 system. 

F. EMPLOYEE TURNOVER (OPTIONAL) 

1. In the past year there has not been 1 
turnover in any key financial 
positions. 

2. There has been turnover in 1 key 2 
financial position. 

3. There has been turnover in more than 3 
1 key financial position. 

G. EXTERNAL AUDIT COVERAGE (OPTIONAL) 

1. External auditor reviews this area 1 
annually • 

2. External auditor reviews this area 
periodically. 

3. External auditor reviews internal 
audit work 1 n this area. 

2 

3 

4. External audit does not review this 4 
area. 

H. EXTERNAL REGULATIONS (OPTIONAL) 

-14-

1. This unit is not subject to ex- 1 
ternal regulations or reporting 
requirements such as federal. 
state. or accreditation boards. 

2. This unit is subject to one external 2 
regula tory agency. (Consider all 
federal research 10ney as 1 agency.) 

3. This unit is subject to .are than 3 
1 regulatory agency. 



1isk Evaluation Sheet 
'age 2 

~UALITATIVE 

I. COMPETENCY OF MANAGEMENT 

WEIGHT 

1. Departmental management experi- 1 
ence is good, and there are no 
perceived problems indicating 
concern. 

2. Departmental management experi- 2 
ence is satisfactory. There are 
'10 lllajor prob 1 ems but some of 

·,or concern or no information 
is a~ailable to judge management. 

3. There is evidence of a lack of 3 
management experience that 
indicates cause for concern. 

4. Lack of management experience has 4 
clearly and repeatedly caused 
problems in the past. 

J. ~ATURE OF OPERATIONS 

1. Most departmental operations and 1 
financial· transactions are 
performed in many University 
departments. 

2. Some departmental operations and 2 
financial transactions are 
unique within the University. 

3. Many departmental operations and 3 
financial transactions are unique 
and only performed by this depart
lllent. 

WE I GHT 

K. LIQUIDITY OF ASSETS 

1. Assets of the unit are typical of 1 
all others being evaluated. 

2. Assets are more mobile, frequently 2 
exchanged, or more subject to 
personal use than other units 
being evaluated (e.g. Securities, 
or equipment and inventories that 
are easily marketable or convertible 
to persona 1 use) • 

L. CONCERN OF MANAGEMENT 

M. 

1. Senior University management 1 
receives periodic appraisal of 
this activity and sees little need 
for increased involvement. 

2. Senior University management has 2 
limited knowledge of this activity 

3. 

4. 

but believes exposures could cause 
potential problems. 

Management has some general concerns 
in the area being audited. 

Senior University management has 
specific concerns in area being 
audited. 

QUALITY OF INTERNAL CONTROLS (OPTIONAL) 
Based on past exper1ence, the overall 
internal controls of the unit being 
audited is: 

1. Excellent 

2. Good 

3. Poor 

4. No opinion because it has never 
been audited 

3 

4 

1 

2 

3 

4 
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UNIVERSITY OF MINNESOTA 
ENTITIES AFFILIATED WITH THE UNIVERSITY 

BUT NOT COVERED BY INTERNAL AUDIT 

Foundations Audited by Public Accounting Firm 

Arboretum 

Charles Babbage 

4-H 

Gray Freshwater 

Honnel 

Medical 

University of Minnesota 

Others 

Yes - Peat Marwick Main 

Yes - Arthur Young 

Yes - Fraser and Fraser 

Yes - Peat Marwick Main 

Yes - Ernst & Whinney 

Yes - Touche Ross 

Yes - Peat Marwick Main 

Hospital Care Group (Employee Organization) No 

Hospital Private Practice Groups Yes - Varies 

& Co. 

& Co. 

& Co. 

Minnesota Alumni Association Yes - Peat Marwick Main & Co. 

RUMINCO Yes - Peat Marwick Main & Co. 

Supercomputer Center Yes - Peat Marwick Main & Co. 

-15-



RECENT IMPROVEMENTS 

Summary Explanation 

As a way to improve the auditing process at the University and help restore 
public confidence in its operation, several changes have recently been made. 
They are summarized below and attachments are provided to document or 
further explain these changes. 

1 Revised Audit Department Charter 

The initial audit department charter was approved by the Board of Regents 
in February 1984. At the October 14, 1988 Board of Regents meeting a 
revised charter (pages 18-19) was approved. It further strengthens the 
independence of the audit function and revised reporting lines to the 
Board of Regents Audit Committee. 

1 New Audit Committee Charter 

Also at the October 14, 1988 Regents meeting, a charter (pages 20-21) was 
approved for the Regents Audit Committee. This charter defined the 
purpose and responsibilities of the Audit Committee. This document used 
many of the recommendations suggested by the October 1987 TreadWay Report. 
The Treadway Report was issued by a National Commission on Fraudulent 
Financial Reporting. Its purpose was to make recommendations to improve 
the financial reporting process. With its adoption, the University of 
Minnesota is one of the first universities in the country to adopt the 
audit committee guidelines of the Commission. 

1 Compliance Officer 

At the October Regents meeting the Board also passed a resolution to 
establish a Compliance Officer to monitor compliance with recommendations 
of the internal and external auditors. Although all details concerning 
the functioning of this position have not been finalized, a flowchart 
showing the probable relationships is attached. This position will 
assure that :·ecommendations are monitored and that the appropriate 
personnel get periodic status reports. 

-16-

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I, 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 Audit Committee Operating Guidelines 

At the October 5, 1988, Regents Audit Committee meeting discussions took 
place on how to improve the communications in the audit process. The 
revised audit department and new audit committee charters was the first 
step. But the Committee decided to further clarify the activity of the 
Committee by establishing specific operating guidelines. A preliminary 
listing of these guidelines is attached. 

These components will be completed over the next several months. When 
finished, it should provide a clear documented process for the 
functioning of the audit committee. 
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Mission 

UNIVERSITY OF MINNESOTA 
DEPARTMENT OF AUDITS 

CHARTER 

The mission of the Internal Auditing Department is, to the extent of 
resources available, to serve as an independent appraisal function within 
the University, to examine and evaluate its activities and furnish analysis 
and recommendations concerning areas reviewed so that all members of 
management at all levels of the University and members of the Board of 
Regents can properly discharge their responsibilities. 

Objectives 

The overall objective of assisting management and the Regents in fulfilling 
their responsibilities is accomplished by: 

1. Reviewing and appraising the soundness and adequacy of accounting, 
financial and other operating controls, and promoting effective control 
at reasonable cost. 

2. Determining the extent of compliance with established internal policies, 
plans, procedures, state and federal laws and regulations. 

3. Determining if financial and statistical reports produced contain 
accurate and useful data. 

4. Conducting reviews to determine the efficiency, economy, or 
effectiveness of operations when requested to do so by the Audit 
Committee, or when suggested by the Department of Audits and 
subsequently approved by the Board upon recommendation of the Audit 
Committee. 

5. Determining the adequacy and effectiveness of computer control and 
security over existing and new data processing systems and significant 
modifications thereto. 

6. Conducting special reviews or investigations whenever necessary. 

7. Coordinating all audit-related activities within the University. 

-18-
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Authority and Responsibilities 

The Audit Department has the authority to audit all parts of the University 
and is granted full and complete access to any records (manual or elec
tronic)t physical properties, and personnel relevant to a review. Documents 
and information given to internal auditors during a review wi 11 be handled 
in the same manner as by those employees normally accountable for them. 

The Audit Department has no direct authority over or responsibility for any 
of the activities or operations they review. Unless extenuating 
circumstances dictate, they should not develop and install procedures, 
prepare records, or engage in activities which would normally be reviewed by 
internal auditors. 

Organization 

The Director of Audits reports functionally to the Chair of the Board of 
Regents Audit Committee and the Vice President for Finance and Operations, 
and administratively to the Vice President for Finance and Operations. 

The purpose of this dual reporting relationship is to enhance the 
independence of the internal auditing function. The Director of Audits has 
direct and unrestricted access to the Board of Regents. The Director has 
the right and responsibility to report to the Regents any circumstances that 
are significant violations of University controls, policies, or procedures, 
or any other matters that the Director feels are of sufficient importance to 
warrant Regent notification. 

Reporting 

A written report will be prepared and issued by the Director of Audits 
following the conclusion of each audit. Copies of the report will be 
distributed to management as appropriate. 

Copies of the audit reports will also be distributed to the Audit Committee 
and Regents as directed by the Chair of the Audit Committee. As a minimum, 
the Director of Audits wi 11 send a quarterly report of audits completed to 
all Audit Committee members. Significant changes in the annual audit plan 
will also be reported. 

Each year (usually in March or April) the University's internal and external 
auditors will meet with the Audit Committee to explain the annual audit plan 
and determine any areas of regents concern. Later in the year (usually 
December or January), the results of the previous fiscial year's audits will 
be reviewed by the Audit Committee. The information supplied by the 
Director of Audits shall include a summary of signficant audit results. 

Approved by the Board of Regents October 14, 1988 (Rev. of Feb. 1984 Charter) 

-19-



Organization 

UNIVERSITY Of MINNESOTA 
BOARD OF REGENTS AUDIT COMMITTEE 

CHARTER 

The Audit Committee of the Board of Regents shall be a permanent committee 
consisting of three members of the Board of Regents. The members of the 
Audit Committee shall be appointed by the Chair of the Board of Regents. 
Committee members• terms should be staggered. 

Purpose 

The primary purpose of the Audit Committee is to assist the Board of Regents 
in discharging their oversight responsibilities by: 

1. Overseeing the University's system of internal controls, audits and 
financial reporting practices to assure that their quality, integrity, 
objectivity, and accuracy are sufficient to protect the University's 
resources. 

2. Serving as an informed voice on the Board of Regents in support of the 
accounting and auditing groups of the University in their responsibili
ties for control and reporting of all financial transactions. 

3. Providing a direct channel of communication to the Board of Regents for 
the independent public accountants and internal auditors. 

Responsibilities 

1. To recommend a contract with independent public accountants for the 
annual audit of the University. The nomination of public accountants 
shall be approved by the Board of Regents. The public accountants 
report directly to the Board of Regents through the Audit Committee. 

2. To recommend changes in the Audit Department Charter to the full Board 
for approval. 

3. To recommend approval of the appointment or removal of the Director of 
Audits and any material revisions to internal audit plans or budget. 

4. To review the annual audit plans of the Director of Audits and the 
independent public accountants, including the degree of coordination. 
The Committee may request the performance of supplemental reviews or 
other audit procedures. 
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5. To review with managenent at the beginning of each year their plans for 
engaging the independent public accountant in management advisory 
services. This should consider the type of services that may be 
rendered and the projected fees. 

6. To meet with the independent public accountants and the Director of 
Audits to review the results of their annual work. This should include: 

- A review, in advance of final issuance, of the proposed formats and 
wordings of the annual financial report, including the financial 
statements, footnotes, and statistics 

- A timely review of the disposition of previously issued recommen
dations 

- A meeting with the Director of Audits and the independent public 
accountant, without any representatives from administration present 

7. To report the results of the Committee•s activities to the full Board of 
Regents. 

Approved by the Board of Regents October 14, 1988 
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UNIVERSITY Of MINNESOTA 
REGENTS AUDIT COMMITTEE 

Operating Guidelines 

I. AUDIT COMMITTEE STRUCTURE 

A. Background and History 

B. Audit Committee Charter 

C. Additional Reference Material 

II. AUDITING AT THE UNIVERSITY 

A. Role of the External Auditor 

B. Role of the Internal Auditor 

1. Audit Department Charter 

2. Organization Chart 

I I I. OPERATING PROCEDURES 

A. Meeting Dates (Agenda - Minutes) 

B. Changes in the Annual Audit Plan 

c. Follow-up on Recommendations 

D. Personnel and Hiring Actions 

1. Hiring of the External Auditor 

2. Hiring, Dismissal and Evaluation 
the Internal Auditor 

E. Reporting Results to the Board 
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Meetipg t 3. Nnmpber9.1988 

MateJiple 

U of M Budget Process Proposal 

1988-89 Objectives, Interim President, Chancellors, and Vice 

Presidents 

Relationship of University Reserves to State Reserves 

Central Reserves Spending Plans 

Fund Balances, June 30, 1988 
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1) 

2) 

3) 

4) 

FINANCIAL REVIEW COMMITTEE 
November 9, 1988 

2:00-6:00 p.m. 
238 Morrill Hall 

AGENDA 

University Reserves 

. Central Reserves 

. Reserves in Academic Units 

. Policy 

. Relationship of University's Reserves to State Reserves 

University Financial Status: Discussion of Finances in Framework 
of Scott Hughes' "Peat Marwick" Resources Clarification 

Overview of Proposed Budget Process 

Preliminary Recommendations 
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l5il UNIVERSITY OF MINNESOTA Office of the President 
202 Morrill Hall TWIN CITIES 
100 Church Street S.E. 
Minneapolis, Minnesota 55455 

(612) 626-1616 

November 3, 1988 

To: 

From: 

Subject: 

University Financial Review Committee 
The Honorable Arne H. Carlson, State Auditor 
The Honorable Lyndon R. Carlson, Minnesota State 

Representative and Chair, Education Division, House 
Appropriations Committee 

Professor Warren E. Ibele, Chair, University Senate 
Committee on Finance 

The Honorable Elton A. Kuderer, Chair, University Board of 
Regents' Audit Committee 

The Honorable Phillip J. Riveness, Minnesota State 
Representative and Chair, Legislative Audit Commission 

The Honorable Gloria M Segal, Minnesota State Representa
tive; Member, Education Division, House Appropriations, 
and Legislative Audit Commission 

The Honorable Glen Taylor, Minnesota State Senator, 
Representing House/Senate Independent-Republican 
Caucuses 

Commissioner Thomas Triplett, Minnesota Department of 
Finance 

The Honorable Gene Waldorf, Minnesota State Senator and 
Chair, Education Division, Senate Committee on Finance 

Richard J. Sauer If/. I 1\ <:J._ ) 
Interim President U~ /f. ~~-

Third Committee Meeting, Wednesday, November 9, 
2:00-6:00 p.m., 238 Morrill Hall 

The third meeting of the University Financial Review Committee will be 
held November 9 from 2:00-6:00 p.m. in Room 238 Morrill Hall (Regents 
Room). Parking is again available in the Church Street Garage. 

Enclosed is a tentative agenda for the meeting, as well as minutes from 
the second me..:ting. If you have questions or comments about either 
the agenda or meeting minutes, please call me. 

Also enclosed is a proposal for a revised budgeting process at the Uni
versity. This proposal has been under review since mid-September and 
is now working its way through the University's normal consultative 
process. Your comments and reaction to this proposal will be valued, 
and may perhaps help advance the consultative review process. 



University Financial Review Committee 
November 3, 1988 
Page Two 

I have also included the 1988-89 annual objectives for chancellors, vice 
presidents, and myself. 

Thank you once again for your involvement in this important project. 

RJS:kb 

Enclosures 

c: The Honorable David M Lebedoff, Chair, Board of Regents 
The Honorable Mary T. Schertler, Vice Chair, Board of Regents 
Ms. Barbara J. Muesing, Secretary of the Board of Regents 
Chancellors 
Vice Presidents 
Mr. Earl Evenson 
Mr. James Nobles, Legislative Auditor 
Mr. David J. Berg, Assistant to the President 
Mr. Richard Pfutzenreuter, Chief Fiscal Analyst 
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MINUTES 
University Financial Review Committee 
Second Meeting 
MoQday, October 31, 1988 

Members Present: Elton A. Kuderer, Warren E. Ibele, Thomas Triplett, Arne H. 
Carlson, Phillip J. Riveness, Lyndon R. Carlson, Gloria M. Segal, 
Gene Waldorf, Richard J. Sauer, Chair. 
(last month's minutes amended to show that Phillip J. Riveness was 
present at the meeting.) 

Absent: Glen Taylor 

Ex Officio Members Present were: James Nobles, Carol Campbell, and Earl 
Evenson. 

President Sauer opened the session by indicating the committee would 
be looking at some relative data responding to the concerns raised at the last 
meeting. Beginning the presentation would be a report by Sean Rush of Coopers 
& Lybrand, followed by reports from Steve Laible of Peat Marwick Main, the 
external auditor, and Pat Spellacy, the internal auditor. 

He indicated that the committee would be reviewing the policy 
regarding reserves, proceeding to a discussion on where we go from here. At 
the next meeting we would take an in depth look at the University financial 
system. 

