Agendum

Oakland University

Board of Trustees

December 3, 2003

APPROVAL OF FY 2004-05 OPERATING BUDGET REQUEST

FOR SUBMISSION TO THE DEPARTMENT OF MANAGEMENT AND BUDGET

OF THE STATE OF MICHIGAN

A Recommendation

Introduction
Each fall the University is given the opportunity by the State to submit its request for annual operating needs for the following year.  The required Operating Budget Request is attached.  The tenuous State budget situation clearly diminishes the likelihood of any additional resource allocation actions at the State level this year.  However, the operating budget request process gives the University an opportunity to inform the State of its high priority needs as well as highlighting cost containment initiatives in which the University is engaged.  The FY 2005 Operating Budget Request includes:

· A State funding per Fiscal Year Equated Student (FYES) analysis;

· An economic or operating cost increase component; and

· A report on University cost containment efforts (required data).

Budgetary Implications

The request associated with economic factors totals $15,364,364.  This amount is comprised of $12,467,090 for per FYES funding necessary to bring Oakland University up to the average funding per FYES for all Michigan schools excluding the major research universities.  Also included is a request for $2,897,274 to cover a compensation and general inflationary increase. 

Recommendation

RESOLVED, that the Board of Trustees approve the submission of the attached Oakland University FY 2004 - 2005 Operating Budget Request to the Department of Management and Budget, State of Michigan, as representative of the University’s budget needs for the University’s 2004 - 2005 fiscal year.

Attachments

1. FY 2004-2005 Operating Budget Request



Submitted to the President

on__________________, 2003 by



______________________________
Lynne C. Schaefer

Vice President for Finance and Administration 

and Treasurer to the Board of Trustees

Recommended on _______________, 2003

to Board for Approval by

_________________________​​​​​​​​​​​​______
Gary D. Russi

President

ATTACHMENT 1

OAKLAND UNIVERSITY

FY 2004-05 OPERATING BUDGET REQUEST

Operating Budget Request

Cost Containment

October 26, 2003

OAKLAND UNIVERSITY

PROGRAM SUMMARY STATEMENT

FY 2004-05 Operating Budget Request

for Submission to the Department of Management and Budget

of the State of Michigan

Background

Founded in 1957 as an extension of Michigan State University, Oakland University became fully autonomous in 1963, and is now the 8th largest of the 15 public universities in Michigan.  At that time, more than 70 percent of its revenues came from State appropriations.

Today the University has over 16,500 students and is a nationally-ranked, academic institution offering students a personal, high-quality education through flexible class schedules, new facilities, student services, classroom technologies, labs, internships, 

co-ops, research opportunities with corporate partners, and a large number of undergraduate and graduate degree and certificate programs.

As a relatively young but growing University, Oakland’s general fund revenues are dependent almost solely on a combination of State appropriations (40%) and tuition and fees (58%).  Less than 3% of Oakland University’s FY 2004 general operating revenues will come from other sources.  

The University’s evolution from a small, primarily undergraduate liberal arts institution to what it is today has been dramatic and challenging.  One of the most significant challenges has been managing the precipitous decline in State appropriations per Fiscal Year Equated Student and a greater reliance on tuition and fees, particularly since 2001.  

Summary of Request

Oakland University is submitting this Budget Request for FY 2005 to support a record enrollment of over 13,300 Fiscal Year Equated Students (FYES) the 9th consecutive year of enrollment growth.  This year’s request focuses solely on the economic factors impacting the University’s budget.  At the forefront of the economic request is the budget crisis resulting from the significant decline in state appropriations per FYES in recent years. At an appropriation of $3,890 per FYES, Oakland is now well below the State average ($4,710), excluding UMAA, MSU and WSU.  

In addition, an appropriation increase to meet the higher costs anticipated to support existing University programs in FY 2005 is requested.  This includes compensation and a much needed operating support increase of 3%. 

