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Executive Summary

Over the last eight years, the University of Michigan has demonstrated remarkable resilience in the face of intense financial pressures.  On the revenue side, we have seen an unprecedented decline in our state appropriation.  After flat or declining appropriations in seven of nine years, the FY2012 General Fund budget proposal incorporates a $47.5 million reduction in our state appropriation, the largest cut in the history of the University.  This reduction puts the Ann Arbor campus’ appropriation at $268.8 million, slightly more than the amount received in FY1991 and over $90 million lower than the amount that was appropriated in FY2002, in nominal dollars (over $165 million lower in inflation-adjusted dollars).  In fact, if inflation is taken into account, the FY2012 appropriation is equivalent to what the university received in FY1964.  The continued and significant reduction in state support has necessitated aggressive cost containment to preserve the strength of the university.  Our cost containment efforts have not only enabled us to fund mandatory cost increases, but have also make it possible for us to make strategic investments in faculty, facilities, and students, including very large investments in need-based financial aid. 

On the cost side, we have seen increases in both energy and health care expenses as well as the need to compete directly for faculty and students with well-endowed private universities.  It is important to note that the cost of doing business at a university follows a higher trajectory than it does in the rest of the economy, as our costs are subject to increases beyond the normal forces of inflation.  This is largely because teaching and research are more labor-intensive than most activities in the economy, and it is generally the case that the costs of labor rise faster than other prices.  In addition, universities make substantial investments in a broad range of new technologies and facilities to conduct leading-edge research and prepare students adequately for careers in a broad spectrum of fields.  These are expensive investments that are central to our mission but typically do not increase revenues or create efficiencies.  At the same time, the volume of activity (both research and instruction) continues to rise, further driving up costs. 
The University of Michigan - Ann Arbor remains on a stable financial path largely because of our disciplined approach to financial management that emphasizes multi-year budget planning, on-going cost containment and continual reallocation of resources toward our highest priorities. During the recent period when many of our competitors were experiencing dire fiscal constraints, we were able to make strategic investments in faculty expansion, need-based financial aid and academic programs.

· These investments highlight the key principles that have guided our strategic financial choices, including:

· Keeping a U-M education affordable by investing in student financial aid 
· Maintaining the excellence of the university by recruiting and retaining top faculty 
· Enhancing the student learning experience with efforts including innovative new  academic programming and experiential learning 
Many of our cost containment and productivity improvement efforts to date have been paying off.  Our average annual increase in health care premiums have averaged under 5% over the past seven years, while the national claim trend has been double digits.  And, since the launch of the space utilization initiative, approvals for growth in General Fund square footage have dropped from an average annual rate of 1.85% to just 0.4% per year.

We are able to point to our accomplishments because we are resolute and strategic about protecting and strengthening the academic mission.  In seeking efficiencies from our units, we have adopted the following principles:

· Protect and invest in our core educational and research activities
· Remain competitive for the best faculty/staff/students

· Leverage our size and scale

· Maintain high quality essential services

· Eliminate duplicate and lower priority activities

· Shift costs from the General Fund to other funding sources, where appropriate

· Avoid short-term reductions that will raise costs or undercut quality in the long-term

· Introduce centralization and greater sharing of resources in cases where this will result in higher quality services and/or more effective use of high quality facilities

· Consider insourcing and outsourcing, when that leads to improvements in service at the same or lower costs

· Take advantage of advanced technologies to achieve efficiency of operations

These principles have directed us to pursue a broad range of strategies to achieve cost reductions and long-term efficiencies in our operational areas.  
Phase I: Fiscal Year 2004 through Fiscal Year 2009
Our General Fund cost containment efforts have continued unabated since FY2004, and we have reduced (or avoided) recurring General Fund expenditures by over $135 million from the start of that effort through FY2009.  This equates to an average of over $22 million per year for each of the six years.  During this time period, we focused much of our cost containment efforts in seven key areas, including purchasing, energy efficiency, health benefits strategies, leveraging information technology, other revenue sources, greater productivity of staff and more efficient utilization of space and facilities.  

