
 Minutes* 
 
 Senate Committee on Finance and Planning 
 joined by members of the Senate Committee on Educational Policy 
 Monday, February 28, 1994 
 3:15 - 5:00 
 Room 626 Campus Club 
 
Present: Irwin Rubenstein (chair), Mark Davison, Michael Hoey, Karen Karni, Craig Kissock, 

Fred Morrison, Richard Pfutzenreuter, Doris Rubenstein, Dianne Van Tasell, Albert 
Yonas 

 
  (SCEP) Kenneth Heller (chair), Robert Johnson 
 
Regrets: David Berg, David Dahlgren, William Gerberich, Gerald Klement, Thomas Scott, 

Mary Sue Simmons 
 
Absent: Mary Askelson, Karen Geronime, Roger Paschke, William Rudelius, Susan Torgerson 
 
Guests: Senior Vice President Robert Erickson 
 
Others: none 
 
[In these minutes:  U2000 financial strategies] 
 
  
 Professor Rubenstein convened the meeting at 3:15 and asked Mr. Pfutzenreuter to lead the 
discussion of U2000 financial planning.  Mr. Pfutzenreuter distributed a handout consisting of 19 
slides depicting various financial issues and walked the Committee through the slides.  He noted that 
the Board of Regents had asked the administration what the U2000 proposals would cost; this is a 
first attempt to provide answers, answers that are very tentative.  This information will be provided 
to the Regents in March.  Given the calendar of events leading to preparation of the next biennial 
request (1995-97), the primary consultation on these issues must be largely completed by the end of 
Spring Quarter. 
 
 Mr. Pfutzenreuter repeatedly emphasized the PRELIMINARY nature of the numbers that 
have been developed.  He outlined the University's financial situation today: 
  
 -- state support leveling off, possibly declining 
 -- critical academic program requirements and infrastructure needs  
 -- general inflation projected at 3.5% 
 -- salary freezes two of the last three years 
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 -- pressures to hold down tuition 
 -- significant expenditure needs already scheduled through 1999-2000 (new facilities at 

$19.4 million and steam plant debt at $35.9 million; both are totals for the entire 
period) 

 -- growing concern over transfer of direct to indirect costs (the A21 guidelines) 
 
 He then reviewed the state funds outlook through the next biennium.  The State Department 
of Finance (DOF) projects a slight decline in University funding from 1994-95 to 1995-96, and then 
a slight increase in 1996-97.  If there were growth in state funding at the rate of inflation, there 
would be a $27 million gap between the DOF projection and an appropriation increased by 
inflation.  That gap grows to $43 million if one were to project an increase of 5.5% in the 
University's appropriation for each year of the 1995-97 biennium, compared to the DOF planning 
estimate.   
 
 Mr. Pfutzenreuter explained that of the University's many sources of income, the primary 
sources that will drive U2000 planning are the approximately $700 million that are centrally-
allocated:  the O&M funds, the State Specials, ICR funds, and the Central Reserves.  There may be a 
few opportunities to obtain other funds, such as from auxiliary enterprises, but those are limited.  Of 
those centrally-allocated funds, 77% ($550 million) are O&M funds--and of those, about $180 
million is tuition. 
 
 Next Mr. Pfutzenreuter reviewed a set of principles that must guide the financial plan and 
noted a matrix (with blank cells) matching the five strategic goals of U2000 with four areas in which 
to invest (academic programs, student and academic infrastructure, faculty and staff, and facilities.  A 
separate issue is student financial aid.  It will be difficult to put numbers in the matrix, because many 
of the items are cross-cutting, but it does provide a conceptual layout. 
 
 The major sources of financing (and their constraints) were described next; they included:  the 
mix of students (a future possibility); enrollment (targeted increases possible, but there could be 
issues of capacity and quality); new sources of revenue (driven by the economy); tuition rate 
increases (limited by the market, political considerations, and the ability of students to pay), state 
funds (depending on the economy and priorities of the state), ICR funds (federal rules are limiting); 
and existing resources (finding and capturing efficiencies is not easy). 
 
 The U2000 financial strategies presented are based on the following tentative planning 
numbers: 
 
 -- a 5.5% annual growth in state support (2% real growth each year) 
 -- a 5.5% annual growth in tuition (2% real growth each year) 
 -- $10 million in one-time funds 
 -- the need to invest in facilities (steam plant, new facilities operation, custodial needs, 

and repairs and replacements) 
 -- $10.5 million Strategic Investment Pool per year 
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 -- recognition of 3.5% inflation on salary and non-salary budgets  (and 5% increases in 
fringe benefit expenses) 

 -- internal realignment of spending at $9.7 million per year. 
 
