
Minutes* 
 

Senate Committee on Finance and Planning  
Tuesday, February 19, 2013 

2:00 – 4:00 
238A Morrill Hall 

 
 
Present:  Will Durfee (chair), Gary Cohen, Dan Feeney, Lincoln Kallsen, Kara Kersteter, Russell 

Luepker, Jill Merriam, Fred Morrison, Richard Pfutzenreuter, Gwen Rudney, Terry Roe, 
Michael Rollefson, Ann Sather, Pamela Wheelock 

 
Absent:  Catherine Fitch, Susan Hupp, Talha Khan, Ruth Lane, Paul Olin, Jahon Rafian, Arturo 

Schultz, S. Charles Schulz, Kyle Smyth, Thomas Stinson, Michael Volna, Aks Zaheer 
 
Guests:  Professor David Weerts (Organizational Leadership, Policy and Development); Julie 

Tonneson (Office of Budget and Finance); Julie Tonneson (Office of Budget and 
Finance) 

 
Other:   Jon Steadland (Office of the President); Monique Mackensie, Suzanne Smith (Capital 

Planning and Project Management) 
 
[In these minutes:  (1) the sustainability of higher education; (2) six-year capital plan update; (3) report on 
cost pools] 
 
 
1. The Sustainability of Higher Education 
 
 Professor Durfee convened the meeting at 2:00 and welcomed Professor David Weerts to discuss 
the sustainability of higher education, a discussion the Committee began several weeks ago and that it 
will continue to address for the rest of the year and perhaps into next year.  He commented that Professor 
Weerts is an expert on higher-education finance and involved in a number of projects dealing with the 
subject. 
 
 Professor Weerts said he would present a few thoughts as discussion points and noted articles that 
provide background.  [http://www.demos.org/publication/college-funding-context-understanding-
difference-higher-education-appropriations-across-  and 
http://www.bain.com/publications/articles/financially-sustainable-university.aspx ].  He began by quoting 
the minutes of this Committee from December, 2012:   ". . . .perfect storm with progressively increasing 
student debt, lagging state support, ever increasing overhead, competition for qualified faculty, over built 
campuses, progressively higher expectations from students . . . lots of sacred cows. . . ."  The perspectives 
from his scholarship are these: 
 
--  There are competing views about what the problem is, and there is a fight to frame the problem among 
parents, students, state and institutional leaders. State leaders say institutions are spending money where 
they should not (inefficient/mismanagement), and higher education leaders blame legislators for 
underfunding programs which results in higher tuition.  Still others point to larger issues like healthcare, 
spending on corrections, etc. for causing a squeeze on budgets.  Then some say that there is no funding 
problem given consumer demand and returns on higher education. 
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--   From the recent Demos report by Weerts and colleagues:  the funding issue is incredibly complex and 
context specific; there is no magic bullet.  The underlying issues are related to the economy and state of 
the country.  The data show that the rising population of residents age 65 and over is associated with 
decreases in support for higher education.  State Economist Professor Stinson would say that in 
Minnesota there is no way forward for higher education for a very long time, given long-term 
demographic trends (aging baby boomers).  They found in their study that Minnesota's history is a 
blessing and a curse:  Minnesota is better off than many states; it had for years the 35-mile rule (every 
resident had a higher-education institution within 35 miles), which created an appreciation for higher 
education—but also resulted in an over-built system and it is difficult to close campuses.  In Louisiana, 
for example, and in contrast, there has been no culture supportive of higher education; it is an oil-drilling, 
plantation culture where it is difficult to rally support for higher education as it tries to transition to a 
knowledge-based economy. 
 
--  There are no villains; the trends are embedded in the larger economic, demographic changes in society. 
By in large, this is not a republican/democratic issue. 
 
--  Higher education cannot just "tell our story better" to the legislature and expect money to come back.  
Professor Durfee commented that this point is important for the faculty to understand; many believe that 
the University just needs to tell the legislature what the faculty do and it will then provide more support.  
Professor Weerts said he hears this drumbeat a great deal, but look at the amount of money higher 
education spends on marketing, branding, and economic impact statements. There needs to be a 
rethinking of the value proposition of higher education and what it means. 
 
--  Higher education cannot fundraise its way out of this.  Philanthropy must continue to be seen as 
“providing the margin of excellence” for our programs rather than replacing state dollars.   
 