President Sauer introduced David J. Berg from Management, Planning 
and Information Services. Mr. Berg distributed and explained a nationwide 
summary report on Current Expenditures '86-'87 displaying Minnesota's 
ranking. He indicated that we are very similar to other states as to the way 
we approach tuition policy. 

Pages 2 and 3 of the report disclosed the percentages spent on the 
various categories listed. Mr. Berg indicated that the University spends 
more on public service than do most institutions, averaging about 20-25% 
higher. We are somewhat below in the amount allocated to Instruction, and 
below average in the amount spent on research, but consideration must be 
given to the fact that this category includes Berkeley, MIT, and Wisconsin 
which have vast research programs. 

Plant Operation and Maintenance are low, but the University does 
appear higher in the category, Institutional Support. Mr. Berg indicated 
that they have used this report as a triage--where we want to look further. 
It was at this point that questions were accepted from the committee. 



Minutes 
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- President Sauer indicated that this data will provide some helpful 
information as the committee gets into the detail of the University•s financial 
report 1 ater. 

President Sauer turned to Carol Campbell to introduce Sean Rush. 

Ms. Campbell introduced Mr. Rush of the Boston office of Coopers & 
Lybrand, asking him to introduce the others from C & L present at the meeting. 

Mr. Rush began by saying that his presentation would be a summary of 
that which was given to the Blue Ribbon Commission about three weeks ago. 
His presentation included slides to accompany the written information. The 
report covered roughly four different parts: Objectives and Approach, 
Assessments, Conclusions, and Recommendations & Questions. 

He indicated that Coopers & Lybrand started their work about 4-5 
months ago. Some of the areas they specifically focused on were balance 
sheet information and financial management systems. Areas of concern are 
accountability and reporting and financial information systems which do not 
support informed decision making. 

Mr. Rush indicated that in terms of assets, the University•s 
2.7 billion assets would rank 132 among the Fortune 500 companies. He said 
that the $40 million dollar reserve is comparable to other universities, in fact 
may be a little low given the size of the University•s annual budget, but that 
reserve levels need to be kept public and fully disclosed. He made note that 
the University•s endowment and investment management activities have received 
acclaim throughout the state. 

In regard to the financial management systems, the current systems 
do not provide the necessary timely and accurate information to the Board of 
Regents and central administration. His recommendation was to develop a 
comprehensive plan which must be approved, and its implementation monitored. 
Adequate staffing will also be required to initiate the system improvements. 
He also recommended consolidating the planning and budgeting offices to 
address current weaknesses and holding that office accountable for 
improvements. 

On Financial and Administrative Controls, he recommended having the 
financial policies widely publicized. He cited The University of Michigan 
as an example where their financial policy book is distributed to 400 people, 
while here at Minnesota approximately 25 individuals receive financial 
po 1 ic i es. 
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~ He indicated that in regard to the audit process, there are three 
entities involved: the Audit Committee of the Board of Regents, the Extern.al 
Auditor which meets with the Board of Regents once a year, and the Internal 
Auditor. 

On the issue of governing, Mr. Rush said that there has been a 
failure to clearly define accountability and associated reporting requirements, 
resulting in a mistrustful representation of the University to the Board and 
to the State Legislature. 

In summary, Mr. Rush maintained that asset management has achieved 
high marks. He indicated that all recommendations can be done without reducing 
the University's autonomy, with work to fix the problems at the University 
taking 3-5 years. 

Mr. Rush at this point fielded questions. 

Earl Evenson asked where we might obtain a comparable model of 
financial systems for the University to study. Mr. Rush said that as far as 
emphasis on Information Systems goes, Boston College is highly ranked, as is 
Virginia Tech. Mr. Evenson also asked if there is an estimate of what the 
cost would be for the 3-5 year fixup period. Mr. Rush replied with an 
estimate of $12 - $18 million dollars. 

Senator Waldorf asked if any departments have contingency funds. 
Dr. Sauer replied, not necessarily, but if they do, they are designated as 
such by the department or college individually. 

Carol Campbell clarified some concerns on reserves, stating that in 
the early 1980's small pockets of departmental reserves were eventually 
pooled together and invested, which resulted in the growth of reserves. 
During 1987-88, and through the current fiscal year, that sum was spent down 
to its current level of slightly over $40 million. 

Representative Segal praised the University, for an institution of 
this size, for having the report of its financial assessment indicate so 
many positive statements. 

Mr. Rush suggested that the University might want to reinstate the 
"glossy" report that it did some years ago. It was suggested that in all 
probability it may have been discontinued because of the cost factor. 

Representative Riveness stated his firm belief in academic autonomy, 
but with the Legislature being a provider to the University, they must have 
financial accountability. 
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There was discussion of the university compared to private 

corporations. Mr. Rush said that the reasons for a corporation are economic, I 
whereas universities are fundamentally different, given the large amount of 
research and their academic mission. 

President Sauer thanked Sean Rush for being at the meeting. He then 
distributed Jim Brinkerhoff•s and Bill Massy•s report to the Blue Ribbon 
Commission on October 6 which was done as a result of their service as 
resources to the Coopers & Lybrand study. 

The next item on the agenda was a review of the auditing functions, 
starting with the external auditor presentation given by Steve Laible of 
Peat Marwick. Mr. Laible noted that the committee should have before them 
the October 31, 1988 report to the Governor•s Blue Ribbon Commission. That 
report gives a brief review of audit arrangements and auditor relationships 
at the University. 

Following the presentation ~epresentative Riveness stated that as of 
six months ago, reserves were considered to be a surprise to the Board, and 
asked whether that was because of the way in which the Financial report is 
presented. The reserve figure did not appear to be clearly pointed out in 
the materials. 

Auditor Carlson mentioned that the information in the financial report 
should have immediately raised questions in the minds of anyone reading it. 
He stressed that anytime funds are identified as "unrestricted", it should be 
questioned. The fault does not lie with the financial statement itself--the 
figures are disclosed. 

Mr. Nobles indicated that the financial statement does not come before 
governing boards for action--it is simply there for information. He inquired 
how it is determined what monies are out in the departments, and if the 
University knows if departments report what monies they actually have. 

Carol Campbell responded by indicating that all financial 
transactions are handled by and recorded on the University•s accounting 
system and thereby reflected in the University•s financial reports. 

Mr. Nobles stated that the budget process has given rise to the 
suspicion and controversy, rather than the actual financial statement and 
information itself. 
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Tom Triplett raised the question whether there is some advantage to 
having someone who has legislative sensitivity involved in University auditing, 
as opposed to an outside firm. He suggested that the Legislative Auditor 
might be more attuned to a compliance audit. 

Regent Kuderer indicated that the Regents' Audit Committee was 
considering inviting the Legislative Auditor to work in some capacity with 
the internal audit staff to be part of the auditing process. 

At this juncture, Pat Spellacy, Director, Internal Audits Department 
at the University, began his presentation. He stressed four areas from his 
report which was handed out: What Audits are conducted at the University 
of Minnesota, staffing of the Internal Audit Department, how and what is 
audited, and recent improvements in the audit process and function. He 
proceeded to explain several pages of his handout. 

Mr. Spellacy was congratulated by Arne Carlson for the fine document 
he presented. Mr. Carlson also inquired about who checks the expense accounts 
of the Regents. Barbara Muesing, Secretary to the Board of Regents, replied 
that she examines their travel expenses and requests further information if 
any expenditure is not clear. 

In response to the discussion of the committee, Mr. Spellacy told 
the group that his staff audits those departments offering the greatest risk. 
He noted that there are departments that pose a much higher risk than 
Regents' expense accounts. 

President Sauer said that his office has instituted a "Hot Line" 
for complaints, and that many of these complaints which may pinpoint some 
risk for the University have been turned over to Mr. Spellacy or Vice President 
Campbell for follow-up. He indicated that many of these tips have resulted 
in audits being performed where they might not otherwise have been. 

Auditor Carlson stated that no one is above the law, asking who 
does the checking. To this Regent Kuderer responded that there is a point 
at which oversight becomes overkill and elaborated that Regents' expense 
documents are public information. 

On the topic of reporting control irregularities, Tom Triplett 
recalled that the state law requiring state employees to report control 
irregularities to the Auditor's Office does not apply to the University. 
He suggested that this might be a possible policy to think about in the future. 
Ms. Campbell noted that this is something that could very easily be written 
into University policy. 
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. Regent Kuderer recognized Pat Spellacy as being the primary 
responsibility for some of the audit changes that have occurred during the 
past year, and praised him for what has been achieved. Representative Riveness 
affirmed that statement. 

Or. Sauer turned the discussion toward the next meeting of November 9 
and where we go from here. As questions were raised on topics to be discussed, 
President Sauer said the committee might discuss in detail the financial 
statement. Senator Waldorf wants to be satisfied that problems have been dealt 
with satisfactorily, and said that some solutions have already been found. 

Lyndon Carlson sees coming out of this a feeling of where the 
University is going financially and the relationship of University reserves 
to those in the state. He did not feel that current guidelines addressed 
that issue. Auditor Carlson felt that an hour could be spent at the November 9 
meeting discussing reserves. Tom Triplett said the committee might think about 
some recommendations on these topics to share with the group at the next 
meeting. Jim Nobles suggested sharing with the committee exactly what are the 
reforms being done in the budget process. 

President Sauer asked the group to send him by Monday any 
preliminary recommendations they have so his office can accumulate them for 
the next meeting. 

Lyndon Carlson suggested holding open the question of having one or 
two additional meetings. 

The meeting adjourned. 
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The University of Minnesota 
Budget Process Proposal 

Executive Summary 

Recent events at the University of Minnesota have highlighted the need for 

improved budget management. The following paper proposes a budget 

strategy for the University based on Responsibility Center management. 

The paper argues that, given the complexity and diversity of University 

operations and revenue, we ought to pursue a model that accommodates 

complexity better and sensitizes University operations to service revenues. 

Under this proposal, budgeting is inextricably linked to planning. 

Annually, each Center would assess its goals and objectives in light of the 

past year, update its plans, and propose financing for those plans. The 

Center's plan and proposed budget would be submitted to University 

executives about the first of each calendar year. The University executives, 

with the support of planning and budgeting staff, and in consultation with 

the administration of the various Centers, would prepare a University-wide 

budget for presentation to the Board in late Winter. The Board would 

deliberate, accept or modify, and ultimately approve an expenditure and 

financing plan each Spring. 

Acting on Board approval, Center administrators would proceed to develop 

detailed budgets for the various departments within the Center. The 

University planning and budgeting staff would monitor this activity to 

assure consistency and reconciliation with Board intent. The proposal 

contemplates an object classification regimen in the development of 



expenditure and revenue budgets to support improved department and 

Center administration as well as enabling central support services to better 

anticipate Center needs. 

Enhanced financial reporting mechanisms are advocated for all users; 

Board to department and all interested parties in between. The need for 

comprehensive budget reporting is recognized as well as performance 

(status) reporting at every level. Budget administration responsibilities are 

addressed through a flexible program of improved reports, processes, 

incentives, and checks and balances designed to assure careful financial 

stewardship and to promote the attainment of goals. 

The paper acknowledges technical and administrative impediments to 

implementation. The technical hurdles center around 1) integrating plans 

and planning data into operating systems, and 2) providing flexible on line 

operating systems to support Center operations and administrators 

throughout the University. A commitment to addressing these technical 

obstacles is absolutely necessary to the success of the proposal. The 

administrative problem cited is best summarized as one of acceptance. Will 

the legislature be receptive to the approach and the timing of proposed 

actions. Will the Board accept the approach as a management philosophy. 

Will managers, Center administrators and/or central administrators, 

accept the demands of this approach. \Vill faculty accept the change and 

warm to the challenges inherent in the 4pproach. 

The document appendix portrays the process flow, reflects the approximate 

time frame envisioned, and highlights required actions. 
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The University of Minnesota 

Budget Process Proposal 

This proposal for a new budget process at the University of Minnesota 
builds on prior studies and recommendations on the same subject. Budget 
planning, budget development, budget administration, and budget 
reporting are included under the broad heading budget process. In 
addition to addressing each of these topical areas, the context in which 
budgeting and subsequent operations are presumed to be conducted will 
also be discussed. 

The process advocated will have an impact across the entire spectrum of 
the organization: management activities will be affected as well as the most 
routine functions. Procedural changes will be designed to make the 
University more efficient, policy changes are intended to improve the 
effectiveness of the University's services. 

CONTEXT The University is a large and complex institution with 
total revenues in fiscal1987 approaching $1.5 billion. In 
fiscal 1987. unrestricted state appropriations were 
approximately $317.7 million or slightly more than 22% 
of total revenue. That statistic probably surprises most 
people who think of the University as a "state supported" 
university. Make no mistake, unrestricted state 
appropriation is the largest single source of revenue for 
the University and continued, indeed improved, state 
funding is essential to the well being of the University. 
Increased state appropriations are certainly needed but 
the 22% figure cited is more reflective of the success of 
the University in attracting non-state funds than 
indicative of neglect on the part of the state. A clear 
recognition of the fact that the quality of life in 
:\Iinnesota is inextricably linked to the quality of the 
University must be maintained by all. 

Currently, state appropriations to the Operations and 
:\faintenance (O&M) fund are the driving force in the 
annual budget process of the University. Without 
question, we must respect the intent of the legislative 
and executive branches in the application of this 
resource. However, the University would be well served 
by a broader view· of the funding available; both in scope 
and time. Budgeting the O&M fund within the 
framework of the other resources available would result 
in a more effective application of all available resources. 
Recognizing the fact that the state appropriates on a 



biennial basis would permit a smoothing of the planning 
cycle and result in increased attention to planning and 
closer integration of planning and budgeting. More 
than a mere attitude change is being suggested and the 
benefits of such a change would be significant. If the 
University were to adopt this proposal, support from the 
(}{)vemor's office and the legislative leadership would be 
essential since the Board would be making decisions on 
tuition and salaries prior to the enactment of an 
appropriation bill. 

The successful implementation of strategy relies on 
planning and budgeting coming together at appropriate 
points in the organizational structure. The University is 
currently examining whether its current structure is 
best suited to move the University toward its strategic 
goals. The dominant issue in the discussion is that of 
decentralization. Regardless of the degree of 
decentralization ultimately determined appropriate, 
some fundamental assumptions have been made in 
developing this proposal: 1) that sufficient fiscal leverage 
would be retained centrally to expedite the achievement 
of University goals, 2) explicit rules will defme who is 
responsible for what decisions, 3) a system of 
performance reporting will be developed and maintained 
centrally. 

In developing this approach, it is assumed that the 
University would vest budgetary responsibility 
commensurate with organizational authority through a 
responsibility center model. Responsibility centers are 
not new to the University. Peat, Marwick, Mitchell, and 
Company referred to them often in their May, 1986 
report. President Keller indicated that "The budgeting 
process will be based upon responsibility centers ... " in a 
letter dated October 24, 1986. The University's centers 
are hierarchically organized to respond to the 
complexity of the institution. The first echelon of centers 
is widely recognized as being the Deans, Vice
Presidents, and Chancellors. 

"C'nder this budget proposal, responsibility centers would 
carry a further distinction as either a revenue center or 
a support center. Revenue centers are units to which 
revenues can be uniquely attributed. They are two types 
of revenue centers: academic and auxiliary. While 
auxiliaries have always been revenue centers, such an 
expectation is new for academic areas. The proposal 
places a new emphasis on revenue and encourages 
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collegiate faculties and administrators to become 
academic entrepreneurs. This approach reasons that 
centers gain a greater sensitivity to the needs of their 
clients if resources are directly responsive to level of 
service. A distinction between collegiate and University 
revenues will be drawn and incentives consistent with 
strategic goals incorporated to optimize revenue 
collectionsr. The development of corresponding spending 
plans will be expanded to include all fund sources 
available to the center and the costs of support services 
formerly outside the realm of the college or enterprise. 

Support centers are those units engaged in the indirect 
enhancement of academic and auxiliary revenue center 
activities. While the source of little direct income, these 
units provide invaluable support without which the 
revenue centers could not operate. Examples of support 
centers include library, computing services, physical 
plant, financial aid, bursar, and the president's office. 

Recommendations: 

BUDGEr 
PLANNING 

1. Develop a comprehensive annual budget framed 
in the context of all the funds available. 

3. 

4. 

5. 

Establish a budget planning cycle that commences 
each Fall and culminates each Spring irrespective 
of the legislative calendar. 

Categorize responsibility centers as either a 
revenue center or a support center. 