Phase II: Fiscal Year 2010 through Fiscal Year 2012
A few years ago, we announced a goal of achieving an additional $100 million in General Fund reductions, cost avoidance, and reallocations by the end of FY2012.  This equates to an average of over $33 million per year in each of the three years, significantly more than the prior six years due to the anticipation of the large reduction in the University’s state appropriation.  Through disciplined management and effort across the campus by faculty, staff and administrators at all levels of the organization, we are on our way toward meeting that challenge and will actually exceed this goal by the end of FY2012. 
With a continued primary focus on lowering operational costs, changes have involved a deeper effort in the seven areas listed above and have included further health care cost containment, energy purchasing strategies, reduced energy usage across campus, consolidation of our central IT units, facilities maintenance restructuring, travel and hosting reform, and improved procurement processes and pricing.  In FY2012, we need to move deeper in the academic enterprise for cost savings and can no longer primarily rely on savings in administrative units.  For example, efforts are under way to examine our investments in centers and institutes, taking a hard look at their value, and scaling back or even closing them where appropriate.  We also are taking action and reducing costs in academic administrative units; one example is the Office of Examinations and Evaluations, whose essential functions will be absorbed by the Registrar’s Office.  We must take these steps carefully so that we can continue to protect the excellence of the academic enterprise, invest in our highest priorities and ensure accessibility for our students.
Phase III: Fiscal Year 2013 through Fiscal Year 2017

Our work at cost containment must continue.  Between FY2013 and the end of FY2017, we plan to achieve additional General Fund reductions and reallocations of $120 million.  This equates to an average of $24 million per year in each of the five years.  
We are in the process of planning longer-term efforts that will contribute to this goal by enhancing revenue and achieving additional operational efficiencies.  Suggestions from the Prudence Panel, convened in March 2009 by the Provost's Office, resulted in the creation of five task forces on Best Practices for Centers and Institutes, Creative Staffing and Shared Services, Expansion of Spring/Summer Instruction, Marketing U-M to Non-Resident Undergraduate Applicants and Non-Traditional Educational Programs at U-M.  The recommendations of these task forces have helped shape specific cost reduction and revenue enhancement plans for the long term. 
Our diligence in the purchasing and benefits areas will continue, with additional strategic sourcing opportunities explored and with the recommendations of the Committee on Retiree Health Benefits (CoRHB) implemented.  Additionally, efforts at IT rationalization across the Ann Arbor campus that began early in 2010 will contribute to future-year efficiencies and strategic technology investments.  And, a benchmarking study was completed in late 2009 to begin identifying areas in our human resources, procurement, information technology and finance operations that have the potential for increased efficiency and cost savings, and efforts are underway to further explore these opportunities.
Working to achieve this level of cost containment has been both difficult and disruptive, but necessary.  We plan to continue to find ways to be more efficient in order to manage fixed cost increases and enable investments in financial aid, faculty recruitment and retention, and academic programs.  But, consistently cutting and reallocating at a level higher than our rate of new investment will ultimately have a negative impact on the quality of the institution.  With continued reduction in the level of state support, it will become extraordinarily difficult to continue to provide the same level of financial aid to our students, to keep world-class faculty on the Ann Arbor campus, and to provide the range of innovative educational programs we do today.