 Professor Weerts noted a few points about a financially sustainable university based on a recent 
report by Bain consulting: 
 
--  Competitive advantage: differentiation, low cost or structural.  Focus on unique core and focus 
resources on it (value proposition). 
--  Cut costs "far from the core of teaching and research."  Examine fragmentation, redundancy, unneeded 
hierarchy 
--  Free up assets, invest in innovative models 
--  The challenge: leading change in an "organized anarchy" (Cohen & March, 1974) 
 
A main problem is that the purposes of higher education compared to a business are different. Businesses 
largely focus on maximizing shareholder wealth, but, if one asks people what the goals of higher 
education, there will be many different answers. 
 
 Professor Durfee said that the question is about framing the problem.  In the broader community, 
the University is about undergraduate education.  Inside the University, undergraduate education is a part 
of what it does.  Is the problem intractable?  If there were agreement on the facts and on principles, 
perhaps it would be possible to get to solutions, but with no agreement on the facts, it is difficult to 
reconcile.  Professor Weerts said it may depend on the scale; at the institutional level, they may not be 
viable here (it can work in a small liberal-arts college). 
 
 Professor Cohen commented that one reads and hears from politicians and presidents that major 
research universities must be leaner because of declining state funding and limits to fund-raising and 
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tuition increases, and that there should be an emphasis on core activities and a reduction in peripheral 
functions.  These are things he has heard all his professional life.  What advice comes from the 
scholarship on distinguishing between the core and the periphery, both administrative and academic?  
How does an institution decide which is which?  Most would agree that admissions and the registrar are 
essential; what about advising, or a graduate school, or Middle Eastern languages?  Is there any good 
advice on how to frame the discussions?   
 

Professor Weerts remarked that some of these perspectives can result in zero-sum game where 
there are winners and losers.  It requires new ways of thinking about the purpose of our work and what 
are overall goals are for delivering on student and societal outcomes.  He referred to work by Argyris & 
Schön (1978) about "changing the way we think about problems and solutions."  Institutions are trapped 
in "single-loop learning," which is adaptive:  It involves repeated attempt at addressing a problem, 
without ever questioning the method, goal, or underlying assumptions.  From this perspective, the 
question is about what programs to cut. 

 
Institutions need to move to become "double-loop learners," which is generative and means 

asking new questions, challenging underlying assumptions about how one views the problem and solves 
it.  It goes beyond the thermostat to ask if there is a better way to heat the house; it is reflected in the 
comment of the manager of the hardware store manager:  "Customers don't want drills, they want holes."  
This means "creating a campus culture to function as learning organizations" (Senge, 1990), which 
includes challenging assumptions and asking new questions:  "What kind of business are we in?" (move 
focus from drills to holes).  It means creating space for new thinking, designing, testing new prototypes, 
disrupting mental maps, systems thinking, and moving from a narrative of "scarcity" to "abundance" 
(Boyte, 2011).  In this way, the dialogue moves away from what to cut and looks at an assets-based 
approach to addressing what is core (and how various programs fit into a larger sense of how the 
University contributes to state/student needs). 

 
Professor Weerts explained what the center he directs (Jandris Center) is doing in looking at 

innovation, design challenges, and said that the question of what is central and what is peripheral is 
addressed when solutions are designed for users.  Users are primarily students and families, but also 
faculty and the public.  The literature may not have many solutions but may have tools to help groups 
make decisions that are appropriate in their own contexts.  There are tools that a committee such as this 
could use to start a discussion, including consideration of scale.  He mentioned that he would be pleased 
to engage the committee on these processes if that was of interest. 

 
Professor Roe said that the value of the ideas the University produces are rising (because of 