The one-time funding is needed to deal with a "structural imbalance" in the budget that will exist in 
the middle of the planning period. 
 
 All funds allocated from the SIP in future years will be recurring; in 1994-95, $4.7 million (of 
the $8.5 million total) will be non-recurring because they arise from conservative estimates of tuition 
revenues.  At the end of the six-year period, Mr. Pfutzenreuter affirmed, there will have been $60 
million moved around--whether called retrenchment and reallocation, realignment, or whatever. 
 
 Committee members discussed briefly with Mr. Pfutzenreuter the manner in which this 
funding request would be presented and the reaction it might receive at the legislature. 
 
 Mr. Pfutzenreuter reviewed a series of tables illustrating the simulated investment plan for 
U2000, including in broad terms the sources of funds, manner in which they would be spent, 
cumulative investment (above the current base, by the year 2000) in the four categories of 
student/academic infrastructure (+ $192 million), facilities (+ $143 million), faculty and staff (+ 
$126 million), and academic programs (+ $99 million).  Some of the funds for identified for faculty 
and staff can go to improving the relative compensation levels of the faculty. 
 
 He pointed out that the realignment of current spending (primarily through the SIP) would 
come both from academic programs as well as administrative efficiencies.  That is reassuring, said 
one Committee member, because otherwise academic units face a revolving door of dollars from 
academic departments into the SIP.  Mr. Erickson commented that changes come through 
realignment and that the strategic planning process is intended to identify programs that will be 
build, maintained, or decreased.  Accomplishment of administrative efficiencies has already begun 
but must be expanded as well. 
 
 This represents roughly 2% of the annual budget going into realignment or retrenchment and 
reallocation, said one Committee member, which is probably needed.  It has not been done yet in an 
intelligent way, it was said; this year's budget reductions were not targeted but were instead variable 
across-the-board cuts.  It does not appear there was a clear decision about what should go or not; 
the numbers appear to be about 1.9% across-the-board, plus or minus .3%.  Mr. Erickson denied 
that that was the way the numbers were derived; the units were considered individually, he said.   
 
 The Committee then examined a table outlining "major categories of critical investment 
initiatives," which outlines the average annual expenditure in a considerable number of areas.  
Committee members discussed what could be included in several of the items. 
 
 Asked whence the numbers, Mr. Pfutzenreuter said that some were easier than others to 
develop.  Facilities, for example, are relatively easy to compute, because debt service is known; so 
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also are salaries and fringe benefits, which are a percentage of a base.  Development and training for 
faculty and staff, for another example, was plugged in at 1/2% of payroll per year (there is about 
zero in that category of expenditure right now except for small amounts spent by Human Resources 
and in training in Finance and Operations).  All of these numbers, Mr. Erickson told the Committee, 
reflect a decision that must be made and are open for discussion.  The numbers now are essentially 
placeholders, in places where the University KNOWS it has to make an investment. 
 
 Discussion turned briefly to the proposed expenditures for University College and the 
partnership programs; fear was expressed that the number for it is too low.  An important 
assumption about University College and the partnerships, Mr. Pfutzenreuter said, is that every 
dollar invested is accompanied by a tuition dollar, so they will not be a drain.  This issue deserves 
thought, said one Committee member, because there are likely to be significant infrastructure costs 
associated with UC in security, facilities, food-services, and so on.  Some services, it was said, will 
need subsidies or the costs will be spread to day students--or the University will not be user-friendly. 
 Mr. Erickson demurred.  Some funds for these purposes are another item, Campus Environment 
and Safety, and attempts are being made to provide services in a cost-effective way. 
 
 Asked about the $4.9 million entry to "Strengthen Key Disciplines," Mr. Pfutzenreuter said 
that it and the University College entry are the two numbers that are most unclear.  The planning 
process has not yet provided enough information about what will be required, but leaving the items 
out would not have been wise.   
 
 This begins the discussion, Professor Rubenstein noted, and suggested that Committee 
members may wish to think about the amounts involved or other placeholders that might be added 
to the list.  In an ideal world, Mr. Erickson cautioned, there would be more time to develop these 
numbers.  In this world, however, the basic outlines of the biennial request must be set by June, so 
debate must take place this spring.  That debate must be held, but the results will not be perfect, he 
warned. 
 
 One Committee member suggested that a few hundred thousand dollars per year should be 
put in a placeholder for instructional innovation--a competitive fund for faculty who come up with 
new ideas.  The innovations need to be aimed at those students from the top 25% of their class who 
the University does not recruit and does not treat well once they're here.  The Committee, along 
with SCEP, will also start thinking about incentives to foster undergraduate education, Professor 
Rubenstein reported.   
 