Although we are buoyed by our progress, we recognize that the fiscal environment remains volatile.  In particular, the State of Michigan continues to have significant financial challenges and is having to make difficult choices that will significantly impact our State appropriation, and thus the funding environment for the future remains uncertain.  As we carefully position the University to meet future challenges, we will need to continue to collaborate across the University to address our budget challenges and maintain our unwavering commitment to the quality of the institution both inside and outside of the classroom.  While we continue to control costs, our fundamental missions of academic excellence and affordability remain our highest priorities; on this we cannot and will not compromise.  This generation of students expects their Michigan education to be the same quality and deliver the same positive impact in their lives as all those who have come before them, and our job is to deliver on that promise.
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Over the last eight years, the University of Michigan has demonstrated remarkable resilience in the face of intense financial pressures.  On the revenue side, we have seen an unprecedented decline in our state appropriation.  After flat or declining appropriations in seven of nine years, the FY2012 General Fund budget proposal incorporates a $47.5 million reduction in our state appropriation, the largest cut in the history of the University.  This reduction puts the Ann Arbor campus’ appropriation at $268.8 million, slightly more than the amount received in FY1991 and over $90 million lower than the amount that was appropriated in FY2002, in nominal dollars (over $165 million lower in inflation-adjusted dollars).  In fact, if inflation is taken into account, the FY2012 appropriation is equivalent to what the university received in FY1964.  The continued and significant reduction in state support has necessitated aggressive cost containment to preserve the strength of the university.  Our cost containment efforts have not only enabled us to fund mandatory cost increases, but have also make it possible for us to make strategic investments in faculty, facilities, and students, including very large investments in need-based financial aid. 

On the cost side, we have seen sharp increases in both energy and health care expenses as well as the need to compete directly for faculty and students with well-endowed private universities.  Despite these pressures, the University of Michigan has continued to mount competitive salary programs, invest heavily in financial aid, launch significant new initiatives and achieve notable success in recruiting and retaining excellent faculty.  

A key to our success during this difficult period has been our ability to contain costs, reduce expenditures and reallocate expenses within the General Fund budget.  The University’s ability to invest strategically in our future requires us to aggressively focus on cost containment as part of our annual budget/planning process.  Thus, we incorporate an assumed level of reduction and reallocation (typically 1-2% of the budget) in each year’s General Fund budget proposal.

During recent times, this aggressive approach to containing costs and optimizing the use of limited revenue has been essential in order to innovate, invest in and advance the excellence of the institution.  More specifically, our cost containment efforts have enabled us to:

· Keep a U-M education affordable by investing in student financial aid

The ability of admitted students to attend the University without regard to family financial circumstances remains a top objective.  Recent actions by the State to eliminate the Michigan Promise Scholarship and significantly reduce funding for the Michigan Competitive Scholarship have challenged our financial aid budget situation.  Nevertheless, the longstanding policy of the University of Michigan – Ann Arbor to meet the full demonstrated financial need of all of its Michigan resident undergraduate students has not been compromised even in these times of constrained resources.  
The FY2012 budget recommendation includes an increased General Fund allocation of $8.2 million and an additional increase of over $3 million from other sources, for a total increase of $11.2 million in centrally awarded financial aid.  The majority of this funding ($9.2 million) is for need-based aid for undergraduate students, an 11% increase in that budget.  In fact, improvements in operating efficiency have enabled the University to achieve double-digit percentage increases in the central undergraduate financial aid budget in six of the last seven years, even while support from the state has been deteriorating.  This year’s financial aid investment is sufficient to cover the full increase in the cost of attendance (tuition and fees, housing) with grant aid for undergraduate students with financial need, resulting in no increase in packaged loan burden for those students, a significant accomplishment given the magnitude of the reduction in our state appropriation.
We continue to look for non-General Fund sources of revenue to enhance our financial aid programs. The President’s Donor Challenge and the accompanying matching program raised over $72 million in endowment for need-based undergraduate financial aid, adding significant resources to this priority starting several years ago.  The academic units also provide significant funding from multiple sources for undergraduate scholarships and graduate student support, the former reducing dollar-for-dollar the loan amounts for our students. 