globalization) and the value of the human capital it produces is rising, so the demand exists; why are 
universities in so much trouble, even though it is producing valuable goods?  The costs are decentralized; 
can the institution be managed better, and make more cuts?  That needs to come from the ground up.  Are 
there too many administrators?  Professor Roe said he has no idea; every administrator produces 
something good; the question is whether what he or she produces is valuable enough.  With tuition going 
up, institutions need to inform students about their choices so that they can make more informed decisions 
and self-insure (e.g., someone who wants to major in Music may want to take a couple of Accounting 
courses), so they can consider their income stream and debt.  And with the growth in demand for some 
elements of University research or education, perhaps the University should move money from one 
college to another as a better long-term investment.  The institutions have to articulate their mission and 
reduce costs where reasonable, but the analysis must start with the demand side, in a reasonable long-term 
perspective. 
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Professor Luepker said that the state sees the University primarily as delivering undergraduate 
education.  Professor Roe just made the point that departments search for new faculty in specific 
academic areas of inquiry, not for the best undergraduate teacher.  So there is a tension between what 
faculty are hired to do—teach graduate students and develop a research theme, all of which lose money—
and what the University must do—provide undergraduate classes that are well taught.  Perhaps the 
University should become more like Rockefeller University, which does not take undergraduates.  
Community colleges may teach undergraduates better than the University and the faculty there are doing 
so full time in a socially valuable career; the University is trying to run an undergraduate program while it 
is trying to create new knowledge and train graduate students. 

 
Historically, community colleges were built for that reason, Professor Weerts said, and research 

universities turned over their undergraduates to them.  But then they brought them back for financial 
reasons.  Is it possible to create a revenue model of a sustainable research enterprise independent of 
undergraduate tuition? Possibly, but it would take a lot of creativity. 

 
Professor Luepker observed that the legislature may be prepared to hold undergraduate tuition flat 

by giving the University more money to offset increased tuition revenues—but the University will let 
graduate tuition increase because fewer people are concerned about this in St. Paul. 

 
Professor Feeney said the question is whether the University is too broad and duplicative of other 

programs.  Why are 40-year-olds defaulting on their student loans?  Was what they were taught too 
general so it didn't allow them to get a job?  Contrary to what Professor Roe said, what is put out must be 
determined by individual needs and the disciplines in demand.  If the University is turning people out into 
a market where there are no jobs and if student dollars decline, demand for courses in higher education 
will decrease.  This should raise concerns, particularly in some programs. 

 
That gets back to the question "what business are we in?" Professor Weerts said.  From their own 

Center's market research, they started focus groups in the Twin Cities area to determine what needs were 
going unmet (there are 63 institutions of higher education in the Twin Cities).  They are looking at new 
markets for their programs as well as looking at new delivery mechanisms.  Faculty members need to be 
responsible in running their own departments, being financially valuable, and keeping overhead down. 
 

Professor Roe said that 3M is large, has a lot of inventions, and the management is relatively 
bottom up.  Because higher education costs are up, student entrepreneurs must make decisions about what 
they want to learn and need to understand the risks that go with their choices, so that if they cannot pay 
off their loans, they've taken out some self-insurance.  The world can't guarantee jobs but the University 
must provide information to students.  There is a large amount of data on the significant positive 
relationship between earnings and a college degree, Professor Weerts commented, and it is hard to believe 
that there are now books on why someone does not need to go to college.  He said that he could think of 
some practices in other sectors of the economy that universities could use. 

 
Professor Durfee asked where the discussions should start.  More at the local level?  If every unit 

optimizes locally, does the University end up with a globally optimized organization?  Departments will 
never talk about tuition, the heating bill, and so on.  Adam Smith's invisible hand, Professor Roe 
commented; Professor Cohen expressed doubt.  Centralization works with the bureaucratic university, 
Professor Weerts said (heating, data systems, and so on).   

 
Professor Cohen said that as one looks at the issues in the conversation, it occurs to him how 

ponderous research universities are and how difficult it is for them to adapt to new demands.  Universities 
find ways to make space for innovative research but they don't do as good a job responding with speed on 
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the instructional/degree-granting side.  Are universities doing enough to provide an entrepreneurial zone 
on the instructional side?  If not, how could they?  Professor Weerts agreed that it takes a long time for 
research universities to gear up for change.  The question is whether its current workforce in various units 
has the training, expertise, and desire to think in more entrepreneurial ways.  One of the most valuable 
people in a department may be those that would be considered "business development" in the corporate 
sector.    

 
Are there lessons the University could learn from Capella or Phoenix about revenue and cost 

issues, Professor Cohen asked?  There is no prescribed set of solutions so one must start with the culture 
in the department to move to solutions.   

 
It is capacity versus need, Professor Feeney said.  Does the Twin Cities need 63 institutions of 

higher education?  Does the state need MnSCU?  The University cannot control what institutions exist but 
it can decide that as a state-supported institution there are certain markets it can be in.  The University 
also has a long history of subsidization, something that may need to end.  Does everyone need the same 
level of instruction—does someone taking a course in a field need the same level of instruction as a major 
in the field?  Or does he or she even need to be taught by the University, Mr. Kallsen added. 