 More than a small program is needed, observed another Committee member; what is needed 
is academic research and development--the University doesn't do R&D on its own product.  There 
have been no studies of how students do once they are out or what they do while here--the 
University is a corporation that does nothing about checking its own product. This would be 
expensive, but it needs to be done. 
 
 Implicit in the 5.5% projected increases in tuition, said another Committee member, is the 
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assumption that the University must become more competitive with other institutions in terms of 
quality--or the students will not come.  The University must become a better bargain. 
 
 One Committee member noted that one could take a more pessimistic view of these tables.  
State dollars could likely go down or not change, rather than go up; there is no placeholder for that 
possibility.  There is a presumption that 2% will be cut from the budget each year, for a six-year total 
of $60 million; those cuts are not explicated here but need to be. 
 
 The rain on the parade comes on the next table, Mr. Pfutzenreuter replied.  There is a gap of 
$73 million (1994-95 through 1996-97) between the simulated investment plan and the planning 
estimates from the Department of Finance.  That means state funds will have to be increased, tuition 
will have to be increased, other income will have to be found, or the University will have to give up 
on the investment. 
 
 In terms of the 2% cuts for realignment each year, it was said, that money will come from the 
colleges but much of what it will be used for will be very specific college programs or central 
initiatives.  The colleges do not appear to be receiving the money back.  Other Committee members 
suggested that the funds do flow back to the colleges in different ways.  Mr. Pfutzenreuter, however, 
said there was some truth to the observation because of such items as facilities, which are necessary 
expenditures that reduce the opportunities to put funds back directly into college programs. 
 
 Asked if the facilities problems would be fixed by the year 2000, Mr. Erickson said that the 
continued deterioration would be stopped and there would be a higher level of basic care. Mr. 
Pfutzenreuter said that renewal and life & safety problems would remain, as would a significant 
backlog of repairs. 
 
 Mr. Pfutzenreuter then drew the attention of Committee members to another table which 
provides information on how to do calculations if one wished to make different financial 
assumptions.  He also briefly summarized what the next steps would be.   
 
 One Committee member asked what the state appropriations for the last two or three biennia 
had been; Mr. Pfutzenreuter said they had been flat or declining.  These planning numbers, it was 
then said, are clearly optimistic.  To what extent, Mr. Erickson was asked, is the University 
committed to going ahead with new buildings?  These numbers, he replied, represent the costs 
associated with the University's six-year capital plan.  While the new Carlson School of Management 
building and the new Archives building may not have any capital costs for the University, they will 
carry significant operating costs (over $2 million per year), and the hard question must be asked, said 
the Committee member:  does the University want those buildings at that price in department 
retrenchments?  That is why the numbers are being put on the table so all can see them, Mr. 
Erickson replied. 
 
 The number of faculty and staff and the size of the institution is also a question, given the 
level of funding, said another Committee member.  There is nothing God-given about the elements 
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that now comprise the University; there are a lot of high-quality institutions that do not have 
everything the University does.  It may be that some elements will need to be eliminated. 
 
 The University is very different from the state universities and community colleges, Mr. 
Erickson said, and this is a discussion about reordering how we talk about the University.  There has 
been a tendency to talk about averages per student, which are meaningless numbers; the discussion 
must be about outputs (e.g., medical students and physical therapists graduated, and the costs of 
providing them, about the libraries as a regional library, not the University library, and so on.)  The 
discussion with external groups must be recast in order to increase the chances of obtaining the 
support the University needs. 
 
 Having heard the discussion about Responsibility Centered Management, and the increase in 
capital and facilities operating expenses, should not consideration be given to the question of the 
extent to which a unit is self-supporting, asked one Committee member?  To what extent is the net 
state appropriation applied--rather than asking how much should be spent here or there?  Ask 
instead how much of the University's precious state subsidy should be spent on this activity?  Ask 
where the $490 million in state funds should go?  One might get surprising answers to these 
questions, it was said. 
 
 Mr. Erickson said that information about Foundation accounts (principal and available 
income) have been distributed, as has information about facilities (assignable square feet).  Data 
about the total costs of units is slowly being gathered.  Once assembled, one can look at total inputs 
and outputs.   
 
 Asked how Foundation account balances figure in the calculations, Mr. Erickson said the 
administration wants to see all of the resources on the table.  It isn't clear, for instance, if there has 
been a substitution effect in the departments that received money for endowed chairs, or what the 
interplay between those and other funds has been.  It is necessary to look at the total resource base 
of the units. 
 