For all centers, establish revenue sensitivity by 
varying resources directly with the volume and 
level of services provided by the center. 

Incorporate an incentive system into the central 
distribution of center subsidies designed to 
accelerate the attainment of University goals. 

Consistent with the University's practice and 
fundamental to the character of responsibility center 
management, the detailed planning and budgeting is 
done at the center level. Central administration 
establishes University wide goals, reviews plans and 
performance, and provides support services. 
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This proposal links the planning and budgeting 
activities and places both in a five year context. Centers 
must develop plans and budgets for three years within 
the framework of their current situation, constrained 
only by their ambition and their ability to fmance their 
vision. Not only do planning and budgeting become 
inseparable, centers accept responsibility for attaining 
their planning objectives together with the authority to 
control their activities. Central administration must 
assure that the process includes appropriate incentives 
to encourage the center to meet or exceed plan objectives. 
Beyond that, central administration must warrant that 
the budget process is conducted with full information on 
fiscal, human, and physical resources; direct and 
indirect costs; and performance measurement and 
consequences. 

It is proposed that budget planning be an integral part of 
an annual budget development cycle. Envisioned is a 
process whereby deans and directors receive a planning 
packet in the Fall of each year. This packet would 
contain planning data as well financial/budget data 
The planning portion would encourage a critique of the 
unit's current position, an assessment of the unit's 
aspired future situation, commentary on how the unit 
will bridge the current-to-future gap, and the criteria by 
which change will be measured. To facilitate 
comparisons and to reduce the time and effort necessary 
to track and update previous plans, prior planning 
reports would be recycled automatically. Five years of 
financial data will be included: actual prior year 
expenditures, current year budget, budget estimates for 
three future years. While aggregated revenue and 
expenditure data is contemplated, sufficient detail would 
be required to support budget estimates and force a 
consideration of changes in revenue and expense. In. 
broad terms, the planning expectations of support 
centers is similar to that of revenue centers. The thrust 
in revenue centers is on effectiveness of program and the 
unit's ability to generate revenue is the broad gage of 
success. Support centers must focus on efficiency; 
providing quality service at the lowest cost is the 
measure of success for support centers. 

The proposed process should promote an examination of 
the center's resource base as well as justifying budget 
increments. Reflecting that education is very labor 
intensive, the process must incorporate appropriate 
analytic tools and data regarding personnel; academic 
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and civil service. Individual salary recommendations 
are not made at this point (individual salary decisions 
are made as part of the actual budget development for 
the next year) but aggregate salary requirements should 
be formulated during the budget planning phase. For 
budget planning purposes, the budget requirements for 
years beyond the immediate coming year should be 
expressed in "real" economic terms; that is, inflationary 
increases for those years should be ignored. 

Recommendations: 

BUDGET 
DEVELOPMENT 

6. 

7. 

8. 

Link planning and budgeting through an annual 
review of each center's planned activities, funds 
available, and the unit's anticipated application of 
resources. 

Use a three year planning vista with financial 
data placed in the context of the current year 
budget and the previous year's actual 
expenditures. 

Support the budget planning process with an 
extensive array of supplementary data; especially 
personnel data and comparisons. 

In the annual budget planning phase discussed above, 
aggregates of various revenue and expense categories 
were used. Budget development, as used here, refers to 
the construction of detailed revenue forecasts and 
expenditure plans. As budget development flows from 
budget planning, the annual budget originates with the 
first year of budget plan. The budget planning process 
concludes with Deans and center directors reviewing 
plans and budget forecasts with University executives. 
As these management reviews are taking place, the 
budget office would conduct a technical review of the 
budgets and prepare summaries for consideration by the 
management committee and the president's cabinet. 
Eventually, through an iterative process, a University 
wide budget is ready for presentation to the Board. After 
deliberation, and subject to modification, the Board 
approves a budget. At this point, center allocations are 
known and the process of preparing detailed account 
budgets is undertaken. 

The budget development phase necessitates the careful 
preparation of revenue estimates. While this activity is 
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native to auxiliary revenue centers, the attribution of 
revenues to academic centers will require technical 
modifications as well as administrative acceptance. In 
addition, the scope of activity falling under review is 
expanded greatly; restricted as well as all unrestricted 
funds will be budgeted in this process. Revenue 
estimates must be organized in a manner that facilitates 
early warning of any subsequent deviations and 
constructed in sufficient detail to expedite appropriate 
corrective action. Central processes must be upgraded 
to support this approach. Equally important, the need 
for training of personnel in the centers must be 
recognized and supported. 

The changes associated with building expenditure 
budgets will be less traumatic but very real. As is 
currently the case, individual salary decisions will be 
reflected in the development of the annual budget. 

- Consistent with current practice, fringe benefits would 
be attributable to and budgeted by the centers. Where 
units now may budget a single item for all other unit 
expenses, a detailed spending plan would be required. 
This recording of anticipated spending by 'object of 
expense' produces several benefits: centers are required 
to consider potential claims on its resources by type of 
expense, center directors can review various unit 
budgets for application of resources according to a 
consistent pattern, and central support centers can plan 
their services better knowing the aggregate demands of 
the centers. Central processes will have to be modified to 
accommodate this mandate and support the center's 
budget administration (discussed later) requirements. 
Finally, revenue centers will be assessed charges for 
support services. This change is intended to sensitize 
revenue centers to the costs of operating the University 
and to temper requests for central services; notably 
space. Correspondingly, support centers would become 
more responsive the needs of the revenue centers and 
cognizant of the fact that funds expended on support 
services are funds not available for academic purposes. 

The development of detailed account budgets must be the 
responsibility of the staff of the various Deans and 
directors. Centrally, this activity must be supported by 
systems and services that facilitate this task, capture the 
data, and integrate related processes. Most obvious in 
this area is the individual salary data. The entry of this 
data ought to satisfy the personnel, payroll, budget, and 
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accounting requirements so as to relieve the centers 
from multiple transmittals of the same information. 

Recommendations: 

BUDGET 
REPORTING 

9. The preparation of detailed annual budgets ought 
to be a natural outgrowth of the budget planning 
process; the first planning year being the 
foundation of the annual budget. 

10. The Board receives a recommendation from 
central administration and approves an annual 
budget based on responsibility center plans. 

11. Account budgets, detailed by common expense 
object or revenue class, are prepared by the 
responsibility centers. 

Budget presentation and reporting has been segregated 
because this area has often been the object of criticism. 
The intent of discussing budget presentation separately 
is not to inventory the ways in which the budget is or 
might be presented nor is it intended to prescribe a 
presentation format for adoption. What is intended is 
that the reader appreciate that the budget is reported 
and/or presented at various times to various audiences 
for various purposes. 

The University has budgets for accounts, funds, 
responsibility centers, etc. Frequently, the University is 
requested to display its budget by object of expense, 
program, or function. That the budget is displayed 
differently at times should not be interpreted as an 
attempt to obfuscate but rather to customize the 
presentation for a specific audience. 

While the customizing presentations to suit audience 
preferences should be encouraged, a consistency of 
presentation would clearly be of value to casual observer 
of the process. Media coverage of Board presentations 
make such budget displays the first candidates for 
standardization . .Making the Board's budget 
presentation comprehensive is an obvious requirement. 
Highlighting the components of the comprehensive 
budget for which Board approval is being sought is a 
complication that must be addressed. 

Since detailed account budgets are prepared subsequent 
to Board approval of the annual budget, the Board may 
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wish to see budget displays that array the results of their 
action in different ways after the detail is recorded. This 
process of recasting the University's budget in various 
ways can be used to promote a broader comprehension of 
the University and foster improved understanding of the 
University's needs. 

The budget presentation issues discussed here have 
related to providing information; primarily in support of 
seeking the necessary approvals of the annual budget. 
Throughout the year, budget administration depends on 
effective reporting of financial activity and budget status. 
A more complete discussion of budget administration 
follows this section. Budget reporting is also critical to 
analysis and evaluation of budget requests and 
ultimately to the analysis of performance. Since the 
annual budget represents an annual fmancial plan, 
selective reporting of changes to the plan should be 
incorporated. Each center would define relevance for its 
reporting purposes and the management committee 
would specify the changes it deemed worthy of review. 

Recommendations: 

BUDGET 
ADMIN
ISTRATIO~ 

12. Within the context of a comprehensive, all funds 
budget, the Board should be presented a decision 
package that·highlights impact and effect of the 
approval sought. 

13. Displaying the University budget in unique ways 
ought to be encouraged and viewed as an 
opportunity to broaden the understanding of and 
support for the University. 

14. Evaluation of fiscal performance, which is 
necessary to inform the subsequent budget 
allocation, implies reporting requirements 
different than the budget administration activity. 

15. Significant budget changes at various levels 
should be reported to appropriate overseers. 

Budget administration is often perceived as 
synonymous with control. An effective program of 
budget administration encompasses much more. 
Budgets must be dynamic to be useful tools for 
managers. Budget modifications emanate from normal 
budget administration. An earlier recommendation 
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urged reporting of significant changes to the budget. 
Such reporting would certainly be considered budget 
administration also. 

Within the responsibility centers, there are various 
levels of budget administration; object level, account 
level, department level, etc. The reporting mechanisms 
must accommodate the various needs with relevant and 
timely information regarding budgets and expenditures. 
In addition to current year information, expenditure 
history for previous years (two or perhaps three) should 
be available for analytical purposes. These data and 
corresponding manipulation tools must be available to 
the 'end user' on a real time basis. 

Centrally, similar flexibility will be required. In 
addition, the process must permit the oversight of 
University guidelines and enforcement of University 
rules. Some of the rules will be rigid, others must allow 
the deans and directors to define implementation and 
application for their centers. For example, payroll rules 
may be very rigid and consistent across centers while 
the determination of available funds must allow centers 
to specify rules within relatively broad parameters. 

Many budget administration tasks are undertaken ad 
hoc. It is necessary, though, to insure that basic, pre
defmed, tools are available as part of the budget process. 
Such tools include budget status reporting in several 
formats prepared under standard specifications. Open 
commitment reports that differentiate between legal 
obligations and 'reserved' funds must be provided. 
Detailed reconciliation capabilities that allow center staff 
to monitor financial activity at the transaction level are 
necessary. Security must enable broad access while 
appropriately restricting processing authority. 

Finally, the budget process must be imbued with a 
program of rewards and penalties. Deficits, if permitted 
at all, should be assessed a penalty at least equivalent to 
University's opportunity cost. Surpluses should be 
rewarded but modestly. Annual budget allocations are 
intended to support the operations for the year; 
encouraging surpluses might be counter productive. 
Actual operations should be compared to annual budgets 
searching for deviations of significance. It should then 
be determined whether any material deviations stem 
from flawed budget allocations or operational 
peculiarities. 
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Recommendations: 

16. A flexible system responsive to central 
administration's relationship to responsibility 
centers must be developed. 

17. Standard reports and capabilities necessary for 
effective budget administration at various levels 
must be native to the budget and accounting 
process. 

18. A program of review, reward, and penalty should 
be adopted to encourage effective oversight of the 
University's resources. 

IMPLEMENTATION OBSTACLES 

Any new budget process will require modifications to the University's 
policies and procedures. Some of the changes are technical in nature; 
more substantive are the changes that address the way the University 
allocates and manages its resources. The technical issues will be 
discussed first; however, any decision should be made on the non-technical 
aspects of this proposal. It must also be noted that "technical issues" is 
used somewhat euphemistically to encompass the less controversial 
aspects of the proposal. 

Technical Issues; 
The technical changes are inevitable. Much of the current criticism is 
directed at the University's financial management systems. While most 
would agree that the gravity of the situation has been exaggerated, most 
would also agree that there is sufficient grounds for improvement. Given 
the age of our current systems, this should come as no surprise. The 
technical changes advocated are new systems and procedures or enhanced 
processes to support the recommendations cited above. 

\Vith respect to budget planning and budget development, a system must be 
developed to make possible the annual process recommended. The Strategy 
for Focus planning was a Herculean effort. It was an effort too large to be 
repeated annually and too important not to be institutionalized. Future 
planning efforts must build on these plans; not require new, unrelated 
documents. \Ve must build an infrastructure to facilitate this process; 
capture the essence of plan objectives, the measures of achievement, the 
resource requirements, and funding sources. 

The budget planning component must bring together internal data relevant 
to the center's plan; e. g. student headcount, credit hours, admissions, 
course offerings, research proposals and awards, public service activities, 
staff profiles. and budgets. External, peer group data must also be inclu~ed 
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to help deans and directors measure progress and as input to plans for the 
coming years. Quality assessment, cost per unit, pricing, average salary, 
test results, productivity ratios, and peer rankings are indicative of the type 
of external data envisioned. Many of these data are currently produced by 
Management Planning and Information Services. Weaving these data into 
the planning process and attaching budget information is the challenge. 

The budget planning phase concludes with a budget recommendation to the 
Board and the budget development phase begins with Board approval. 
Budget development is an activity that lends itself to automation. 
Specifically, budget development bridges the first year of the center's plan 
into the many accounts within the center. The development of account 
budgets detailed by object of expense and revenue classification must be 
supported by systems that insure reconcilement within the center's budget 
and automatically become the foundation for budget administration 
throughout the year. The individual salary information recorded in the 
budget development phase must similarly be captured for personnel, 
payroll, and accounting purposes. 

Budget administration is an ongoing activity throughout the budget period. 
A somewhat separate project is under way to determine the relationship 
and integration of budget administration with accounting requirements. It 
is generally accepted that improvements are necessary in this area and 
some improvements are largely independent of many other budget process 
issues. Arguably, this must be the first technical issue addressed since all 
the other budget processes are greatly diminished without an effective 
program of budget administration. However, it is necessary to assure that 
the budget administration and accounting system is able to respond to the 
entire budget philosophy of the University. 

Administrative Issues; 
This proposal embodies changes to a budget philosophy that has been in 
place at the University for many years. Some will argue that the current 
process has served the University well and that change is not needed. It is 
not my intent to challenge the contributions the current budget process has 
made to the University. I believe it served well because it was a process 
consistent with the strategy of the University prior to Commitment to 
Focus; namely, growth. CTF not only changed the yardstick from 'how big' 
to 'how good', CTF advocated selected reductions as a vehicle to enhance 
quality. Enrollment management took on new meaning; recruiting now 
included pre-admission advising beyond University programs; and the 
quality of undergraduate and graduate instruction was challenged. 
Because the budget process never explicitly included any factor for positive 
growth, accommodating negative growth became synonymous with 
program retrenchment. 

Incorporating volume into the funding equation is the first structural 
change in the proposal. Ideally, all budget allocations ought to retlect 

1) the programs of the center, 

Page 11 



2) the demand for those programs, and 
3) the cost structure associated with delivering program offerings. 

To the extent the 'base' reflects the program and the categorical'run-up' 
reflects the cost structure, the current budget process addresses 1) and 3). 
Program demand is not accommodated in the current process. Note that 
this is true only for instructional services. Research (other than 
departmental research) and Public Service are individually funded and 
separately budgeted activities. Demand for these services is reflected by the 
funding sponsors are willing to provide. This proposal would establish 
similar direct linkages for instruction. 

The linkage is established by the attribution of tuition receipts to the center. 
This is not native to the University experience at the operational or 
management level. Currently, tuition rate setting and receipt estimation 
are done centrally and with remarkable accuracy by MPIS. Furthermore, 
tuition rate setting has followed a "cost related" objective. The Board has 
typically favored the lowest possible tuition increase alternative although it 
is not clear that they have been asked to weigh higher tuition against 
programmatic improvements. This proposal embodies that potential by 
making tuition an integral component of the financing of academic centers. 

Under the current budget practices, it is difficult to envision the University 
ever achieving its salary objectives. The current practice for distributing 
salary increase monies ignores the competitiveness of existing salary 
levels, disregards the ability of the unit to fund salary increases from 
turnover, and is oblivious to the unit's funding rank status. This proposal 
presumes salary decisions will continue to be made at the center level but 
requires that salary increase funds be requested by the center in light of 
competitive salaries and turnover in the center. This methodology will 
advance the University's progress toward improving the comparative 
ranking of salaries while at the same time moving toward target cost per 
student ranking. Funding n~gotiated salary increases should follow the 
same pattern; centers should be neither advantaged nor disadvantaged 
depending on whether their workforce is unionized. 