 
Professor Durfee said the goal of these discussions is not to reach conclusions but to try to figure 

out the problems and identify wise strategies that it can advise the administration about.  He said he 
appreciated Professor Weerts' comments and promised he would be invited back for further discussions. 

 
2. Six-Year Capital Plan Update 
 
 Professor Durfee turned next to Vice President Wheelock for an update on the six-year capital 
plan. 
 
 Vice President Wheelock told the Committee that the administration is at the start of the process 
of refreshing the six-year capital plan.  They sent a message to the deans and chancellors indicating they 
should start with what they already had on the plan and asking if there had been any significant changes 
in timing, programmatic changes, etc. and have asked for a response by February 25.  The president is 
interested in seeing potential buildings and projects (given the schedule during the legislative session, 
what can be done will be limited).  The goal is to review proposals and develop recommendations for the 
president in time for the May-June Regents' meetings.  There will also be a capital request made to the 
2014 legislative session (the University also submitted a capital request during the "off" year for capital 
appropriations, the 2013 legislative session; there has been little activity on a bonding bill thus are in the 
session). 
 
 Professor Durfee asked what the primary criteria or metrics her office uses to screen capital 
requests.  First they make sure they understand the president's priorities, Ms. Wheelock said, and beyond 
that they use the criteria that have been used in the past.  Not in any particular order, the requests need to 
be program-driven, they take into account facility condition, they look at fund-raising or other revenues 
available, and they consider sequencing (what programs need to move out of what buildings in what 
order).   
 
 Professor Morrison inquired if they calculate or consider the streams of revenue necessary for the 
operating costs of a building.  They are considered, Ms. Wheelock said, although they are not a driver of 
the capital request.  They also consider decommissioning space. 
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 Professor Luepker inquired what the thinking is on the Mayo building.  It has recurring problems 
with bursting water pipes.  They have been told that the building is not worth remodeling—but it has 
900,000 square feet.  That is a challenging building, Ms. Wheelock agreed.  In the short term, the 
discussions are about managing water flow to reduce risk while the building remains occupied.  In the 
longer term, she agreed, the Mayo building is not worth a significant investment, but they must find 
places for the units currently in the building.  The question is the middle term and how to manage the 
building.  As offices are moved out, the question is how to think through the dominoes of program/office 
movement.  Because of its size, they do not expect to be able to find suitable space right away for all the 
units housed in Mayo nor the funds to replace or improve all of the space. 
 
 Professor Durfee recalled that former Senior Vice President Cerra had a grand plan for the 
Academic Health Center; is that on the back burner while other problems are solved?  There are people 
thinking about it, Ms. Wheelock said, but there is no official institutional decision.  There is a placeholder 
for some of the funds in the 2016 capital request but the plan has yet to be specified. 
 
 There needs to be a long-term plan, Professor Luepker maintained.  One can talk forever about 
short-term plans, but they are not a substitute for a long-term goal.  Few people would say that the Mayo 
building is salvageable.  Vice President Wheelock agreed.  It is a difficult challenge to resolve, given the 
resources and space available, so they have to sort through the adjacencies and invest in the rest of the 
system.  Professor Roe said that Mayo occupies such a central location that it cannot be mothballed and 
left alone, but to remove it will be costly—and that, he agreed with Professor Luepker, requires a long-
term plan.  Even if the building could be renewed, the challenge is where to move people while the work 
is being done.  That is the big part of the logistical challenge. 
 
 Given public scrutiny of the University—it wants more money to build more buildings—is there 
any tracking of what happens after new buildings are built, Professor Feeney asked?  Do they lead to new 
researchers being hired or new funds coming in?  Ms. Wheelock said it's a good question and she's heard 
it before in the six months she's been at the University; there is an opportunity to look at utilization and 
productivity, and not just for new buildings.  The University may not be using its buildings at the highest 
possible level of productivity—space now used by one researcher might work better for another and the 
University is not especially nimble at moving things around or at cross-college moving.  But it also does 
not have the data to support decisions about the best use of space.  The questions are how to do so and 
what changes are people willing to make and what cultural change needs to occur.  Professor Durfee 
suggested that two years after a building comes on line, there could be a comprehensive assessment of its 
use.   
 