· Maintain the excellence of the university by recruiting and retaining top faculty

The quality of our faculty is one of the most important factors contributing to the success of our academic enterprise.  Even though some of the institutions that we compete with for faculty have experienced financial difficulties, we continue to face recruitment and retention challenges.  The institutions we compete with most often for faculty include Harvard, Stanford, Yale, Berkeley, and Duke, to name a few.  

The recruitment and retention environment remains highly competitive.  The University of Michigan – Ann Arbor has one of the nation’s most outstanding faculty, and over the past six years there have been more than 680 documented cases in which another university has made an offer to a University of Michigan faculty member.  We have won nearly 60% of these retention battles.  In addition, the University has recruited over 500 faculty members away from other leading universities during that same six-year timeframe.

Several years ago we began our initiative to hire 100 new faculty members in a deliberate attempt to reduce our student/faculty ratio over the next several years and to ensure our competitiveness by fostering key interdisciplinary areas of education.  Last year, that investment was expanded to include an additional 50 faculty positions; enhancement of undergraduate teaching has been a key criterion used in allocating these 50 positions.  These investments have been protected in our budget and will also enable us to further enhance the students’ academic experience through a reduced student/faculty ratio and smaller class sizes that are closer to those of other top universities.

· Enhance the student learning experience 

Providing Michigan students with new venues, new perspectives and new opportunities to learn and engage is the essence of our work as a university.  Innovation in teaching and research are critical elements of a top university, and no university can keep up with the rapidly evolving needs of our students and society without new and innovative academic initiatives.  

Recent investments include new degree programs in informatics and public policy as well as new and improved residence halls.  We are also making greater opportunities available through the Undergraduate Research Opportunities Program (UROP), which pairs undergraduate students with faculty members who involve them directly in their research projects.  Students who participate in this program are more engaged in their education, more proactive in networking and seeking opportunities here and off campus, and more likely to go on to graduate or professional school.  Many participants cite UROP as the single most important activity they engaged in during their first two years on campus.  In addition, the university recently dedicated funding to support student entrepreneurial projects.

Other strategic investments in the FY2012 budget include enhanced global initiatives for both undergraduate and graduate students in the Ross School of Business; continued expansion of the Library’s collections budget to insure that the collection maintains its current value and distinction; upgrades to learning technology across campus; and incremental programmatic support for the Life Sciences Institute (LSI), which provides a unique multi-disciplinary and collaborative culture for the next generation of scientists.
Cost Pressures at Research Universities

The cost of doing business at a university follows a higher trajectory than it does in the rest of the economy, and research universities are especially subject to cost increases beyond the normal forces of inflation.  We can identify four factors contributing to cost increases that have significant impact at a top research university like the University of Michigan.

(1) Teaching and research are more labor-intensive than most activities in the economy, and it is generally the case that the costs of labor rise faster than other prices.  In addition, UM is engaged in a fierce national competition for faculty and high-level professional staff with elite private universities who have very substantial resources that they can bring to bear on recruitment and retention.  Consequently, the University’s costs for salary and benefits (which make up 66% of the most recent fiscal year’s expenditures) tend to consistently grow at a rate that is higher than inflation.

(2) Universities make substantial investments in a broad range of new technology and facilities in order to conduct leading-edge research and prepare students adequately for careers in a full spectrum of fields.  These are costly investments that typically do not reduce costs, increase revenues or create efficiencies – although they are essential to providing a work-class education to tour students and to enabling our faculty to conduce ground-breaking research.  Companies, by contrast, make technology investments that support their business and create efficiencies or enhance revenue flow.  One instructive example is the recently completed Lurie Nanofabrication Facility.  This cutting edge cleanroom facility cost the University nearly $50M to construct and another $25M to equip.  It delivers a superior technical capability to our faculty and students, as well as to regional businesses, allowing them to operate at the frontier in this area.  Only one or two other research universities can boast a facility that rivals this one, so it not only advances the academic work on our campus but it also helps us attract excellent faculty and students to the University and high tech businesses to our region.  For those academic reasons, it is well worth the significant investment; however, the facility will not substantially add to revenue or reduce costs for the University.