Per FYES Funding
$12,467,090
With the abolishment of the tier structure, which was replaced by a single appropriation per FYES funding floor, Oakland’s per FYES funding has been increased to the current floor of $3,890 for FY 2004. This adjustment meant a return of $1.9 million to the University for 

FY 2004, which the University is very thankful to have received.  However, the current funding structure is inadequate for growing universities like Oakland when it comes to allocating sufficient resources in response to the demands of increasing enrollments.  As previously mentioned, Oakland’s current funding per FYES is well below the State average for all schools excluding the top tier institutions.  At $3,890 per FYES Oakland will receive $820 per FYES less than the twelve-school average.  The main portion of the University’s budget request is therefore to have the appropriation per FYES floor increased to the average level of $4,710.
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Ongoing Operating Support

$2,897,274

A sizable portion of the inflationary cost increases represent collectively bargained compensation increases, which are projected to average 2.6%.  Executive management and senior level administrative staff salaries have been frozen at last year’s level.  The operating support increase will enable the University to provide increases in operating support sufficient to meet the current increase in the Consumer Price Index (CPI-U), and to provide some catch-up in areas that have experienced above average enrollment growth or a pattern of expenditures which have been adversely affected by cost increases above the standard rate of inflation.  The University’s budget request totals $15,364,364 and is summarized in the table below. 
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Oakland University Cost Containment Efforts

Oakland University has taken a number of measures over the last several years to control costs.  A review of FY 2002 HEIDI data reveals that Oakland ranks 10th among the 15 State universities in General Fund Expenditures per FYES.  At a cost of $9,403 per FYES, Oakland is well below the median of $10,745 and further below the $11,027 average of the twelve universities, excluding the three major research universities.  Comparatively, this illustrates that Oakland University is managing its cost very well, most notably during a period of sustained enrollment growth and infrastructure expansion. 

Enrollment increases at Oakland University over the last few years have continued to create cost containment challenges.  Continued growth in the number of students has made it necessary to increase the size of the faculty, and on a much more limited basis, the staff.   Each year, however, the faculty staffing is analyzed and re-aligned based on demand.  In FY 2004 roughly $3 million of faculty salaries from vacant positions resulting from retirements and other turnover was re-allocated among the academic units before any new funding decisions were made.  The same approach has been followed with other employee groups and the University has been able to avoid cost increases by redirecting human resources to areas most affected by growth.

Outsourcing

Outsourcing has become a major source of savings at the University.  While many activities were outsourced prior to FY 2003, past outsourcing decisions have continued to generate substantial savings.

Custodial Services:  One of the more recent outsourcing activities is custodial services to an outside vendor for new buildings opened on campus.  Estimated annual savings are $200,000.

Bookstore:  The Bookstore has been outsourced since FY 1993.  The University estimates savings from this arrangement to generate more than $186,000 in revenue over what would have been earned.  In addition, the University realized annual savings of more than $25,000 by not having to carry Bookstore inventory.  

Central Stores:  The University has outsourced office supplies since FY 1993.  The vendor delivers supplies directly to departments.  Annual savings are estimated at $164,000.

Food Service:  The University has contracted food services since FY 1972.  Under a contract competitively bid in FY 2002, the University receives $250,000 annually in commissions from the vendor.  

Meadow Brook Music Festival:  The University contracts out the management of Meadow Brook Music Festival to the Palace Sports and Entertainment.  Historically, the University operated the Festival at a loss.  The University now receives a guaranteed minimum commission of at least $105,000 per year plus 6% of gross box office revenue over $3 million.  In addition, the Palace paid $450,000 upon signing of the ten-year contract and committed to make $1,750,000 in capital improvements over the life of the contract.  Between the commission, avoidance of an operating loss, amortization of the contract signing bonus and capital improvements, the current revenue picture has improved by approximately $250,000 on a continuing annual basis.  

School of Nursing Partnerships:  Oakland University’s School of Nursing has been very innovative in partnering with local Health Care Delivery Systems.  Currently the School has partnerships with William Beaumont Hospital, St. John’s Hospital, Providence Hospital, Detroit Medical Center and Crittenden Hospital.