This proposal is predicated on a clear delineation of responsibility and 
authority of deans and center directors. Deans and directors will want 
maximum possible latitude and indeed the opportunity to succeed must be 
accompanied by the freedom to fail. Bounding their authority must be 
informed by the requirements of central administration and the practical 
limits such parameters place on their sphere of responsibility. Some 
practical examples might be helpful. CE&E identifies and budgets for an 
automation project that would improve CE&E services and enhance their 
offerings; is 'central' appro~ral required? What are the 'central' 
requirements within which every center must operate? What are the 
'central' services that will be offered? Administrative processes and 
information systems will be an area of foremost concern. \Vhile it seems 
almost a contradiction, managing a decentralized enterprise requires 
extensive centralized processes. 
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The comprehensive budget issue is more than a presentation matter. The 
budget allocation to individual centers should be informed by a complete 
picture of the funds available. The inclusion of all funds cannot be used in 
a punitive manner by arbitrarily reducing one funding source contingent 
on the existence and/or magnitude of another. By the same token, a clear 
recognition of the support costs associated with funded activities must be 
reflected in the plans and budgets of revenue centers. Just as revenue 
budgets encompass all funds available to the center, expenditure budgets 
must include the direct expenditures of the center and the indirect costs 
associated with supporting the center. The development of indirect cost 
pools and allocating those pools to revenue centers must be matched by the 
development of sound cost accounting systems and mechanisms to reflect 
center utilization in the charges; for example, reflecting the savings of an 
energy conservation program in the space charges. 

This proposal advocates an annual budget cycle that culminates with 
budget allocations early in the Spring of each year. The State's executive 
officers and legislative leadership would clearly have to be supportive of this 
approach since the University would be taking actions in anticipation of 
their action. Operationally, this would be possible given the University's 
Central Reserve and the biennial nature of State appropriations. In 
practice, 'game playing' by the University in estimating State , 
appropriations when the legislature is in session ought to be avoided. 
Allocations and tuition rates for even numbered fiscal years should reflect 
what we believe prudent given then current information. Adjustments to 
reflect the actual appropriation measure would be made in the second year 
of the biennium. This annual process and cycle is potentially one of the 
most attractive features of the proposal. Nevertheless, it must be 
recognized that the confidence in fiscal management at the University may 
jeopardize the reception for such a proposal at this time. 

SEVERABILITY 

This document is as much a concept paper as a proposal for a budget 
process. Many issues drawn out beg for resolution irrespective of the 
budget process ultimately adopted. It is not necessary to accept or reject 
this proposal as a package; it is possible to adopt parts, modify parts, and 
reject parts of the proposal. 

Fu.ll impl.ementation of the proposal represents an ambitious undertaking. 
It IS possible to break the project down and develop component parts in a 
parallel rather than serial manner. While this will compress the time 
frame for implementation, the scope of the effort remains formidable. Note 
th~t many requirements, especially those in budget administration, are 
neither new or particularly unique to this proposal. 
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APPENDIX I 

Planning 
Planning and ----~ Materials 

Budgeting 
{October) 

Prior Planning Data 

Comparative Data Updated 
Historical Data 

Format(s) for Update 

I 
I 
I 
I 
I 
I 
I 
I 

Responsibili,ty Center Review Current Status Against Objectives and 1 
Against Financial Plan 

Updated 
Plan & 
Budget 
Request 

(January) 

Assess/reassess Desired Status 
Update Plan for Closing the Current/Desired 

Gap 

Refine the Criteria for Measuring Progress 

Add Additional 'Out Year' to the Plan 

Formulate Specific Budget Recommendations 
for Next Fiscal Year 

..__.~ University Executives 

...._ ___ ---1;.~ Planning and Budgeting 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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Responsi bi I ity 
Centers 

Updated 
Plan & 
Budget 
Request 

(January) 

Plan 

Feedback 
Preliminary 

Budget 
(March) 

.... --

! Office of Planning and Budget 

. 

Review plans for internal consistency and 
conformance with University wide goals 

Check financial calculations and aggregate 
for University wide summaries 

Assemble Support Center planning input 
and financial data 

:. University Executives 

-

Review Center plans individually and in the 
aggregate 

Review University wide financial 
implications 

Consult with Responsibility Center 
Administration 

Formulate initial budget recommendations 
for Centers 

Responsibility Centers 



Plan 
Feedback 
Preliminary 

Budget 

(March) 

.,_ ... =• Responsibliity Center 

-

Review feedback and budget allocation 
for consistency and viability 

Consult as necessary internally 

Consider basis for appeal and 
- formulate budget alternative if appeal 

is to be filed 

, , r 

University Executives 
Responsibility Centers 
Planning & Budgeting 

Appeal Resolution 
(April) 

Universitywide 

Budget 
(April I May) 

-

..... --------~~~ Board of Regents 
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Board r Regents 

Approved 

Budget 

(May) 

--t:.• Responsibility Centers 

Prepare detailed revenue and expense 
budgets and record salary adjustments 

Operating 

Budgets 
~ 

(July) 

Summaries 

... -

... .. Responsibility Centers 

Boa rd of Regents 
State of Minnesota 
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1988-89 Goals and Objectives 

Richard J. Sauer 
Interim President 

I'll continue work towards the three primary goals I delineated for my 
first six months when appointed Interim President on March 16, 1988, 
namely: 

. restore trust and credibility with faculty, staff, students, 
Regents, the Minnesota Legislature, alumni, and the citizens of 
Minnesota. 

. regain lost momentum for institutional change . 

. build the support needed for continued and increased public and 
private funding. 

In addition, I set the following objectives: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Have each chancellor and vice president develop written 
annual objectives and support them in the achievement of 
these objectives. 

Develop University's 1988-89 legislative biennial request and 
legislative request for capital improvements. 

Initiate long-range planning for capital improvements (annual 
update of six-year plan). 

Incre:lSe involvement of chancellors and their staffs in 
University-wide planning and decision making. 

Employ two outstanding people as directors of Men's and 
Women's Intercollegiate Athletics on the Twin Cities campus. 

Make changes in financial and personnel management that 
will enhance the ability of the Regents to hire an outstand· 
ing new President and will help that person assume his/her 
responsibilities. 

Get out of the way of the new President. 



1. 

2. 

3. 

4. 

s. 

6. 

1988-89 Goals and Objecthes 

Ed Frederick, Chancellor 
University of Minnesota at Waseca 

Help to build trust and confidence in the University and help 
restore credibility by maintaining efficient and effective educa
tional programs, serving the people of the area, working through 
advisory committee members and with the public at large. 

Enhance the University's presence in southern Minnesota through 
UMW, in cooperation with the Southern Experiment Station and 
the Minnesota Extension Service. Continue to bring UMW's course 
work out to the people of the area, as well as serve as an infor
mation and referral service for the other units of the University. 
With the Minnesota Extension Service implement a comprehensive 
rural leadership program in the area. 

Continue to cooperate with community colleges and technical 
institutes of the area to foster relationships where UMW is viewed 
as the specialized technical college for agriculture and avoid agri
cultural program duplication. 

Continue to develop coordination and cooperation between UMW, 
UMC and other units of the Institute of Agriculture, Forestry and 
Home Economics. This includes developing a cooperative recruit
ment program, joint admissions program and joint appointments. 

Improve the instructional programs at UMW through increased 
usage of educational technology such as computer aided drafting, 
computer assisted instruction, library automation and telecommuni
cations. Strengthen the arts and sciences courses so that they 
serve both the technical college program, as well as the students 
that transfer. Also improve the laboratory use of the Southern 
Experiment Station and Farmamerica. 

Enhance the opportunity to become an excellent technical college 
for agriculture by developing positive working relationships 
between faculty, staff and administrators at UMW by continuing to 
foster positive working relationships at all levels of administration, 
spending more time visiting informally on campus and by meeting 
at regular intervals with groups of faculty, staff and students. 
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7. Strengthen the student experience at UMW for both traditional 
and non-traditional students by continuing to emphasize out-of
the-classroom learning and leadership, communication skills and 
political awareness. 

8. Continue to implement positive budgeting plans for UMW that will 
eliminate deficits, establish contingency funds, build incentives for 
positive budget control and management. 

9. Give leadership to the development effort at UMW with the goal 
of increasing grants and private giving by 10 percent. Work with 
the UMW Development Advisory Committee, make calls on major 
donors. and implement an in-service training program on 
grantsmanship. 

10. Give leadership to the legislative thrust from UMW, in cooperation 
with the president and vice president for external relations with 
the objective of acquiring the resources needed by the University 
and UMW. Strive to obtain the O&M funding. as well as the 
capital requests for UMW, i.e., the physical education/recreational 
sports facility, campus center/food service and parking lot. 



I. 

2. 

3. 

4. 

1988-89 Objectives 

Lawrence A. Ianni, Chancellor 
University of Minnesota at Duluth 

To establish a university planning process. In the past year, UMD 
has developed a sound (though imperfect) internal budget process. 
This development now makes it possible to establish and integrate 
an intermediate and long-range planning process with the 
budgetary process. An integrated planning and budgeting process 
will permit UMD to have an orderly and reasoned process for 
setting institutional goals and carrying them out. Full implemen
tation will require all of the current university year, with some 
clean up possibly being necessary in the early part of the 1989-90 
university year. 

To refine the camous bud&et oroc:ess. The current budget process, 
though basically sound, can use some further improvement. While 
we should strive to avoid excess complexity and burdensomeness, 
we should become more data oriented and more cogent at summary 
and synthesis. It is also essential that we integrate our internal 
work with the system-wide legislative request development process. 
We also need to develop our budget process as a better tool for 
the deliberation of matters of internal equity and possibilities of 
reallocation. This latter matter is obviously relevant to the plan
ning activity. These developments will require most of the cur
rent university year. 

To facilitate the completion of the core curriculum and honors 
orouam currently under develoPment. The core curriculum will 
undergo its first instructional test this year. These results will 
guide its further development. Achievement of an acceptable core 
curriculum will lay the foundation for the full institution of an 
honors program. Since these matters will require delicate consul
tation with the faculty governance arm, the timetable is difficult 
to specify. However, I wiJl fulfill the proper senior administra
tor's role of encouraging action, urging closure, and giving clear 
signals about the administrative acceptability of proposals and 
ideas. 

To effectualize the campus governance process. Since UMD's 
exclusion from the academic senate, the evolution of an internal 
shared governance body :1nd process at UMD has been difficult. 
In additio'l, meaningful consideration of a possible change to a 
semester Instructional calendar requires forthright assembly con
sideration. I intend to take all appropriate administrative steps to 
build an active and vital governance process to serve UMD well, 
not only for the current issues to be resolved but for the long
range future. UMD needs more faculty ownership in decision 
making if it is to move forward in a unified fashion. 
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5. To develop an administrative review policy. Administrative review 
at UMD has been functional but unsystematic. We need a campus
wide policy and process for both annual and periodic administra
tive performance evaluation. This is necessary both to fulfill 
system-wide policy and to give a better local appraisal of adminis
trative functioning. I have charged the Academic Administrative 
Council, chaired by the Academic Vice Chancellor, to provide some 
initial recommendations for a policy and process. I intend to see 
that the task of development and implementation is completed 
during the current university year. In the meantime, I am uni
laterally developing an instrument and process to conduct those 
periodic reviews which are either timely or overdue. 

6. To implement a more vigorous affirmative action program and 
sexual harassment deterrence administration. UMD is instituting a 
full time affirmative action and sexual harassment deterrence 
office for 1988-89. While our continuation of this activity is 
dependent on achieving recurring funding, this circumstance will 
not prevent our making an earnest effort at program development. 
The goal in affirmative action is to move beyond compliance with 
non-discrimination requirements to build a program to overcome 
underrepresentation of certain target groups. In the area of 
deterring sexual harassment, we will be aiming at more rigorous 
investigation of complaints and enforcement of sanctions against 
proven offenders. 

7. To improve the functioning of the two external relations units. 
development and university relation§. Presently, the development 
office is functioning satisfactorily and university relations slightly 
less than that. Improvement in both areas is desirable. Recently, 
I considered reorganizing as a possibility for effectualizing but 
decided to retain the current structure for one year and attempt 
less drastic measures for improvement. Efforts this year will 
focus on management skills development, improving coordination, 
improving planning and giving more frequent feedback. The 
results will be studied to determine more long-range arrangements 
beyond 1988-89. 

8. To supPort efforts to improve UMD's management Information 
caoability and data sYStems. UMD's resource management 
capability and student services capability will be impossible to 
bring to the highest level of effectiveness unless there is an 
improvement in the equipment used and the systems that use that 
equipment. Current system-wide plans for decentralization offer 
an opportunity to progress in this area. I intend to see that we 
take full advantage of the opportunity to improve in administrative 
computing, since improvement in that area is crucial to achieve
ment of a number of other constructive developments that the 
campus contemplates. 



1988-89 Objectives 

Jack Imholte, Chancellor 
University of Minnesota at Morris 

1. Inaugurate the first stage of Project Prosper, the revision of our 
general education requirement. Includes the introduction of a 
course for fall quarter, 1988, required for aU freshmen, entitled 
"Inquiry: Values in a Changing Society." 

2. Plan for further stages of Project Prosper through 1991-92 when 
it will be in place. 

3. Inaugurate the first phase of the UMM Honors Program. 

4. Prepare for a North Central Association accreditation visit in 
1989-90. 

5. Prepare for a National Council for Accreditation of Teacher 
Education visit in 1989-90. 

6. Complete automation of our library. 

7. Continue to carry out our enrollment reduction plan, but at the 
same time, entertain the possibility of a change in the plan which 
would allow for additional students. 

8. Complete planning for the proposed Student Center. 

9. Complete planning for an improvement in the steam distribution 
system on the campus. 

10. Review the Five-Year Plan for the campus. 

II. Expand the campus computer network and work toward providing 
additional microcomputers to faculty and students. 
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A. PROGRAMMATIC 

1988-89 Objectives 

Donald G. Sargeant, Chancellor 
University of Minnesota at Crookston 

l. Address areas that need strengthening 
horticulture 

- hotel/restaurant management 

2. Ad vance the under standing of telecom·munica tions and its 
actual use on campus 

- task force to continue development and implementation 
activities 

- establish joint powers board with other 
postsecondary institutions in NW Minnesota 

- encourage funding of all-University 
telecommunications legislative request 

3. Respond to rural initiative possibilities 
- leadership 
- economic development 

4. Greater Minnesota Corporation - work with area groups 
- to secure funding (short and long term) 
- to develop proposal 

S. Seek cooperative as well as joint program relationships 
with other institutions 

- finalize AAS secretarial program with EGF TI 
- development of policy and then a brochure for joint 

admission programs within the Institute 
- secure at least two joint appointments within IAFHE 

6. Continue integration of computer technology in 
instruction and administrative services 

- campus workshops for staff 

7. Strategies for Focus 

continue to discuss, seek input, review and imple~ent 
the ideas contained in the document 

8. Continu~ng Education 

- strengthen the needs assessment, budgetary, and 
overall operation (goals include self-supporting 
capabilities and formal tie with Twin Cities CEE). 



-. 