(3) The volume of activity (both research and instruction) continues to rise, further driving up costs.  Since 2003, the number of students at the University of Michigan – Ann Arbor has grown by nearly 7%, and U-M’s volume of research expenditures has expanded by over 50% to a record high of $1.1 billion in FY2010.  This growth leads to commensurate expansion of work and infrastructure needs.
(4) Beyond the growth in levels of activity, it is important to recognize that the sum of human knowledge and creative expression grows every year.  The University, unlike most private enterprises, has an obligation to preserve the past as well as to invest in the future.  We must provide museums, libraries, and laboratories as well as classrooms.  The costs of museums and other repositories of knowledge grow in part because their collections grow, and the cost of staying on the cutting edge is always high.  For example, the University Library contains one of the nation’s finest collections, a collection that serves as a crucial resource for our faculty, students and public in the State of Michigan.  To maintain the value of this collection, we must retain its current content and add new knowledge and materials each year.  To accomplish this, it has been necessary to increase the annual budget for Library collections by nearly 20% since fiscal year 2004.
U-M Cost Containment Principles 

The practice of reducing General Fund expenditures by 1-2% each year to enable innovation and to moderate tuition increases is one that we intend to continue in our future budgetary planning.  However, consistently cutting and reallocating at a level higher than our rate of new investment could jeopardize the quality of the institution and requires careful monitoring.  In seeking efficiencies from our units, we have adopted the following principles:

· Protect and invest in our core educational and research missions

· Remain competitive for faculty/staff/students

· Leverage our size and scale

· Maintain high quality essential services

· Eliminate duplicate and lower priority activities

· Shift costs from the general fund to other funding sources, where appropriate

· Avoid short-term reductions with long-term cost and/or quality implications

· Introduce centralization and greater sharing of resources in cases where this will result in higher quality services and/or more effective use of high quality facilities

· Consider insourcing and outsourcing, when that leads to improvements in service at the same or lower costs

· Take advantage of advanced technologies to achieve efficiency of operations

These principles direct us to pursue a broad range of strategies to achieve cost reductions and long-term efficiencies in our operational areas.  Within the academic enterprise, these principles direct us to take actions, like the elimination of duplicate activities and the better alignment of high-end facilities with campus needs, which create efficiencies while avoiding negative impacts on teaching and learning.  

Cost Containment Strategies and Approach

Below is a summary of our cost containment strategy and approach, organized into three phases of effort.
Phase I: Fiscal Year 2004 through Fiscal Year 2009

We successfully reduced recurring General Fund expenditures by over $135 million, reallocating some savings to our highest priorities.  This equates to an average of about $22 million per year for each of the six years.  Much of our cost containment efforts during this period of time were focused on seven areas.  Additional detail on the efforts to date in each of these seven areas is available in the Appendix.
1. Purchasing:  Examples 

· Using the University’s scale as a purchaser to negotiate strategic supplier contracts with favorable pricing

· Renegotiating existing contracts with better terms

· Choosing to self-insure in select areas so as to achieve the full financial benefit of risk-reduction programs and investment opportunities with insurance reserves

The University of Michigan is a major purchaser of a wide variety of products, and due to our scale, vendors find the University to be an attractive customer, allowing us to negotiate with preferred vendors in a number of different areas.  Since 2000, the Strategic Supplier Program has grown from 18 suppliers to over 170 suppliers.  Some of the benefits of these contracts include improved pricing (ranging from 2-12 percent reductions in price), streamlined administration, and cash rebates for quick payment. 
We have also reviewed organizational structures and processes – and made adjustments where necessary – in order to streamline the procurement process.  Back in 2005, the Procurement area embarked upon a reorganization initiative aimed at streamlining the purchase of goods and services, reducing overall costs to the university and improving services.  Among other things, this led to the closure of MStores, saving $1.1 million (all funds) to the university and the restructuring of the Print/Copy/Mail, which led to $255K in salary savings.  In 2009, we began restructuring Accounts Payable and the unit is in the beginning phases of implementing two new technology solutions which are expected to lead to significant cost savings.
We have also chosen to self-insure in select areas, including health benefits and risk management, so as to achieve the full financial benefit of risk-reduction programs and investment opportunities with insurance reserves.  
2. Energy Efficiency:  Examples
· Putting in place efficient campus systems using regional planning to produce steam, electricity and chilled water

