ATTACHMENT B

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 was 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.  An average enrollment growth of around five percent over the last four years has made it necessary to increase the size of our faculty, and on a much more limited basis, our staff.   Each year however, the faculty staffing is analyzed and re-aligned based on demand.  In FY 2003 $1,500,000 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 2002, 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.  Previously the university outsourced custodial services in the Science and Engineering Building, Recreation and Athletic Center, Biomedical Research Support Facility, and the Lowry Child Care Center.  Custodial services for Elliott Hall and the new School of Education and Human Services Building were outsourced in FY 2001 and FY 2003 respectively.  Estimated outsourcing annual savings are as follows:

· Buildings under contract prior to FY 2001


$102,545 

· Elliott Hall in FY 2001





$  37,725

· School of Education and Human Services in FY 2003
$  63,276

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.  

· Commission earned in FY 2002



$531,000

· Estimated commission for FY 2003



$550,000

· Estimated commission for FY 2004



$575,000

Central Stores:  The university has outsourced office supplies since FY 1993.  The vendor delivers supplies directly to departments.  Estimate of annual savings is $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.  

· Commision FY 2002


$  80,068

· Commission FY 2003 and beyond
$250,000

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 proceeds 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 Crittendon Hospital.

Through these partnerships, the School of Nursing receives clinical placement units for student course work, essential for any School of Nursing without a campus-based hospital.  However, with Oakland University's School of Nursing partnerships, we have been able to offer senior nursing students clinical placement in the area hospital of their choice.

Through these partnerships, Oakland’s School of Nursing has received 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 financial benefit from these partnerships may be summarized as follows:

· FY 2001

$95,505

· FY 2002

$84,360

· FY 2003

$86,775 (more if additional recruiting brochures are needed)

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 follow:






Savings
Savings 
Savings

Action




  FY 02  
  FY 03 
   FY 04 (projected) 

Original Performance Contract
$430,600
$439,600
$450,165

Addl Lighting & Misc Piping Rev
      9,000
      9,000
      9,000

SEB Chiller/Ice Storage

    Optimization


      2,000
      2,000
    32,000

Automated Energy Metering

    And Information System

  100,000
  200,000
  190,000

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 $300,000 for fiscal year 2003.

Other Cost Containment Measures:

· Purchasing:  In FY 2001, the university reorganized the Purchasing Department at an annual savings of $33,350.

· Facilities Management: In FY 2002, the university reorganized the Facilities Management area, producing an annual savings of $55,000.

· Prescription Co-Pay:  Starting in FY 2002, the university increased its prescription co-pay from $2 to $5 at an annual savings of $163,000.  Additional health insurance plan re-design efforts are underway in FY 2003.  We anticipate a reduction in the rate of increase as a result of these efforts.
· Electronic Distribution of Reports:  Starting in FY 2000 and continuing into the future, the Accounting Department no longer mails out monthly reports to the various campus departments.  Instead the reports are made available on line, which results in a savings of $50,000 per year in paper and staff time.
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