Through these partnerships, Oakland’s School of Nursing receives the following:

· Hospitals provide half the salary of a recruiter that goes into high schools and other settings and recruits for the Oakland University School of Nursing 

· Hospitals cover the cost of recruitment brochures

· Hospitals provide the University with donated equipment and disposable supplies

· Hospitals provide $47,000 annually in scholarship funding for nursing students

The annual financial benefit to the University is in excess of $85,000.

Utilities:  Utilities are an area under constant review and focus for savings related to the cost of services received and consumption reduction.  To this end, Oakland University contracted with Viron Energy Services to review energy consumption on campus and make necessary retrofits, replacements, etc. to lower energy costs.  It is estimated that through this contract, Oakland will realize several million dollars of savings on energy.  Disguising the true impact of cost containment efforts in this area have been the continual addition of new buildings, rising prices for some utilities, and steady demand increases over time.  We have recently begun to experience the benefits of improved monitoring and tracking through dedicated energy management personnel and expect very positive cost containment measures in FY 2004 and beyond.  A review of some of the actions taken follows:

	Action
	Savings 

FY 03
	Savings

FY 04
	Savings

FY 05
	(projected)



	Viron Performance Contract
	$439,600
	$450,165
	$462,283
	

	Add’l Lighting & Misc Piping Rev
	      9,000
	      9,000
	      9,000
	

	SEB Chiller/Ice Storage

   Optimization
	      2,000
	    32,000
	    20,000
	

	Automated Energy Metering

   and Information System
	  200,000
	  200,000
	  200,000
	


In addition to the above actions, the University is now purchasing its electrical supply in the open market through contracts with Quest Energy.  These open access purchases are projected to save the University approximately 15% per year or roughly $500,000 for fiscal year 2004.

Health Benefits Changes:  Over the past three years, University employee groups have agreed to pay higher prescription drug co-pays, as well as new co-pays for office and emergency room visits.  Through the Health Benefits Council, with representation from all employee groups, the employee health benefits plans have been restructured to achieve additional savings.  Total estimated annual savings from all of these changes is $860,000.
Going Paperless:  By taking advantage of available technology, the University has been able to save substantial paper, printing and mailing costs.  Monthly financial reports that were previously printed and mailed to departments are now delivered electronically for an estimated annual savings of $50,000.  Beginning this fall, official University communications with students are done through e-mail and the web, including billing, schedule of classes, grades and much more.  This is estimated to save $120,000 per year.

Restructuring/Re-Engineering:  The University regularly reviews staffing levels and configurations, process design and other operational aspects in order to achieve savings.  Some major initiatives over the past several years include reorganizations in Facilities Management and Purchasing, changing the service model in the Graham Health Center, restructuring Information Technology and Student Orientation.  Combined, these efforts have generated savings of over $250,000.

Technology/Telecommunications Savings:  The University renegotiated a telephone switch lease, which resulted in annual savings of $75,000.  Remote dial-in access for faculty and staff has been significantly reduced, for an annual savings of $37,000.

Managing Staffing Costs:   A hiring freeze has been in effect at the University since March 2003, with only a limited number of exceptions granted.  Executive officers, deans and senior academic administrators have agreed to a pay freeze this year.  Several employee groups, including faculty, non-represented staff, police officers and sergeants have agreed to accept a one-time bonus for the current year in lieu of a base salary increase.  These actions are expected to save hundreds of thousands of dollars this year and into the future.
Strategies for Identifying Further Cost Containment Initiatives:  Academic Affairs is currently conducting a rigorous review of all academic programs to identify high cost, low degree producing programs for further study.  An Employee Suggestion Program has been initiated to identify opportunities for process improvements or cost savings.  The Pawley Institute for Lean Management Training, an endowed University program, will be used to help the campus community understand how to eliminate waste from its processes and become even more efficient.
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