· Constructing new buildings and retrofitting existing facilities so as to achieve a high level of energy efficiency

· Encouraging positive behavioral changes to reduce energy consumption through building by building energy audits

With an ongoing demand for energy across campus, a multi-pronged approach has been taken to control energy consumption and corresponding costs.  A 1% reduction in utility usage translates to more than $1 million (all funds) in annual savings for the University.  Constant efforts are made to control utility costs through the installation of new campus systems, retrofitting existing facilities to achieve efficiencies, and encouraging behavior changes among faculty, staff and students.

The University adopted LEED Silver certification in FY2010 as its standard for all major new construction projects and has developed regional chilled water systems in strategic locations across campus.  The district cooling systems conserve energy and water while reducing operating and maintenance costs versus traditional, stand-alone cooling systems.

From 1997 to 2007, the Energy Star program served as a strong foundation for the next phase of our energy conservation activities.  One of the primary activities that was born from the Energy Star program is Planet Blue, where teams of energy engineers are actively engaging building occupants across campus by educating them on “best practices” for environmental and energy conservation and ways to reduce consumption.  The University is seeing significant savings and cost avoidance in this area due to reductions in energy usage; details can be found in the Appendix.
3. Health Benefit Strategies:  Examples
· Putting programs and incentives in place to improve the overall health of our community 

· Aligning our benefit offerings with the market and ensuring the appropriate level of cost sharing with the employee

· Structuring our plans to result in optimal utilization of health care, including the use of incentives

The University has implemented significant cost containment/avoidance strategies over the past several years in the health benefits area, including carving out the prescription drug plan, negotiating a new Pharmacy Benefit Manager Contract, adopting new strategies for health plan co-premium sharing aligned with market trends, and increasing the use of generic prescriptions.  The University’s overall health rate increase has been significantly below national trends as a result of these efforts.

At the same time, multiple strategies are being operationalized to support the improvement of health for employees and dependents, specifically through the MHealthy program. 
Additional information on our health benefits cost containment strategies can be found in the Appendix and on our Benefits Stewardship website at:  http://www.benefitsstewardship.umich.edu/
4. Leveraging Information Technology:  Examples
· Using technology to create business process efficiencies

· Creating robust business intelligence tools to enhance data driven strategic decision-making

The University is leveraging technology to contain costs, improve performance, and support strategic decision-making.  Technology-enabled business processes have helped us to reduce our administrative costs and simultaneously increase our research base and student enrollment.  In a later section, we will discuss increased staff productivity.  Information technology is one of the important factors that contribute to this productivity growth. 

There are many different efforts to use technology to better leverage the University’s academic, research, financial, physical, and human resources, including reducing the need for paper copies and manual data entry, streamlining business processes to reduce staff time in routine information handling and eliminating duplication of effort, and enabling more effective advanced information processing, with increased efficiencies and decision-making.  Examples of efforts in each of these areas can be found in the Appendix.
5. Other Revenue Sources:  Examples
· Utilizing gift funds and investment proceeds to relieve the General Fund

· Increasing external research support through investments in strategic areas 

· Developing more effective partnerships with business and industry 

The University has multiple revenue sources that reside outside the general fund including research funding from external sponsors (mostly federal), gift funds and endowment payout, and funding that comes from auxiliary activities such as patient care.  It is often the case that these other funding sources can be used to support current activities or important new initiatives that would otherwise be costs to the general fund.  We have worked hard to identify strategic approaches to using non-General Fund sources for our academic enterprise and enable it to thrive at the same time that we contain costs on the General Fund.  
6. Greater Productivity of Staff