Mr. Kallsen observed that in the case of Mayo, at a cost of $400 per square foot and 900,000 
square feet, it would cost about $360 million to replace it.  That is 150% of the average total University 
capital request.  Professor Luepker said the $400 figure is probably closer to $500 but pointed out that 
Mayo "is worn out." 

 
Professor Durfee recalled that about a year and a half ago the Committee had a presentation about 

the total square footage at the University and the principles that should guide its use.  Vice President 
Wheelock said the Board of Regents is interested in that question as well.  She is not yet ready to make 
recommendations to the president whether there should be parameters around space utilization, but the 
question is how the physical assets advance the mission.  She also said she was not in a position to 
recommend that the University follow the purported Ohio State University standard of no net new space.  
But the question, she said, is how best to use the space the University has. 

 
Professor Durfee thanked Vice President Wheelock for her comments. 
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3. Report on Cost Pools 
 

Professor Durfee welcomed Ms. Tonneson to the meeting to provide a report on the cost pools for 
FY14.  He commented that in the past people thought the University was not transparent enough in its 
budgeting; the institution's budget is complex but one can go on the web and obtain all the budget 
instructions, costs, and so on—they are clearly laid out.  If colleagues are curious about the budget, one 
can point them to the websites.  But they are not easy for a novice to dive into, he added. 

 
Vice President Pfutzenreuter set the stage.  Every other year, in the summer, they put the biennial 

request together, and at the same time must think about the total budget framework.  The biennial request 
does not include all costs and revenues but they have to think about how the request will affect the annual 
budget process over the next two years. 

 
Ms. Tonneson distributed copies of several complicated tables of data indicating resources, costs, 

and how the several items increase and decrease.  A few of the highlights of what the framework 
includes: 

 
--  a 2.5% increase in salary and fringe benefits 
--  a 0% increase in resident undergraduate tuition 
--  a 3% increase in non-resident, graduate, and professional school tuition 
--  a 0.8% reallocation (needed to help balance the FY15 budget) 
--  an increase in the enterprise tax from 1.25% to 1.75% to pay for enterprise systems upgrades 
--  a total increase of $11.3 million in cost pool budgets, or a 2.3% increase, which includes $9.1 million 
in new spending (the balance is for salaries and fringes) 
--  of the $11.3 million cost pool increase, $4.9 million is academic investments (library collections, office 
of technology commercialization to replace Glaxo funds, classroom improvements, writing-enriched 
curriculum, etc.) 
 
 Professor Luepker observed, apropos of the enterprise tax increase, that the enterprise fund is 
currently $35 million in the hole and that not all of the funds are going for PeopleSoft upgrades, but also 
for the Office of Information Technology (OIT) and other uses.  In tight financial times, when the tax is 
being increased from 1.25% to 1.75%, have they been rethinking about spending funds in ways not 
dedicated to the enterprise improvements?  Mr. Pfutzenreuter said that approximately $5 million of the 
enterprise tax collected does not go to pay off the deficit, but instead is used for costs in the OIT budget, 
Academic Support Resources, and elsewhere.  Should that not be a cost-pool charge, Professor Luepker 
inquired?  The $5 million is still on the table, Mr. Pfutzenreuter said, and they have talked about making it 
a cost-pool charge.  The overall plan is to generate the $35 million plus $83 million for the enterprise 
upgrades plus $5 million annually for that operating budget support.  They must pay off the deficit by 
2021.  Committee members discussed changing the OIT costs to a cost pool. 
 
 Professor Durfee said he hoped that these data are made clear to the deans and they have been 
presented with them.  They have, Ms. Tonneson said, as well as their cost-pool charges.   
 
 Professor Morrison asked whether, if there is a 0% resident undergraduate tuition increase, there 
will be any allocations to deal with the differential impact of 0% between different colleges.  If the 
University receives the appropriation, then it will have to decide, Mr. Pfutzenreuter said.  How will 
enrollment declines be dealt with, Mr. Rollefson asked?  They talk with each college about enrollment 
every year, Ms. Tonneson said.  Declines have not been a big problem yet, Mr. Pfutzenreuter said, but 
they could be starting. 
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 Professor Durfee expressed appreciation for the candor about the cost pools and the clear 
explanation of the data.  Committee members concurred.  Professor Durfee adjourned the meeting at 4:10. 
 
      -- Gary Engstrand 
 
University of Minnesota 