B. STUDENT AFFIARS 

1. Enrollment Management 
- establish committee and budget to support implemen

tation of comprehensive instit~tional 1 enrtoll~nt plan 
(see last page tor enrol men goaiS.J 

2. Marketing 
- establish committee and budget to support 

institutional marketing activities 

3. Clubs and Organizations 
- review funding sources and relationship of clubs to 

academic programs 

I 
I I 
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4. Non-Traditional Student Recruitment and Retention 
- strengthen procedure for recruitment and retention of I 

"older" students 

C. PHYSICAL PLANT 

1. Program Accommodation Remodeling (PAR) 
- identify and prioritize programs which need space 

renovation 

2. Repairs and Replacement 
- develop list and prioritize for expenditure of 

$230,000 this year 
- develop list for next year 

3. Building Projects 
- move the three building links from planning stage to 

actual construction initiation by year end 
- Ag Operations - develop program and forward request 

to legislature for full funding by February 

4. Campus Improvements 
- revise long range plan for capital improvements 
- internal signage - improve information for campus 

visitors 
- develop ~alking trail ~ith species identified 

D. BUDGET/LEGISLATIVE 

l. Budget Analysis 
- identify areas ~here additional analysis could help 

improve programs 
enhance input process to Budget Exec 

2. MIS 
- continue to encourage operation of electronic 

processes in administrative offices and in the 
instructional programs 
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3. Legislative 
- prepare legislative request for operations and 

capital items for campus 
- vork vithin U teaa to lobby for funding of the 

legislative requests 

F. DEVELOPMENT/GRANTS 

1. Prospecting 
- tvo days per month 

2. Funding for rural affairs and hospitality management 
centers 

- secure two gifts of $100,000 or more 

3. Trustee, president, associate club members 
- add tvo trustees, 12 president, and 12 associate 

members ($600,000 goal) 
- conduct donor recognition dinner 

4. Hosting 
- develop list of guests - schedule for hosting 

throughout the year 

5. Faculty participation in funding 
- facilitate atmosphere which enhances responsiveness 

of faculty involvement in the development of 
proposals for external funding for teaching, 
research, and extension ($500,000 goal) 

G. INDIVIDUAL AND STAFF DEVELOPMENT 

1. Individual administrative goals - program of work 
- work with each administrator to submit a program of 

work 
- conduct retreat and program of work development 

2. Delegation 
- review activities and when possible get other staff 
involved. Spend more time promoting institution. 

3. Professional Growth 
- attend AACJC annual convention 
- work to improve skills on use of the PC and 

electronic mail 

4. Promote staff development 
- establish local committee with budget for campus 

workshop and activities 
work with campus committeee on seminar series 



Addendum to UMC's Objectives 

Student Affairs 

Enrollment Goals - At our Managment Retreat this 
summer we established the following full time 
enrollment goals by division: 

Ag. Bus. HHE A&S Total 

1989-90 300 300 175 50 BOO 

1990-91 325 325 200 50 900 

1991-92 325 325 200 50 900 
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Ott1ce ot the V:ce Pres1dent 

1 :~ 
J 1 J. l 
"2..j .i 

UNIVERSITY OF MINNESOTA 
TWIN CITIES 

Institute of Agriculture. Forestry and Home Economics 
201 Coffey Hall 
1420 Eckles Avenue 
St. Paul, Minnesota 551 08·1 030 

September 27, 1988 (612) 624-4777 

To: Richard Sauer 

From: Gene AUen ~ ~ 
Re: 1988-89 Objectives and Major Activities 

My annual objectives and major activities for this year are as follows: I ~ hopeful that 
they will need to be modified early in 1989 with the arrival of a new Prestdent and your 
return as Vice President and Director. 

1. 

2. 

3. 

4. 

Assist in selling the IAFHE and University operations and capital request to citizens 
and legislative members through meetings in Greater Minnesota and as a resource 
person during the legislative session. 

Provide leadership to IAFHE effons such as the Executive Council, Area Research 
and Education Centers, foundation and alumni efforts and cooperative programs 
among IAFHE units as well as other U of M units. 

Continue to improve budget information on Experiment Station projects and more 
fully integrate this information into project evaluations. 

Provide special attention to the issues of female and minority recruitment and 
retention, sustainable agriculture, and new faculty orientation within the IAFHE. 
At the all-university level, I plan to speak for Commitment to Focus issues that 
relate to improved liberal education, transfer of effon, student registration and 
advising procedures, and programs in the biological science. 

5. Continue to contribute to the coordination and success of interdisciplinary programs 
throughout the University. 

6. Conduct the appropriate program and administrative reviews within the IAFHE. 

In addition to the above objectives, I plan to do the following activities: 

1. 

2. 

3. 

Play an active role as a member of the National Research Council's Board on 
Agriculture. 

Serve as an advisor to the Kellogg National Fellowship Program for Class IX, and 
as such, participate in their leadership seminar programs. 

Serve as Chair of the Selection Committee for the International \Volf rrize in 
Agriculture. 

4. Serve as advisor to two North Central Regional Research committees. 

5. Attend a~ least two national meetings in my profession and complete two scientific 
manuscnpts. 

-----~-------- -------



1988-89 GOALS AND OBJECTIVES 

Office of the Vice President for Finance and Operations 
Carol N. Campbell, Acting Vice President 

GOAL: Oversee development of accounting, financial management, and 
budgeting computer systems to support the University's resources management 
and accountability needs. 

Objective: Develop a 5-year plan for financial systems development that 
identifies system needs, costs, and prioritizes development and 
installation. 

Measurement Criteria: Completion of plan and acceptance by all areas of 
Finance and Operations. 

Objective: Oversee development of six critical financial systems (Property 
Accounting, Purchasing/Payables, State Plan Self Billing, Flex Benefits 
I, Students Accounts Receivable, Accounting/Financial Management) 
and academic and student system priorities identified by the University 
Management Committee. 

Measurement Criteria: Successful completion of project phases identified 
in the project plan for each system. 

Objective: Identify accounting and financial system functionalities and 
information needs to support a comprehensive institutional budgeting 
process. 

Measurement Criteria: Inclusion of budgeting requirements into 
accounting/financial system development efforts. 

GOAL: Support the University's budget planning, budget development, and 
oversee budget administration and budget reporting. 

Objective: Develop recommendations for a comprehensive instititional 
budgeting process to include: budget planning, budget development, 
budget administration, and budget reporting. 

Measurement Criteria: Completed recommendations for consideration of 
University Management Committee. 
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GOAL: Coordinate University's response to audit and external review groups 
that deal with financial assessments or control issues. 

Objective: Oversee response to and action on the Legislative Audit Report 
recommendations on the Physical Plant Operations. 

Measurement Criteria: Implementation of Physical Plant.'s performance 
plans, with timely reporting to the Board of Regents. 

Objective: Oversee University response to and implementation of financial 
and control recommendations of the Governor's Blue Ribbon Commission. 

Measurement Criteria: Completion of university response and plans for 
implementation of accepted recommendations. 

Objective: Serve as ex-officio member of the Legislative Financial Review 
Board, and provide requested financial information for the Board's con
sideration. 

Management Criteria: The Board's acceptance and understanding of 
University's financial data. 

Objective: Begin planning and production of a University-wide policy 
manual dealing with key financial and administrative policies. 

Measurement Criteria: Completion and distribution of at least 5 sections of 
the planned 25-section policy manual and coordination with plans for 
updating "Paper Cycle" if appropriate. • 

GOAL: Provide information to assist the University's Management Committee 
and Soard of Regents in appropriately allocating and maintaining human, 
physical, and financial resources. 

Objective: Define and determine the extent of deferred maintenance 
problems, and seek adequate resources to address the problem. 

Measurement Criteria: Completion of deferred maintenance study with 
appropriate resource allocation recommendations. 
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Objective: Complete a comprehensive review of the need for and adequacy of 
posted fund balances in the unrestricted fund. 

Measurement Criteria: Completion of study. 

Objective: Develop a civil service career development plan including 
program priorities, and a comprehensive civil servi~e employee attitude 
survey to administer during 1989-90. 1 

Measurement Criteria: Completion of career development plan with 
appropriate recommendations, and complete attitude survey instrument. 

Objective: Study Physical Plant boiler replacement, electrical capacity 
needs, and research option and costs. 

Measurement Criteria: Completed studies with appropriate recommendations 
to the University Management Committee and Board of Regents. 

Objective: Implement spending policy changes on endowment, Foundation, and 
operating reserves to stabilize distributions and augment central 
reserves for priority programs. 

Measurement Criteria: Implementation of spending policy with results 
reported. 

GOAL: Integrate financial and operation goals and objectives with institu
tional priorities. 

Objective: Establish and institutionalize procedures for initiating, 
justifying, reviewing, and documenting the Legislative ~equest for 
Capital Improvements. 

Measurement Criteria: Completion of procedures. 

Objective: Organize the preparation of a six-year plan for Capital 
Improvements and formalize procedures to keep it current. 

Measurement Criteria: Identification of a process that facilitates a timely 
and comprehensive six year Capital Improvements plan that meshes with 
academic priorities. 
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Objective: Continue efforts to more pro-actively manage real estate assets. 

Measurement Criteria: Identification of unused real estate that can be sold 
to obtain maxium value for the University, or real estate that can be 
utilized differently to better meet institutional needs. 

Objective: Initiate communciation of academic planning, program, and other 
decisions that require physical planning involvement to accomplish. 

Measurement Criteria: Prioritization of physical planning work consistent 
with academic priorities. 

Objective: Support the MIS Staff Group in determining system development 
priorities and administrative information access, funding levels, and 
charge-out policies. 

Measurement Criteria: Completed priority and policy recommendations for 
approval of University Management Committee. 



UNIVERSITY OF MINNESOTA Office ot the Provost and 
Vice President for Academic Affairs 
213 Morrill Hall 
1 00 Church Street S.E. 
Minneapolis, Minnesota 55455 

(612) 625-0051 

September 26, 1988 

'IO: Richard J. Sauer, Interim President 

m:M: Shirley M. Clark, Ac:t:in; Provost arxi ~Vice. President for 
Academic Af.f~~7JJ. (]:}uf._j 

SUBJECT: Goals for 1988-89 

Your request to Vice Presidents ani Cllancellors for preparation of 
annual objectives for 1988-89 provides an opportunity for ne to step back 
ani reflect on the activities arxi responsibilities of Academic Affairs that 
are ongoing, needed particularly for this year, or anticipated for the near 
future. Since the scope of Academic Affairs is extraordinarily broad ard 
~ensive, I will be selective ani foolSsed in designati.rq certain areas 
for attention. '!his should in no way inply that traditional and iltp::)rtant 
administrative functions of Academic Affairs will be neglected in 1988-89. 

Two other obsetvations should be offered.· One is that the University 
has a triad of academic vice presidents arx:l four campus chancellors; 
therefore, the Office of the Vice President for Acaclemi.c Affairs often 
setVes in coordinative ani oversight capacity. Another is that 
responsibilities of the Office of the Provost arxi Office of the Vice 
President for Academic Affairs are, to a great extent, co-min:Jled. Because 
of this, I'll not sort objectives into separate lists in this exercise, 
although tllat could be done if needed. 

·1. Ccmnunication. Consultation and Relationships 

a. Internal to the University, work closely, cooperatively arrl 
proactively wit."l other central ad:mi.nistrators and senior staff 
nembe.rs in Academic Affairs to assure that productive worki.rq 
relationshit;:S are maintained with all collegiate deans arrl 
academic vice c..~llors as well as faculty- staff- student 
consultative groups. Special attention should l::e given this year 
to st,:-ategies leadi.N; to the improvement of the morale of faculty 
arrl staff. Coc:xi cc:mtu.nication is basic to this. 

b. Develop positive relationships with members of the Board of 
Regents by providing full and. timely information about academic 
programs aro personnel rna.tters to Regents cormnittees ard to 
in:lividual Regents. 
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c. Work cooperatively with other senior level offices to reach 
the goal of integratirq budgetin; ani plarli'lin;J efforts ani 
~rcvin; institutional databases so that they may be used no:re 
effectively as management tools. 

d. External to the University, develop collaborative 
relationship; with academic administrators in other state higher 
educational systems to aid progress in articulation of students 
matriculating fran one system to another an:i to engage in conjoint 
pl~ where actions taken in one system affect another an:ijor 
where issues are cxmm:m to other systems. 

e. All senior staff members will serve in active ex-officio 
capacity on University Senate an:i '!Win Cities Assembly cxmni:ttees, 
an:i such other internal task forces, advisol:y ccnmittees, arx:l 
ext:emal relationships ccmmi.ttees as may be appropriate to our 
overall ani specific responsibilities arxi functions within the 
Provost ani Vice President for Academic Affairs offices. 

2. Academic Priorities: Next steps 

a. Provide leadership to guide implementation of recommeOO.ations 
adopted by the Regents (or accepted by the administration) • 
Included here are recarnmermtions listed in the il'l'lplementation 
caleroar presented to the Regents, for discussion, at the August 
meetirg. 'Ihese recommeOO.ations are numerous arxl will require 
detailed staff cxmni.ttee planning arx:1 careful timing for can:y
through. 

b. Provide leadership to facilitate deliberations and specific 
policy fonm.llation on educational policy arxi faculty policy 
proposals in Academic Priori ties that require attention from 
o::mnittees of the University Senate. 

c. Track and Ironi.tor outccmes of planni.n;. 

d. D:!velop process for revision and upjating of plans for units, 
with their cooperation, arxi engage in contingency pla.nn.i.rq related 
to status of the central reserves arxi legislative outc::orres. 

e. Continue reviews of academic ::;upport units and service units 
with the assistance of a task force to be app:>inted early in Fall 
Quarter. 

3. Academic Qual itv and the Student Experience 

a. There is overlap here with the first set of objectives. I 
and/or senior staff officers will meet regularly with collegiate 
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deans an:i academic vice chancellors - in:iividually, as a whole, 
ani in S\ll:groups - to pursue an:i resolve issues of academic 
quality, resources, budget planrti.n:J ani student outcomes. I am 
particularly desirous of enhanci.rg the organizational climate for 
undergraduate education ani will search for ways to effect this. 

b. Provide oversight, ilrplementation management arrl,lor liaison 
with educational policy issues emerging from Strategy for Focus 
planni.rq, from international education ani exchal'¥;e, from 
enrollment management initiatives, ani with HECB. 

c. Fstablish arrlfor supervise searches for General COllege Dean, 
University r...ibrarian, ani carlson School of Management Dean. 

d. Develop 'W'Orkable nechanisms for resol vinq academic space 
assignment arx:l management issues. 

4. SUpport and Auxiliazy services 

a. Provide oversight of support operations ani auxiliary service 
units reporting to Academic Affairs with partiOllar attention to 
the followin:]: 

1. obtain consultation on direction of the University 
Press an:i initiate search for new Director; 

2. obtain approval for transfer of profits from 
auxiliary services to central admi.ni.stration. 

5. Academic Cc:mputi.na and Infonnation svstems 

a. In;n:ove the ~ envircrnnent at the University through 
analysis of reccmmen:lations of the various reports recently 
subnitted for University canmittees, and ilnplementation of 
recx:rnmen::iations. 

b. ~rcve the organization of academic information systems an:i 
other related academic support services. 

c. Take initiative to continue funding or seek new funding 
sources for academic uses of supercomputi.rq. 

6. Mino~ity Affairs 

a. Facilitate and encourage the work of the new senior officer 
for minority affairs taNard realization of the primary goal of 
developing and implementing action plans to provide programs and 
policies to increase the number of students and faculty of color 
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at the University. 'Ihese plans are to be an integral part of 
revised strateqic plans of units ducing 1988-89. 

b. central initiatives to irc:ease access will be uOOertaken as 
well. 

7. Women's Affairs 

a. Continue initiatives to focus broadly on issues of the 
W'tlrkin; environment for women at the University by assistin; 
evolution of the Mimlesota Plan II (for -wanen) which is cun:ently 
in the fox:mative stage. 

b. Work, as appropriate, with the President's office, University 
Att:omey's Office arxi the Office of Equal Employttelt Opportunity 
to address stated ccncerns during the Rajerrler decree extension 
period. 

8. Academic Eersonnel 

a. 5earchi.nq for a senior officer to replace Dr. Betty Robinett 
in policy fonnulation resolution functions, coordination of tenure 
and p:ron¥:Jtion reviews arrl a range of other personnel 
re:spol:asibilities, including oversight of the professional arxi 
administrative personnel system. Additional elements of the 
Assistant Vice President position will be responsibilities for 
faculty career developnent, ani academic administrator training 
sessions. Until the new senior officer is appointed, the 
executive level responsibilities of the post are being shared 
within Academic Affairs. 

I 'WOUld reiterate. that these are high priority goals for 1988-89 
involvin; net only the Acti.n; Vice President arxi Provost but, as well, each 
of the ather senior officers and danains within the span of control of 
Academic Affairs. '!here are numerous other ir.portant areas of activity not 
listed here. We are ca::uitt.ed to doirq our best with respect to all of our 
responsi.bili ties. 

As a perscnal foo'tr'.cte, I '..JOuld add that I will be teach.i.n; a course 
entitled .. American Higher Education .. in Fall Quarter and that I have a 
1"1\r.'.be.r of graduate advisees with w'hom I am obligated to ma.int.ain contact 
over this academic year. It adds to the workload, but it's quite in keepi.rq 
•,o~ith tr.e fcx:us of Academic Affairs. 

st1C/rar 
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100 Church Street S.E. 
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September 27, 1988 

TO: Richard J. Sauer, Interim President 

FROM: William P. Donohue, Acting General Counsel 
and Vice President ·,~,\..l~ \.. _ 

1~ . ( • .. ~--..Y 

RE: Annual Objectives 

In accordance with your request, I am submitting my objec
tives for 1988-89. In preparing the objectives, I have tried to 
reflect my "acting• status and the changes which will be 
occurring at the University and in our office within the next 
year. 