· Constantly reprioritizing effort, reallocating resources and improving overall productivity levels – doing more with less

There are efforts at every level of the institution to make staff more productive through use of technology, streamlining of administrative processes, re-organization of staff efforts, and conversion of staff positions to seasonal appointments reflecting the academic calendar.  As just one of many examples, within the student services area, we have implemented more effective waitlist processes to be sure classes are filled to their intended enrollments.
Since 2003, total headcount enrollment has grown by nearly 7%.  And, U-M’s volume of research expenditures has expanded by 50% since FY2004 to a record high of over $1.1 billion in FY 2010.  At the same time we have been facing significant fiscal challenges, requiring use to seek out efficiencies from our faculty and staff.
7. More Efficient Utilization of Space and Facilities

· Adding stricter criteria and discipline to the prioritization of major capital projects

· More fully utilizing classrooms and other instructional spaces

· Campus-wide sharing of high technology facilities

In February 2007, the University of Michigan launched a formal Space Utilization Initiative to plan and manage facilities more effectively to contain operating costs and to better meet the University’s academic and research mission and needs.  The Initiative was established to focus specifically on General Fund facilities on the Ann Arbor campus and to explore all types of space, including instructional, research, and administrative.  One example outcome of the Space Utilization Initiative has been a significant increase in the number of classrooms that are centrally scheduled, leading to better utilization.
The combined Space Utilization Initiative and new capital projects process are significant contributing factors (though not the only factors) to a slowdown in building growth on the Ann Arbor campus over the past few years.  Following a decade of nearly 2% average annual growth in General Fund square footage, a stated goal of the Space Utilization Initiative was to contain annual building growth rate to no more than 1% going forward.  In the four years since the Initiative began, General Fund building growth has slowed to an average of 0.4% per year.  By slowing building growth, the University has avoided approximately $462 million in one-time capital costs and over $18 million in estimated recurring facilities operating costs through more effective and creative utilization of existing space and a more strategic approach to campus expansion.
 

Phase II: Fiscal Year 2010 through Fiscal Year 2012
Several years ago, we announced a goal of achieving an additional $100 million in General Fund reductions, cost avoidance and reallocations by the end of FY2012.  This equates to an average of over $33 million per year in each of the three years (FY2010, FY2011, FY2012), significantly more than the prior six years due to the anticipation of the large reduction in the University’s state appropriation.  Through disciplined management and effort across the campus by faculty, staff and administrators at all levels of the organization, we are on our way toward meeting that challenge and will actually exceed this goal by the end of FY2012. 
With a continued primary focus on lowering operational costs, changes have involved a deeper effort in the seven areas listed above and have included further health care cost containment, energy purchasing strategies, reduced energy usage across campus, consolidation of our central IT units, facilities maintenance restructuring, travel and hosting reform, and improved procurement processes and pricing.  In FY2012, we need to move deeper in the academic enterprise for cost savings and can no longer primarily rely on administrative units.  For example, efforts are under way to examine our investments in centers and institutes, taking a hard look at their value, and scaling back or even closing them where appropriate.  Our centers and institutes are extremely important in enabling cross-disciplinary work in cutting edge areas, and they add great value to our institution.  Nevertheless, when they are successful at achieving their goal of creating a cross-disciplinary community of students and faculty, it may be possible for work to continue without full-scale, dedicated center resources.  We are reducing center and institute funding by nearly $2 million in the FY2012 budget and will need to carefully monitor the impact this has on our interdisciplinary activities across campus.  We also are taking action and reducing costs in academic administrative units; one example is the Office of Examinations and Evaluations, whose essential functions will be absorbed by the Registrar’s Office.