 Mr. Erickson said he wanted to look at Responsibility Centered Management as a conceptual 
vehicle without actually doing it; it is, in a way, a method of cost accounting.  The attempt has been 
made to break the world into different funds, but that's not the way the world works; it makes more 
sense to look at total revenues and outputs for a unit rather than separately at O&M funds, ICR, 
Foundation accounts, etc.  Then, in communication with the state, the University can indicate how it 
differs from other institutions and ask if it wants to continue an activity.  If it does, the University 
can identify the cost. 
 
 The cost of programs can be identified, said one Committee member, so that the University 
can say to the legislature that engineering is very expensive, only the University offers engineering, 
and as a result the University needs an above-average appropriation, not average costs.  But there are 
also programs, it was said, where in terms of dollars per student or per output, the cost is so high it 
may be deemed not worth carrying on.  These decisions will vary with social needs.  There may be 
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things the state says are not worth continuing.  The University, it was said, is the last vestige of the 
planned economy. 
 
 Another Committee member agreed that if some revenues do not materialize, some expenses 
will have to be changed.  The consequences of that effect on the University should also be 
described.  It is likely that the hoped-for state and tuition funds will be difficult to realize.  Where are 
the persuasive new arguments that will change behavior in order that tuition and state funds show 
real growth of 2% above inflation each year?  Mr. Erickson related discussions he had had with the 
head of one unit and told the Committee of the economic impact of that unit.  In a number of cases, 
the University's request for funding leads to the generation of tax revenues greater than the 
appropriation--and that kind of calculation does not take into account spin-offs of the units.  There 
are a lot of stories like that at the University that have not been told.  If one focuses on the impact 
of research, with specific examples, and on the outputs (how many doctors does the state want?), the 
arguments can be made. 
 
 It is difficult to make that kind of argument for the heart of the University, such as CLA; the 
University cannot consist of units that produce revenues.  The University will gladly talk average 
cost funding for undergraduate programs such as those, Mr. Erickson replied; the University can 
compete against any institution on that basis; its numbers are pretty good.  It is the other pieces that 
are expensive. 
 
 The recent auditor's report, recalled one Committee member, pointed out that the state is 
cutting funds and tuition has gone up as a result; the state has taken the position that it will not 
invest more in higher education.  One needs to be concerned about the profit side of University 
units.  It also appears that the University remains willing to let others drive its agenda--CSOM will 
get a new building because private funds are made available, the Archives will be built because the 
Governor recommends that the University not have to pay one-third of the debt service.   
 
 The need to convince the legislature about funding for the University is clear.  The first need, 
however, is to convince the Board of Regents, said one Committee member.  There is, the 
Committee member said, no hope of convincing the legislature to increase funding for the 
University if the Board of Regents cannot be convinced to increase tuition by 5%.  Another 
Committee member later observed that this entire plan was dead if the Board stuck to the 3% 
tuition increase.  Given the tenor of the discussions at the Board meeting, it is clear that the Board 
does not understand what that reduction in the tuition increase will cost. 
 
 The University is also failing to take advantage of the best and cheapest form of fund-raising, 
which is through its alumni, because it puts no money into the effort, argued one Committee 
member.  If one could get alumni enthusiastic about the University, the repercussions would be 
significant.   
 
 The University in one way is like a mega-mall, said one Committee member, in that it is a 
collection of small and large businesses.  Even within CLA, for example, there are a lot of small 
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grants held, the funds of which employ people.  But research is seen by the public as a net expense 
rather than a revenue source to the state.  It is a good idea to note that different parts of the 
University cost different amounts--the state can be told what those costs are and the trade-offs that 
must be made.  There are a number of examples in the state, such as technical writing (a huge 
business that lives off the School of Journalism) and the impact of the College of Architecture--and 
they are not accidents.   
 
 The first group that needs to be informed about this, said one Committee member, is the 
University's own students.  They become the leaders in the state, but they leave the institution 
without knowing what it does.  It may be true that pride is a deadly sin, observed one Committee 
member, but it must nonetheless be instilled in undergraduates, it was agreed. And the pride should 
go beyond the basketball team.  This has been a positive presentation about the direction the 
University is going; it is refreshing to see optimistic numbers rather than assuming the worst.  Will 
the President fight for these outcomes? 
 
 "Absolutely," Mr. Erickson replied.  It would be better were there more time to obtain more 
specifics from the planning process; absent that time, the University must act anyway.  The worst 
thing it could do is to do nothing. 
 
 Committee members then briefly discussed the document concerning principles to develop 
quality indicators; Professor Rubenstein adjourned the meeting at 5:00. 
 
      -- Gary Engstrand 
 
University of Minnesota 