In my view, the office has run well for the last several 
years providing the University with high quality legal services 
at a reasonable cost. Accordingly, the overriding objective for 
this year will be to continue to provide those services during 
this time of change. More specifically, I believe the following 
are the most important objectives for the next year: 

1) Personnel Needs. Aside from the search for a new 
general counsel, which will be conducted out of the 
President's Office, we are conducting a search to 
replace two attorneys and have hired a temporary repla
cement for an attorney who is on a one-year leave. My 
major objective for the year is to complete this hiring 
and to get these attorneys in place. This is essential 
to providing necessary legal services to the University 
at a level consistent with the quality historically pro
vided by the office. 

2> Litigation and Claims. As in the past, our objective is 
to provide the University representation of the same 
quality as that provided by the best private law firms 

.J 

in all lawsuits and administrative hearings. Our liti
gation activities include representation in approximately 
eighty lawsuits in state and federal court, over forty 
claims before the Department of Human Rights, and numer
ous grievances and arbitrations. 

This year will require the education and supervision 
of several new staff attorneys to assure that they become 
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3) 

4) 

5) 

WPD/ph 

acclimated to the structure and legal needs of the Uni
versity. This should in turn help us to continue to 
provide "in-house• representation in virtually all liti
gation matters. 

Advice and Counsel. It is our objective to provide 
prompt advice and counsel on the legal questions posed 
by the Regents and administration. The advice and coun
sel function is one of the major roles played by the 
attorneys in our office, ranging from preventative law 
presentations to advice on contractual and personnel 
matters. Among the significant legal issues that need 
to be dealt with in the near term are continuing advice 
on the presidential search and University faculty 
retirement plan. 

Post Rajender. While the Consent Decree recently has 
been extended, it is important to plan for its expira
tion. In the next year, in conjunction with Patricia 
Mullen, the Director of the Office of Equal Employment 
Opportunity, I will put together a plan that includes 
appropriate faculty and class member consultation for 
identifying and dealing with these issues. 

Office Administration. My most pressing personal goal 
is to assure that the office continues to function 
administratively and creates an environment that is con
sistent to providing high quality legal services to the 
University. 



OBJECTIVES FOR 
THE VICE PRESIDENT OF EXTERNAL RELATIONS 

1988-89 
.Richard B. Heydinger, Vice President 

A. To build an effective Office of External Relations (ExR) by: 

• integrating the five units comprising ExR (ie., federal relations, 
state relations, university relations, foundation and alumni 
association); 

• staffing the office with highly skilled professionals across the 
diversity of responsibilities comprising ExR; 

• improving continually the management effectiveness of ExR; 

• achieving financial stability for the units of ExR by establishing 
recurring budgets for each unit; 

• maintaining regular and effective communications with the 
many individuals and constituencies affected by ExR proposals. 

B. To develop high quality University-wide standards for external relations 
which are consistent with the mission, governance, and public nature of 
the University of Minnesota by: 

• developing policies and practices for external relations activities; 

• assisting University units in developing their own external 
relations activities; 

• exhibiting a model of high quality external relations; 

• augmenting our expertise with the advice of highly skilled, 
experienced professionals, including volunteer assistance and 
contracted work as appropriate. 

C. To enhance the credibility of the University with both internal and 
external audiences by developing and executing effective communications 
which: 

• measure people's attitudes and concerns about the University; 

• remind people of the high quality, on-going work of the 
University's teaching, research, and service; 
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• respond candidly, comprehensively, and in a timely way to 
people's questions about the University. 

D. To maxim ire the allocations received from tbe state legislature on the 
operations and capital requests by. 

• effectively communicating the rationale and intended outcomes 
of the University's request; 

• broadening the base of support for the University's request 
through cooperative lobbying approaches which effectively utilize 
the many constituencies supporting the University; 

• responding to all of the legislature's information needs in a 
candid, comprehensive, useful, and timely manner. 

E. To continue to expand our program in federal relations by: 

• increasing the frequency and regularity of contact with the 
Minnesota Congressional delegation; 

• continuing to monitor developments in federal agencies and 
Congress which have implications for the University; 

• engaging a broader mix of University people in a coordinated 
federal relations effort through improved internal 
communications. 

F. To be full and effective participants in development and discussion of 
state higher education policy by: 

• ensuring effective University representation at all levels of 
discussion with the state government and other higher education 
systems. 

G. To position the University for a continued program of successful private 
fundraising and to continue to expand the involvement and support of 
University alumni by: 

• (See attached pages for details.) 



Office of Alumni Relations and Development 
1988-89 Goals 

The Office of Alumni Relations and Development encompasses the Minnesota Alumni 
Association, the University of Minnesota Foundation, the office of development, and tlze 
departments of alumni relations and alumni/development communications. ~ogetfzer, these 
operating units are committed to an ongoing, mutual goal to advance the Umver~ltr of 
Minnesota--panicularly its educational, research, and service enterprises--by bwldmg 
greater support for the institution among alumni, friends, corporations,foundations, and 
organizations. 

WIJile the commitment to coordinate programs to meet this common goal exists among all 
parties, both the Minnesota Alumni Association and the University of Minnesota 
Foundation are governed by volunteer boards which independently, based on members' 
experiences with the University, determine annual priorities and objectives. 

I. To cement relationships between the University and its major donors-
forged and funhered dwing the 1985-88 Minnesota Campaign--that are meaningful, based 
on the donors' interests in the institution; that are honest, based on accurate and complete 
infonnation aoout the uses of gifts and their subsequent benefits; and that respond to the 
University's ongoing needs for private suppon. 

• Build a broader, more integrated network of volunteer leaders for the University 
• Improve direct and mass communications with donors 
• Give maximum personal attention and recognition to major donors through events 

and through involvement and educational opponunities 
• Continue to coordinate and maximize college- and coordinate campus-based 

recognition programs 

2. To establish the Minnesota Alumni Association as a concerned advocate 
about University issues, through greater visibility for and understanding about alumni 
opinions and attitudes. 

• With volunteer leaders, establish a comprehensive communications plan for the 
association that identifies purposes, messages and themes, audiences, and vehicles 

• Continue to coordinate traditional and college-based alumni evems, and encourage 
within theses events, suppon for the association's advocacy role 

• Pursue expanding the circulation of Minnesota magazine to all alumni, faculty and 
staff three times per year 

• Cre:ue visibility for the association's role in recruiting students, recognizing top 
faculty, and providing scholarships 

3. To stren~then the role of alumni and volunteers who can posith·ely 
influence the outcome of the University's 1989-91 biennial request. 

• Activate alumni network volunteers to assist with one-on-one contact to legislators 
and coordinating legislative meetings throughout the state 

• Communicate regularly with legislative network volunteers through University 
periodicals and specially-targeted newsletters~ letters, or advisories 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



, I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

4. To raise by June 30, 1989, a minimum of $40 million in gifts and irrevocable 
commitments. 

• 
• 

• 

• 

Involve more volunteers in the cultivation, solicitation, and closing of gifts 
Aid in the design and implementation of decenttalized,individuaUy-tailored, c?llege 
and coordinate campus programs that involve deans and chancellors more acuvely 
in fund raising and management of development efforts 
Improve strategic services that can centrally serve collegiate and coordinate campus 
development programs, including 

• increasing current giving services and suppon for college and departments 
• implementing an expanded, more effective program of planned giving 
• upgrading services for volunteer recruitmen~ training, and recognition 
• enhancing prospect research services 
• coordinating corporate and foundation solicitations 

Increase coordination between alumni and development staff to improve donor 
identification, infonnation, and cultivation 

S. To increase Minnesota Alumni Association membership by 4%. 

• Initiate target marketing membership appeals, for instance for specific collegiate and 
special interest alumni groups 

• Establish membership goals for program staff members, alumni societies, and 
chapters 

• Continue to refine the new-graduate complimentary membership program 

6. To improve operations of the office of alumni relations and development that lead to 
greater efficiency and productivity. 

• 

• 

• 

• 

Complete implementation of the donor management system by eliminating technical 
problems, fine-tuning infonnation stored on the system, training AIS staff to 
conduct accurate queries, and teaching clients how to capture and use data 
according to specific standards 
Continue to build research capabilities to increase infonnation available about 
alumni and donors. and integrate this information in the the donor management 
system 
Investigate funding options to support the alumni association, and detennine the 
feasibility of an all-University association 
Continue to provide ongoing training, professional developmem opportunities, and 
team building programs for staff 
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1988-89 Objectives 

Neal A. Vanselow 
Vice President for Health Sciences 

Obtain Regents' approval for and begin implementation of academic 
plans developed by Health Sciences units. 

Initiate a major program of remodeling and new construction for 
University Hospital. 

Obtain understanding of the problems caused by high tuition in 
the Health Sciences and initiate steps to deal with these problems. 

Obtain improved state funding for those Health Sciences units 
which rank funding adjustment data show to be at the bottom of 
their peer group. 

Obtain legislative approval of schematic and working drawing 
funds for the Basic Science/Biomedical Engineering Building and 
the CBS addition; obtain funding for remodeling of those portions 
of the Mayo Building and the Variety Club Heart Hospital which 
have been reassigned to the Medical School; obtain construction 
funds for an addition to the UMD School of Medicine; obtain con
struction funds for the Veterinary Diagnostic Laboratory addition 
and remodeling. 

Initiate a review of the governance of the College of Veterinary 
Medicine and begin the search for a new College of Veterinary 
Medicine dean. 

Finalize new afriliarion :~greements with Hennepin County Medical 
Center :1nd St. Paul R:~msey Medical Center. 

Complete the "search committee ph:~se" of the recruitment of a 
new Vice President for Finance and Physical Planning. 

Continue the development of programs in geri:urics. 
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I. Objective: 

Process: 

Measure: 

II. Objective: 

Process: 

FRANK B. WilDERSON, JR. 
VICE PRESIDENT FOR STUDENT DEVELOPMENT 

1988-89 OBJECTIVES 

Enhance my management of Student Development 
units and ensure that the Academic Priorities in the 
undergraduate experience are fully integrated into 
each units' plans. 

A. Develop with individual Coordinators a clear set 
of expectations, or performance objectives, 
which integrate the appropriate Academic 
Priorities for the Coordinator's unit. Review 
these objectives at the end of Fall and Winter 
quarters and in the 1989 annual performance 
review to measure progress on these plans. 

B. By August 1988, follow-up the goal-setting 
meetings with a summary memorandum giving each 
Coordinator clear· directions and approval for 
moving to perform certain tasks and to complete 
specified objectives throughout the next year. 
These summaries will be documents to be included 
in the April, 1989 performance reviews. 

c. In order to maintain and oversee progress toward 
the attainment of the implementation of 
objectives, require each Coordinator to provide 
my office with regular progress reports. 

D. Meet with each Coordinator and that 
Coordinator's Directors at least quarterly to 
review and discuss progress in high priority 
programs and services. 

Assess programmatic and/or budgetary changes that 
have been implemented as a result of the directions 
outlined in Academic Priorities - Next Step. 

I~prove consultation and interaction with campus 
student organizations and with student leaders. 

A. Continue monthly rueetings with student leaders 
and student organizations. 
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Measure: 

III.Objective: 

Process and 
Measure: 

B. If the need is indicated, meet with smaller 
groups of student organizations around topical 
areas. Where appropriate, invite the President, 
Vice Presidents, Deans or other University 
officials. 

c. By January, 1989, hire a new Coordinator for 
Minnesota Unions and Student Activities who 
will be able to assist in integrating Academic 
Priorities and enhancing undergraduate life 
through his/her position. 

Improvement will be measured by a pre-survey of 
collegiate and campus student leaders• perceptions 
of OSD consultation and interactions in early Fall 
Quarter and a post-survey of collegiate and campus 
student leaders• perceptions of OSD consultation and 
interaction at the end of Spring Quarter, 1989. 

Enhance the support systems for student enrollment 
management, and financial aid delivery. 

A. Work with Jim Preus in getting the student 
enrollment management system reviewed by Deans, 
Department Heads and Chancellors in the 
University of Minnesota system in time for-the 
planned December, 1988 Regental approval 
consistent with legislative FYE limits. 
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B. Bring forth to the President and Vice I 
Presidents, in a timely manner, specific issues 
to be discussed and options for resolutions 
regarding student enrollment management. J 
These will appear formally as agenda items. 

C. Take to the President and Vice Presidents for 
discussion of federal and state financial aid I 
issues, with recommendations for University 
actions to lobby for outcomes that are in the 
best insterest of the University. I 
These will appear formally as agenda items. 

I 
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IV. Objective: 

Process: 

Measure: 

V. Objective: 

Process: 

Assist University Counseling Services in its 
development of a standardized Sexual 
Harassment/Abuse Program and in the delivery of that 
program to audiences throughout the University 
Community, with special emphasis on student groups. 

A. By October, 1988, oversee the design and 
development of the new program, which will 
include input from experts, addition of one new 
staff person, and the training of male and 
female student presenters. 

B. By October, 1988, ensure that a presentation of 
the new program will be made to Student 
Development Coordinators and Directors for their 
information and consideration of student groups 
that could benefit from the program. 

C. Work to ensure that the Sexual Harassment/Abuse 
Program is considered for implementation by 
coordinate campuses. Ensure that a presentation 
is made to the Student Development Vice 
Chancellors by December, 1988. By March, 1989, 
assist University Counseling Services in 
providing training to presenters at interested 
coordinate campuses. 

We will provide 40 workshops for a market of 
4,000 students, faculty and staff by the end of 
Spring Quarter, 1989. 

Work with the Provost to develop a campus-wide 
advising model which includes the participation of 
Student Development units. 

A. Assist the Provost in developing common 
counseling and advising programs for freshmen 
admitted through the common entry point. 

B. Appoint and charge a joint Student Development -
Academic Affairs task force to prepare detailed 
recommendations for the development and 
organization of new advising services. 
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Measure: 

c. If soft funds can be made available in Fall 
Quarter, 1988, continue development of a 
computer system to support academic advising and 
degree clearance. Advocate a legislative 
special for support of development and operation 
of this new system. 

I will provide recommendations to you by February 1, 
1989. They will cover conceptual design, 
approximate cost estimates, and development 
strategy. 
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RELATIONSHIP 
OF 

UNNERSITY'S RESERVES 
TO 

STATE OF MINNESOTA'S RESERVE 

The State of Minnesota's "Rainy Day Fund" has fluctuated between 3% and 

5% of State Revenues. 

The University of Minnesota's 1987-88 revenues approximated $1.5 billion; 
using a 3% to 5% level implies University reserves of $45 to $75 million. 

However, University revenue includes appropriations from the State of 
Minnesota. In 1987-88, slightly less than $400 million or approximately 27% 

of University revenue was comprised of State appropriations. If we 

presume that University Reserves ought to protect only the non-State 
revenue stream, the implied Reserve level would become $33 to $55 million. 

We want to be careful about the implications for using University Reserves 
in case of a revenue shortfall passed through by the State. With the vast 
majority of tenured faculty paid with appropriated funds, the ability to 

reduce instructional expenditures is substantially restricted. Further, the 
basic support structure of the University is funded primarily by State 
appropriations; reductions in these areas would be felt University-wide. 