Additional efforts will be taken this year to reduce costs and improve efficiency in the academic units, including reduced travel budgets, retirement buyouts and not replacing departing staff.  Some reductions may directly impact students.  For example, several academic units will be offering lower enrollment courses less frequently, and some units will suspend planned investments in their programs.  As much as we seek to protect the academic enterprise, tough decisions must be made.  At the same time, we need to be careful that we do not jeopardize the quality of the academic experience, and so we are making these decisions only after very careful analysis

Examples of specific actions taken or in process during Phase 2, along with approximate General Fund savings, include:

· Health benefits and retirement savings restructuring:  ~$10 million

· Advanced energy purchase:  ~$6 million

· Consolidation of central IT units:  ~$7 million

· Procurement initiatives:  ~$17 million

· Facilities maintenance restructuring:  ~$3 million

· Building services OS1:  ~$2 million

· Travel and hosting reform:  ~$1.5 million

· Dependent eligibility audit:  ~$0.5 million

· Planet Blue / energy efficiency:  ~$5 million

· Targeted reductions:  ~$5 million

· Additional reductions to units:  ~$50 million
Phase III: Fiscal Year 2013 through Fiscal Year 2017

Our work on cost containment must continue.  Between FY2013 and the end of FY2017, we plan to achieve additional General Fund reductions and reallocations of $120 million.  This equates to an average of $24 million per year in each of the five years.  
We are in the process of planning longer-term efforts that will contribute to this goal by enhancing revenue and achieving additional operational efficiencies.  Suggestions from the Prudence Panel, convened in March 2009 by the Provost's Office, resulted in the creation of five task forces on Best Practices for Centers and Institutes, Creative Staffing and Shared Services, Expansion of Spring/Summer Instruction, Marketing U-M to Non-Resident Undergraduate Applicants and Non-Traditional Educational Programs at U-M.  The recommendations of these task forces have helped shape specific cost reduction and revenue enhancement plans for the long term. 
Our diligence in the purchasing and benefits areas will continue, with additional strategic sourcing opportunities explored and with the recommendations of the Committee on Retiree Health Benefits (CoRHB) implemented.  Additionally, efforts at IT rationalization across the Ann Arbor campus that began early in 2010 will contribute to future-year efficiencies and strategic technology investments.  And, a benchmarking study was completed in late 2009 to begin identifying areas in our human resources, procurement, information technology and finance operations that have the potential for increased efficiency and cost savings, and efforts are underway to further explore these opportunities.

A tentative list of out-year cost containment and revenue enhancement activities, along with approximate General Fund savings for Phase 3, include:

· IT rationalization:  $15 - $20 million

· Increased revenue opportunities:  $20 million - $40 million

· Strategic sourcing:  $5 - $10 million

· Administrative services transformation:  $6 - $9 million

· Retiree health benefits:  $1 - $3 million

· Additional reductions to units:  $40 million - $60 million

Conclusion
Working to achieve this level of cost containment has been both difficult and disruptive, but necessary.  We plan to continue to find ways to be more efficient in order to manage fixed cost increases and enable investments in financial aid, faculty recruitment and retention, and academic programs.  But, consistently cutting and reallocating at a level higher than our rate of new investment will ultimately have a negative impact on the quality of the institution.  With continued reduction in the level of state support, it will become extraordinarily difficult to continue to provide the same level of financial aid to our students, to keep world-class faculty on the Ann Arbor campus, and to provide the range of innovative educational programs we do today.
Our achievements in cost containment, reduction and reallocation, described above, have been key to the success of the University over the past eight years and its continued success going forward.  Our approach has been comprehensive, involving every aspect of our business and every unit within the University.  The results have allowed us to invest in and advance the core academic missions of research and teaching during a period of significant constraint, retaining our position as one of the world’s very best public universities.  
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� Excludes the purchase of the North Campus Research Complex in June 2009







1