ITEM 

Beginning Balance 

University of Minnesota 
Central Reserves 

FY88-89 Spending Plan 

Less FY 1987-88 Authorization 
not drawn- Deluxe Gift Match 

Adjusted Beginning Balance 

Projected Income for the Year 
Interest Income 
Securities Lending 

Total Projected Income 

Expenditure Allocations 
Approved May, 1988 

Existing Commitments 
Top Capital Priorities 
Facilities Planning 
Academic Priorities 
Support Needs 
Revised McKnight Gift Match 

Approved October, 1988 
Animal \Vaste Disposal 

Proposed November, 1988 
OLA Physical Plant Audit 
Rosemount \Vater System 

Total Allocations 

Projected Ending Balance 

AMOUNT 

64,617,089 

-400,000 
64,217,089 

5,650,000 
1,500,000 

7,150,000 

5,047,409 
5,922,000 

300,000 
3,455,000 

12,815,000 
2,000,000 

112,000 

221,000 
778,487 

30,650,896 

40,716,193 
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Financial Review Committee 
University of Minnesota 

Central Reserves 

Approved 
FY1988-89 

·Existing Commitments 
Rec/Sports Building 
Insurance on O&M, State Specials 2,234,000 
NMR 1,000,000 
Gift Matches 

Student Study Space 300,000 
McKnight 3,000,000 
Ford 
Union Pacific 100,000 
Faculty/Staff 1,413,409 

Total- Existing Commitments 8,047,409 

Top Capital Priorities 
Rosemount Cleanup 
PCB - Transformer Replacement 1,600,000 
Fire/Life Safety Deficiencies 
Asbestos Removal 450,000 
Lighting & Safety Phones 

Twin Cities 
Duluth 74,000 

Chemical Waste Disposal/Duluth 273,000 
Chemical/Fertilizer/Becker 
OSHA Requirements - Hormel 165,000 
Physically Disabled Access 600,000 
Water Distribution-Fire/Mpls. 
Water Distribution-Fire/St. Paul 
Coal Silos - St. Paul 2,760,000 

Total- Capital Priorities 5,922,000 

7-Nov-88 

Possible Possible 
FY1989-90 FY 1990-91 

9,907,697 

1,000,000 1,000,000 

300,000 
50,000 

1,217,000 900,000 
12,474,697 1,900,000 

2,100,000 2,100,000 
1,600,000 600,000 

700,000 700,000 
400,000 400,000 

350,000 350,000 

148,000 

600,000 
150,000 282,000 
150,000 212,000 

6,050,000 4,792,000 



Financial Review Committee 7-Nov-88 
University of Minnesota 

Central Reserves 

Approved P06liible Possible 
FY1988-89 FY1989-90 FY 1990-91 

Beginning Balance 64,617,089 40,716,193 29,916,496 
Less: Prior Year Authorization 400,000 

Projected Income for the Year 
Interest Income 5,650,000 6,050,000 5,300,000 
Securities Lending 1,500,000 1,500,000 1,500,000 
Loan Repayments 175,000 650,000 

Total Projected Income 7,150,000 7,725,000 7,450,000 

Projected Allocations for the Year 
Existing Commitments 8,047,409 12,474,697 1,900,000 
Top Capital Priorities 5,922,000 6,050,000 4,792,000 
Facilities Planning 300,000 
Academic Priorities 3,455,000 
Support Needs 11,815,000 

Animal Waste Disposal 112,000 
Rosemount Water 778,487 
Physical Plant Audit 221,000 

Total Allocations 30,650,896 18,524,697 6,692,000 

Ending Balance 40,716,193 29,916,496 30,674,496 
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University of Minnesota 
Central Reserves 

I Approved Possible Possible 
FY1988-89 FY1989-90 F'Yl990-91 

I Facilities Planning 
Heating Plant Study 300,000 

I 
Total- Facilities Planning 300,000 0 0 

Academic Priorities (CfF} 
Biomedical Ethics 180,000 

I Grad School - Interdisciplinary 75,000 
Instructional Computing 1,200,000 
International Education 250,000 

I Minority Program 750,000 
Pharmacy 250,000 
Public Affairs 350,000 

I Public Health 350,000 
Vet Diagnostic Laboratory 50,000 

Subtotal 3,455,000 0 0 

I Support Needs 
Non-CTF Academic Needs 

I 
Academic Program Commitments/Rsv 3,000,000 
Cognitive Sciences 25,000 
Foreign TA Training 100,000 
Grad School Administration 50,000 

I UROP 200,000 
Duluth Honors Program 300,000 
Duluth Instruction 500,000 

I Morris Instruction 400,000 
Crookston Program Needs 50,000 
Waseca Instruction 200,000 

I 
Writing Across Curriculum/Deluxe 200,000 
PUF Set-up Reserve 1,000,000 
Young Scholars 195,000 

Subtotal- Non CI'F Needs 6,220,000 0 0 

I Support Programs 
Admin Information Service 2,000,000 

I New Space Operating Cost 1,100,000 
Regents' Office 85,000 
Staff Asst Prog- Faculty/Staff 50,000 

I Student Support Services 200,000 
U Relations Office 500,000 
Development Office 660,000 

I 
President's Commitments/Reserve 1,000,000 

Subtotal- Support Programs 5,595,000 0 0 

I 



30-Jun-88 

(Thousands of Dollars) 

TOTAL UNIVEnSlTY FUND BALANCES 

I. Non-Expendable Funds 
A. Endowment, Term Endowment 

and Life Income Funds 
B. Loan Funds 
C. Investment in Plant 

I I. Expendable Fund Balances 

A. Restricted Expendable Funds 
1 Current Funds 
2 Plant Funds 
3 Quasi-Endowment Funds 

B. Unrestricted Fund Balances 
1 Current Funds 
2 Plant Funds 
3 Quasi-Endowment Funds 

112,260 
64,845 
57,906 

266,371 
154,563 
39,894 

129,158 
45,913 

1,377,573 

235,011 

460,828 

1,552,644 

695,839 

1-Nov-88 

2,248,483 
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Organizational Unit I Depurtmenl 

June 30, 1988 Bulunccs by Catt·gory 

Duluth Campus 
Morris Campus 
Crookston Campus 
\Vaseca Campus 
Central Reserves 
Twin Cities Support Services 
University Hospital and Clinic 
Student Unions 
Boynton Health Services 
Twin Cities Departments 

Total 

Encumbrance Balance in 
Fund Balance Reported Above 

Non-cash Supported Fund Balance 

Tot... I 
Expcmh!Lic 

.Funds 

15,054 
1,622 

898 
487 

&1,617 
69,704 

137,970 
2,397 
5,995 

397,096 

Fund Balance Report 
Ualances as of 6-30-88 

Unrestricted Funds 
Current Funds Plant 

"0100" Other Total Funds 

2,078 
46 

364 
-253 

8,628 
'iU 

-34 
0 

43 
54,763 

7,661 
1,213 

34S 
Z36 

20,211 
41,266 
59,143 

-688 
279 

70,999 

9,739 
1,259 

712 
-17 

28,839 
41,336 
59,109 

-688 
322 

125,762 

1,355 
186 
00 

458 

2,981 
28,072 
71,702 
3,080 
5,638 

40,993 

1-Nov-88 

Quasi- Total Restricted Funds 
Endow- Unrestricted Current Plant Quasi 
ment Funds Endowment 

16 
75 
0 
0 

32,758 
0 
0 
0 
0 

7,046 

11,110 
1,519 

810 
441 

. 64,578 
69,408 

130,811 
2,392 
5,960 

173,800 

703 
40 
85 
44 
:Il 

196 
4,728 

4 
34 

106,387 

0 
0 
0 
0 
0 
0 
0 
0 
0 

64,845 

3,242 
63 

3 
3 
0 

100 
2,430 

0 
0 

52,064 

695,839 65,704 200,668 266,372 154,563 39,894 460,829 112,260 64,845 57,905 

64,630 13,557 15,209 28,766 19,390 48,156 16,474 

2-10,802 10,444 71,591 82,035 63,233 3,314 148,581 24,775 64,845 2,601 

Page 1 

Total 
Restricted 

Funds 

3,944 
100 
sg 

46 
:Il 
~ 

7,158 
4 

34 
223,296 

235,010 

16,474 

92,221 

-



Income Percentages 

Auxiliary 
Enterprises 

Sales & Services 
Educational Activities 

Private G 
Grants, Contracts 

rants 
& Contracts 

priations 
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Education and General Expenditures 
Line Items Percentages 

Maintenance 
of Plant 

Institutional 
Support 

Student 
Services 

Scholarships & 
F 
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Expendable Fund Balances 
Total Expenditures & Mandatory Transfers 
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1983 1984 1985 1986 1987 1988 1989 

Fiscal Year 
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(See Final Report, Bound Separately) 
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Lm UNIVERSITY OF MINNESOTA 
TWIN CITIES 

December 1, 1988 

State Auditor Arne Carlson 
Representative Lyn Carlson 
Professor Warren Ibele 
Regent Elton Kuderer 
Representative Phillip Riveness 
Representative Gloria Segal 
Senator Glen Taylor 
Commissioner Tom Triplett 
Senator Gene Waldorf 

Office of the President 
202 Morrill Hall 
100 Church Street S.E. 
Minneapolis, Minnesota 55455 

(612) 626-1616 

Acting Vice President Carol Campbell 
Legislative Auditor Jim Nobles 

Dear Ladies and Gentlemen: 

At the risk of duplicating the distribution of the Blue Ribbon Commission's 
report, I'm sending a copy to each member of the University Financial Re
view Committee. 

Gus Donhowe and Jean Keffeler briefed University administrators yester
day, and I've had some time to read the final report, but I've not been able to 
give it the detailed study I'd need before I'd be comfortable making very 
specific judgments. I hope to have that time over the next week, and I hope 
you will, as well. Even at first blush, the Commission has done a fine piece 
of work and a genuine public service. 

Earl Evenson and George Robb are now working on a draft of our own 
report. I've asked them to send each of you a draft by December 9, so that 
you can have at least a few days to mull it over before our December 15 
meeting. Earl and George have been asked to capture the sense of our 
meetings and the discussions they've been able to schedule with members. 
That process obviously cannot produce a narrative that will be fully satis
factory tfl everyone, and I urge you to feel completely free to bring your 
suggestions for amendments to the December 15 meeting. 

It seems most likely at this point that their draft will place considerable 
emphasis on the Blue Ribbon Commission's report and a long-term process 
that should focus on the quality and effectiveness of the University's 
responses. It is already quite obvious that the Commission has succeeded 
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in covering ground that our committee need not duplicate. 

Finally, I want you to know that I will begin working immediately with 
President Nils Hasselmo, briefing him on the Financial Review Committee 
and the development of our report. I believe it is critical to have his full 
understanding and support, and I will make that a priority for the tran
sition period. 

Sincerely, 

Richard J. Sauer 
Interim President 

c: Dr. Nils Hasselmo 
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l5i1 UNIVERSITY OF MINNESOTA Office of the Vice President for External Relations 
232 Morrill Hall 
100 Church Street S.E. 
Minneapolis, Minnesota 55455 

(612) 624-2855 

December 9, 1988 

To: Members of the University Financial Review Committee 

From: 

Subject: 

George Robb /Jnt £. 
Draft of Report 

As President Sauer promised, a .d..n!fi. version of the Committee's report is 
enclosed for your review and the Committee's discussion at the meeting on 
December 15. 

Our intention was to base this draft on Committee discussions and the 
individual comments that Earl Evenson and I were able to collect from 
members. We would be the last to even suggest that it captures all views 
or captures well those it covers. We intend it to be a starting point for 
discussion, and we sincerely invite comments and suggestions, either 
phoned in to me (612-624-2855) or brought to the meeting. 

Certainly one subject for discussion at the meeting is the question of 
materials that ought to be appended. The most obvious candidates would 
be: 

President Sauer's Letter of Appointment and Charge 
Fiscal Year 1988 Financial Statement 
Board of Regents Resolutions on Reserves (3/24/88 and 6/10/88) 
Reserves Spending Plan (Dated 1117/88) 
Audits at the University of Minnesota. 

We are assuming that the principal audiences will include University 
central administrators, the Board of Regents, the Governor and the staff 
of the Finance Department who work with the University, and all members 
of the Legislature. We need your guidance on the appended materials that 
these audiences would find useful. 

c: President-elect Nils Hasselmo 
Mr. Earl Evenson 
Vice President Rick Heydinger 
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Dr. Richard Sauer 
University of Minnesota 
Office of the President 
202 Morrill Hall 
100 Church Street S.E. 
Minneapolis, Minnesota 55455 

Dear President Sauer: 
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I would very much like to request that certain items be placed on the 
agenda for the Wednesday, December 14, 1988, meeting. I think it is 
imperative that the leadership of the University of Minnesota 
recognize the expectation that it serve as an example of excellence in 
management and as a symbol of integrity and prudency. 

You and I both know that the University of Minnesota desperately needs 
financial assistance. Funding levels for the University of Minnesota 
tend to rank at or near the bottom when compared to the Big 10 insti
tutions. It is my belief that the University of Minnesota has suf
fered from a great deal of neglect. I do not know whether that 
neglect was caused by the management of the University, by the 
Legislature, by the Governor, or by a combination of factors; but I do 
know that the State, as a whole, has to make a renewed commitment to 
the University of Minnesota. It is essential to our economic future. 

The messages sent out to the public, however, are often contradictory. 
High ethical standards are challenged, not only by the revelation of 
the athletic scandal, but also by some of the management problems that 
have gained so much public notice. 

It also seems odd that a University in such dire financial shape can 
afford to give high level administrators leaves of absences at full 
pay. 

There also seems to be a general unwillingness to deal with the 
questions relative to expenses incurred by Regents and/or top level 
administrators. I can appreciate the fact that it can be a touchy 
subject, but the solution is not to ignore it. With this in mind, I 
would like to propose the following be included as recommendations by 
our corrmittee: 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



•/ 
1/ 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I~ 

I 
I 
I 

Dr. Richard Sauer 
University of Minnesota 
December 12, 1988 
Page Two of Three 

1) All top level administrators and Regents submit annually, for 
public review, a statement of economic interest. This policy 
currently governs Constitutional Officers, their Deputies, 
Legislators and Commissioners of the State. 

My office will be extending this provision to include Mayors, 
Councilmembers, and Counties governing larger populations. This 
should be standard practice for the University of Minnesota. 

2) All expenses, including expenses incurred by Regents, should be 
properly budgeted according to a policy that essentially conforms 
to the policy governing such levels at the State. This would 
include a requirement that the individual requesting reimburse
ment for expenses also explain the public purpose of that 
expense. It would be my further hope that University personnel 
would basically confonm to the expense limitations that govern 
State employees. 

There may well be certain policies that the University may want 
to alter, but regardless, they should all be reviewed with an eye 
toward doing that which serves the public interest. For 
instance, there may be occasions when spouse travel is accept
able; and there also may be occasions when the State expense 
limits may be too conservative, but those occasions should be 
subject to specific policy standards. 

From my viewpoint as State Auditor, I find it very difficult to accept 
expenses for alcohol, particularly when there is no explanation of 
the event. I can understand a President's reception, etc., but I fail 
to understand large dinner and liquor bills being picked up at out-of
state conferences. Bear in mind, Regent expenses are directly paid by 
the State. 

The University of Minnesota should review State policy practices rela
tive to such items as severance pay, leaves of absence, vacation pay, 
etc. I would think it wise for the University of Minnesota to attempt 
to confonm to the same policies that are in place for State adminis
trators. 

I raise these concerns because my experience has been that when sen
sitive areas of expenditures remain vague, abuse tends to occur. 
This results in a scandal and reinforces the public's suspicions of 
all public officials. 



.---------~-----------------------------------------------------------------------

Dr. Richard Sauer 
University of Minnesota 
December 12, 1988 
Page Three of Three 

I very much appreciate your leadership and your commitment to the bet
terment of the University of Minnesota. Your brief tenure has 
resulted in a gain of the public's confidence and in easing the tran
sition for the new President. I think you have done a superb job and 
I w1sh you the very, very best. 

AHC:mgt 

W~personal 

ARNE H. CARLSON 
State Auditor 

regards, 
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MINUTES 
University Financial Review Committee 
Fourth t"1eeting 
Thursday, December 15, 1988 

Members Present: Elton A. Kuderer, Warren E. Ibele, Thomas Triplett, Arne H. 
Carlson, Lyndon R. Carlson, Gene waldorf, Glen Taylor, Phillip J. 
Riveness, and Richard J. Sauer, Chair. 

Absent: Gloria M. Segal 

Ex Officio Members Present were: James Nobles, Carol Campbell and Earl Evenson 

President Sauer opened the meeting by referring to the draft report 
sent to committee members by George Robb. He indicated there are several 
options on what the committee might discuss today as final recommendations. 
He stated that one such option might be a carryover of this activity into 
next year and allow the new President to be the chair; another might be to not 
do a report at all. He said another preference might be for him to do the 
report. He put all of these options on the table as possibilities for the 
committee to think about. 

Dr. Sauer noted that several committee members did not receive the 
draft report until today and had not had an opportunity to review it. At 
this point he gave the committee time to read the report. 

When discussion began again, President Sauer stated that the draft 
report was meant to be a starting point for today•s discussion, and said it does 
not go far enough and is not specific enough according to what comments he's 
received. He indicated that the committee should decide where we go from her.e. 

Auditor Carlson stated that President Sauer would most likely want 
to pass a report of the Committee's actions on to the New President. 

James Nobles stated that if we want to finish this today, we have 
very modest expectations for what this report can say, and it seems to him 
what it can say is that the University has heard the message from the 
Legislative Audit Commission and the Blue Ribbon Commission. He said that 
the most illuminating part of the discussion in this group has been the 
Reserve issue. He did not feel that the University has thought through what 
their Reserve policy should be. A modest expectation would be that this report 
encourage the Board of Regents, working with the administration, to establish 
a clearer policy on reserves. 
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President Sauer agreed with Mr. Nobles comments. 

Regent Kuderer indicated that he would like to see the committee make 
a recommendation as to the level of reserves. He feels the $40 million dollars 
is a reserve fund, and not a contingency fund. He said it is intended to 
protect the bond rating, finance new initiatives and take care of unforeseen 
emergencies. He said we should be looking at a reserve guideline based on the 
total percentage of our annual budget, not just that portion which the Legis
lature provides the University. 

Tom Triplett indicated that the existence of department reserves is 
troublesome, and that is significantly different than what the State of 
Minnesota has. The point Mr. Triplett stressed was that all the Committee 
members volunteered to serve and give advice, but not to develop a formal 
report. He does not feel a need to adopt a similar report. 

Glen Taylor felt that there should be a reserve, and a cushion the 
University set aside affording them some flexibility is not wrong. 

Warren Ibele wanted to clarify for Tom Triplett that not all departmen
tal funds gained by faculty initiative are available for use in relieving 
any kind of financial exigency. He indicated that that money should be 
protected by the University. President Sauer stated he hoped that those monies 
raised by a research grant and a particular faculty member would not be used 
at the end of the year to meet balance sheet needs. 

Lyndon Carlson requested going back to the question on what to recom
mend relative to a reserve. He indicated that he would not be comfortable 
at this point in time talking about a percentage and what that should be. 

James Nobles stated that it seems to him that the University has 
again a rather immediate problem to deal with. He felt that between now 
and the upcoming meeting before the Legislature, some of the unanswered 
reserve matters need to be resolved. He said that if the committee says 
anything, it might urge the University administration and Board of Regents to 
make the reserve policy much more precise. 

Carol Campbell added that much of the confusion over the reserves 
is the result of the fact that over the period of time we've been looking at, 
the use and the purpose of the reserve has changed. For many years it was 
untouched, resulting in a dramatic build-up of funds. She said then we came 
into a period of time when Commitment to Focus was coming and there was some 
anticipatory spending of the reserves. She stated that everyone knew that 
could not continue, but nevertheless we're looking at a period where there 
was a large amount of funding done from the reserves. She said that now 
the reserves have been spent down dramatically, from the $72 million dollars 
on June 30, 1987, to $36 million dollars on November 30. 
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She indicated that we are going into a different phase, and the 
University must get its act together. She said the current commitments against 
reserves would bring them below $30 million dollars. She said one of the 
things the University has done, and this body should again endorse, is the 
accountability issue. If there is to be any spending off of these reserves, it 
should be folded in to the full budget process and should be reported publicly. 

Gene Waldorf concurred with Carol Campbell's previous comment. 

Phil Riveness commented that the drawdown of reserve funds for the 
last five years were discretionary for various kinds of programs. He said one 
of the questions they may want to raise is, if budgets are tight, to what 
extent should one large recipient of state money have a fairly large contingency 
fund or discretionary fund, and to what extent can the University show it has 
had to draw down on those because of changes in anticipated revenue. 

Auditor Carlson made a motion that the committee produce a report. 
President Sauer asked for a second to the motion, which was seconded by Glen 
Taylor. 

President Sauer indicated that the vote surprised him because he was 
sensing that the committee was going in the direction of not having a report 
that we could all sign off on. He said that we passed a motion to have a 
report, now the question is what the report should say. 

Regent Kuderer hoped to see some statement regarding a reserve of 
5%, which he did not feel would be unreasonable. 

Auditor Carlson moved to adopt Mr. Triplett's proposal, seconded by 
Tom Triplett. The motion was as follows: 

"The Board of Regents should adopt and maintain a policy on 
on Reserves. That policy should contain the following: 

1. Categorization and definition of the reserves. 
2. Desirable size of the reserve. 
3. Permissible uses of the reserves. 
4. A report on income to and expenditures from the reserves. 
5. Reporting and budgeting mechanism for the proper statement 

of thsoe reserves" 

The motion unanimously passed. 

Auditor Carlson moved that the Board of Regents be specifically 
directed to consider the establishment of reserve funds to the extent of 2.5% 
of revenues and a separate contingency account to the extent of 2.5%. The 
motion was seconded. 
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Senator Waldorf reiterated that he would not vote on any specific 
reserve amount, citing it is a management decision on the part of the Regents 
and the administration. He said the committee ought to recommend that the 
Regents set up an amount for that reserve and tell the Legislature about it. 

Glen Taylor stated that what he did not need to hear of the total 
University budget at the Legislature that the University wants 2.5% because 
of this committee. 

Senator Waldorf wanted to keep the recommendation general. 

The motion was voted upon and failed. 

President Sauer said the University vmuld not be comfortable asking 
the Legislature to appropriate a reserve. He indicated that is a decision 
that should be made within our resources, and that it follow some policy the 
Regents have adopted which is clear to everyone. 

Tom Triplett moved to reconsider a revised version of the earlier 
motion. The motion to reconsider the motion was seconded and passed. 
The revised motion read by Tom Triplett is as follows: 

"The Board of Regents should adopt and maintain a policy on 
Reserves. That policy should contain the following: 

1. Categorization and definition of the reserves. 
2. Desirable size of the reserve. 
3. Permissible uses of the reserves. 
4. A reporting mechanism on income to and expenditures 

from the reserves." 

Auditor Carlson asked if undesignated or flexible reserves were 
included in the motion. It was understood that undesignated reserves would 
be covered under "categorization and definition". 

The motion was voted on and passed. 

President Sauer proposed a report that describes the group, the 
purpose of being called together, the number of meetings, documents discussed, 
and motions taken. He also proposed writing something in addition that he 
would offer to communicate to the new President and Regents• recommendations 
over and above items discussed by the committee. 
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Auditor Carlson asked if we couldn't adopt Pages 8 and 9, of the 
report draft. Gene Waldorf stated he had a problem with the portion 
beginning on Page 9 which seems to run counter to what we concluded when we 
talked about computer systems for financial management information. He heard 
in previous discussion the way to approach the problem would be to buy an 
existing package. He indicated that what we need to do is adopt a system 
currently working at another University and get it in use, even if not 
perfectly tailored to our needs. 

George Robb clarified this statement by noting that the Spencer 
Commission Report urges the University very strongly to buy off-the-shelf 
systems that are elsewhere. He also said there is no set of systems that 
one can go out and find that will cover the kind of situation that the 
University of Minnesota is in. He indicated that we can find pieces of the 
system, which will have to be done. 

Lyndon Carlson had some real problems with the latter half of 
the paragraph, concerning their role as legislative body and executive branch 
staff to work out what this system is. He feels that is a University function 
to determine the financial system you need, and then put together a request if 
it is felt state funding should be a part of that. He did not think it 
appropriate for the Legislature to contribute staffing to the development 
effort. 

Gene Waldorf stated that all he would like to have the report say 
is that we believe the University must acquire an adequate system for good 
financial management, to get whatever is necessary to do the job adequately. 

Regent Kuderer agreed with Senator Waldorf and stated that what we 
are actually doing is endorced by the Spencer Commission. 

Gene Waldorf stated that when Coopers & Lybrand were here, they 
indicated there are systems in use which would meet the University's needs. 

Gene Waldorf made a motion that the committee support the Blue 
Ribbon Commission's recommendations on financial management systems. 
The motion was seconded. 

James Nobles offered some suggestions on putting together the report, 
an introductory section that is descriptive and then a list of motions that 
are made. He suggested th~t then we wouldn't be dealing with what's on this 
particular page, having just matters of substance. He suggested that the report 
might say the University is encouraged to improve its financial reporting 
capacity along the lines generally suggested by the Spencer Commission. 
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Carol Campbell stated that the Spencer Commission report stated 
that we in fact go to another college or university that is a well managed 
institution and clone the system that is available there. She agrees with 
the intent, but cautioned that the University would have its financial software 
dependent on another institution. She suggested reaching the same outcome 
by purchasing packages that are commercially vended and putting them in 
without modification. In that case, Ms. Campbell said we would be dealing 
with reputable firms whose business is the production, maintenance and support 
of systems software. 

Ms. Campbell suggested rather than adopting fully the specifics of 
the Spencer Commission, we adopt the general intent and allow the University 
to work out the details and where we find the software. 

Gene Waldorf's motion was that the committee be on record as 
supporting the Spencer Commission recommendations for a financial management 
information system. 

The motion was voted on and passed. 

Phillip Riveness offered a motion as follows: 

The University should develop and publicly disclose complete 
financial information on all funds, state and non-state, public and private, 
including information on central reserves and departmentally-held reserves. 
In addition, this information should be provided to the Legislature in a 
format consistent with the budget documents state agencies present to the 
Legislature. 

The motion was seconded and passed. 

Tom Triplett indicated that this motion is extremely important, 
and further that his financial staff and the University's have been working 
closely to accomplish this goal. 

Phillip Riveness reread his motion, followed by further discussion. 
Carol Campbell agreed completely with the intent, but said complying with 
the motion comes down again to departmental reserves, which are not readily 
available. 

Lyndon Carlson stated the intent of the motion is that the University 
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might not have that information this year; but recognizing this, that they 

1 build this into the budgeting process, for future years. 

Carol again agreed with the point, but reiterated that the University 
cannot comply with that intent wholly, completely and accurately now. I 

President Sauer asked for a vote on the motion, which was passed. 
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President Sauer asked if there were any further motions or discussion. 
Auditor Carlson then brought up the letter he wrote to Dr. Sauer. Dr. Sauer 
said the letter which elaborated on some of the discussion held earlier on 
expense accounts, including Regents• expense accounts, as well as some annual 
statement by top administrators and Regents about their economic interest. 
Dr. Sauer indicated that what he did was extract those two suggestions Auditor 
Carlson made. President Sauer passed this material to the group. 

President Sauer stated that part of what was suggested has been 
responded to because, in fact, since the earlier discussion there has been a 
revision of the Regents• expense form, which includes a statement for purpose 
on all the expense accounts. 

Gene Waldorf suggested that the discussion be generalized more. 
He stated that the question, 11 Is the University addressing management decision 
making in such a way as to correct the difficulties with Eastcliff, the 
Darville incident, with some of the Physical Plant problems? .. He stated that 
he was not convinced that he knew how the University was going to prevent 
those things from reoccurring. 

President Sauer asked Carol Campbell if she would care to respond 
on changes that have already been made and those underway. She said the 
University has made initiatives in all those areas. She stated that there 
are complete new guidelines as far as construction projects, purchases, all 
areas of expenditures, the levels at which those are reported to the Board. 
She indicated that the reports going to the Board have been reformated that 
show initial estimate of the project and changes to the estimate. She said 
Regent Kuderer was most instrumental in suggestions to the reporting. She 
assured Mr. Waldorf that the spending issues have been clearly laid out to 
the Board. 

Ms. Campbell stated that the Darville issue is a bit different 
because in that case there was some alleged fraud. Gene Waldorf did bring 
up the fact that there was some authority for expenditures resting with 
Darville that seems somewhat inappropriate. She pointed out that there was 
some lack of segregation of duties, in that the person having approval over 
funds also did the bookkeeping. Ms. Campbell indicated that information 
has been provided to all units within the University regarding segregation 
of duties, and meetings have been held for administrators from all colleges 
with Department of Audit staff. 

Regent Kuderer pointed out that some of the issues just raised are 
as much a violation of policy as they are from a void in the policy. He 
said there were policies in place, but they have not been made more restrictive. 
He also said that if policy had been followed prior to those events, they 
would not have occurred. 
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Arnie Carlson suggested there is also a second part to that, and 
that's the ability to have a hands-on management system. He has discovered 
there is lack of communication traditionally between ~lorrill Hall and the 
rest of the campus. 

Rick Heydinger said that one thing sometimes overlooked is that 
looking at the Jamieson incident, the Darville incident or the History 
Department overtime problem, it was the University that uncovered those 
problems. He stated that whether or not it was done quickly enough is open 
for question, but in fact it was the University policies, procedures and 
practices that led to uncovering those issues. He also said those were 
problems made public immediately. 

President Sauer stated that where we are at is developing a report 
that's rather descriptive but includes the motions that passed today. 
It will be routed to the committee to make sure all agree with its accuracy. 
He would add to that some additional thoughts and recommendations in a long 
letter or short report that he will communicate to the new President and the 
Board. 

Auditor Carlson asked if this was the last meeting, with President 
Sauer responding that it was. He thanked President Sauer for his contribution 
and handling of the transition period after all the problems. President Sauer 
said he felt the dialogue was very useful, and he said there were people 
at the table who know more about the University's budget and financial 
statement than almost anybody else. 

Regent Kuderer also complimented President Sauer for what he has 
done in such a short period time. 

Phil Riveness brought up one last subject. He felt that what was 
critical is expanded internal auditing and the formation of an Audit 
Committee. Mr. Riveness said he has not been comfortable with the level of 
external auditing that the University has had in the form of a CPA firm as 
being adequate. He stated that a combination of a beefed up internal audit 
group directly reporting to a committee of the Regents gives more confidence 
to the University financial picture. 

Mr. Triplett supported Mr. Riveness•s comments, as he also had 
problems with the use of outside CPA firms performing financial audit 
functions, and recommended that the Audit Committee reconsider that issue. 
He feels there are other alternatives available, such as the Legislative 
Auditor. 
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Regent Kuderer visited with Mr. Nobles about this. He said the 
University has gone to outside auditors with the idea of having complete, 
unbiased, impartial reports. He indicated that with the rotation of external 
auditors, a new incoming auditor reviews the previous auditor's findings, and 
we feel comfortable with that method. 

Mr. Triplett said it is clear the decision has been made to use 
outside firms, and he is not certain whether it is the wrong decision, but he 
feels it needs further study. He said if the committee is not prepared to do 
that, then he feels compelled to make a motion that that issue be considered 
by the Reg en ts. 

Mr. Triplett moved that the Audit Committee of the Board of Regents 
reconsider its decision to use private outside CPAs to perform the University's 
external audit function. 

Mr. Nobles felt it is appropriate for the University to maintain its 
own authority and discretion to hire an outside CPA firm for several purposes. 
For one, he said the University needs an audit opinion on its financial statement. 
He felt you could get a fully adequate opinion on your financial statement 
from a CPA firm. Mr. Nobles said it was not a good use of his resources to 
rely on the Legislature to do that because they have to offer an opinion every 
year on the State financial statement and then do a lot of other audit work as 
well. He said that resources in his office would have to be substantially 
increased for them to be able to provide an annual audit opinion on the 
University's financial statement. 

Mr. Nobles did say that he will be doing more compliance work at the 
University, and that every year they establish a schedule, scheduling out the 
resources they have to cover the responsibility they have under the statute. 
He stated the University is within our statutory purview. He said that in 
the past the University was audited every three years, a very limited 
compliance audit, because we were relying, not so much on the CPA firm, but 
on our internal audit department. He said the University has been improving 
its internal audit capacity, so they are even willing to rely on the work of 
Pat Spellacy. He also said communication with him would be increased. 

Mr. Nobles stated that he will reserve the right under the statutory 
authority available to do an annual compliance audit. He said in his current 
budget they have reserved about 1,300 hours for auditing the University this 
next fiscal year. He said if the Legislature wants to give him more resources 
to audit the University, so be it, but he is not proposing that. 

Tom Triplett wanted to emphasize that he is not saying the Regents 
should change what they are doing. He said what the motion does is simply 
ask the Regents through their Audit Committee to review this whole issue and 
hopefully develop a position that is more flexible. 
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Regent Kuderer abstained from voting, but wanted Mr. Nobles to know 
that the next meeting of the Audit Committee will be held at 1:00 on January I 
5th, and someone from his staff is invited to attend •. 

Tom Triplett clarified that the motion include both financial I 
and compliance audits so the Regents would simply review their overall practice 
for the obtaining of audits of the University and finally support the ultimate 
goal to help the Regents and the University as opposed to proposing more 

1 obligations on the Legislative Auditor. 

The motion was voted on, seconded, and passed, with one abstention. 

President Sauer thanked both the committee members and ex officio 
members for devoting their time and energy. 

The meeting adjourned. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 


	582Senate_
	583Senate_

