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Chairman Madaleno and members of the Committee, I am pleased to join you today in support of the University System of Maryland (USM) Office’s budget.  I want to begin by once again thanking Governor O’Malley and the members of this committee for the support you have provided the University System of Maryland over the years.  We are proud of the productive relationship we have forged with the leadership in Annapolis to advance our mutual priorities.

I will keep my general comments brief and then turn to the issues raised by the legislative analysts and any specific questions you may have.  

Very quickly, I want to outline how the System Office adds considerable value to the USM and the state.  As Regent Florestano noted, the USM Office is essentially the “corporate office” of the university system.  As such, it undertakes the considerable work necessary for the Board of Regents (BOR) to carry out its many mandated governance responsibilities in support of a system that enrolls more than 130,000 students and has some 20,000 employees. These mandated responsibilities include: budget and policy development, strategic planning, senior executive appointments and evaluations, institutional audits and accountability, review and approvals of institutional missions, program and resource development, and budget priorities and allocations.  In addition, the USM Office:
· Manages a $4.7 billion operating budget;

· Oversees a $250 million-plus annual capital program for academic and auxiliary facilities;

· Prepares agendas for BOR meetings and insures BOR actions are implemented; 

· Sets presidential performance expectations and evaluates presidential performance for the BOR;

· Administers the ambitious facilities renewal funding program established by the Board of Regents in 2005;

· Convenes presidents and USM Councils for planning purposes;

· Provides technical expertise and negotiation support to USM institutions to maximize opportunities for leveraging private investment and public/private development projects;

· Advises the board and USM institutions on the most beneficial real property transactions to promote institutional and system growth and development and best practices;

· Manages a $1 billion debt portfolio;

· Maintains a favorable “AA+” bond rating;
· Represents the USM in interface with federal and state agencies;

· Provides leadership at the state and national levels on the major issues facing higher education

As you are aware, in concert with the legislation governing the USM, the System Office is one of the leanest such operations in the country.

· Of the entire USM budget, well below one percent goes to administrative cost at the System Office.  

· That places the USM Office 28th out of 31 such systems in the country, as the following chart indicates.
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At the same time, what we are able to achieve with that small sliver of the system-wide budget is impressive. In some cases, we provide support or coordination to the campuses.  In other cases, we provide the framework for leveraging the combined strength of our institutions. At all times, the USM Office is the primary source of strategic leadership for the entire system and, in many cases, the State of Maryland.  Beyond simply serving our institutions, we bring coherence to the entire system, accomplishing things campuses acting individually could not.  
In the last dozen years, the System Office has increased its capacity to partner with the private sector and the federal government in areas including student housing and research park development and in coordinated collective bargaining activities.  The System Office has also been successful in leveraging the combined assets of the institutions to advance technology transfer activities, increasing external research funding, and securing foundation support to improve teaching and learning strategies for an increasingly diverse student population.   
Major areas of activity undertaken by the System Office to advance the quality of its higher education institutions and serve the needs of the state include the following:
Strategic Plan
As you know, in December, 2010, the Board of Regents approved the USM’s new strategic plan: Powering Maryland Forward - USM's 2020 Plan for More Degrees, a Stronger Innovation Economy, and a Higher Quality of Life.  The plan has—at its heart—two key goals:  First is advancing Maryland toward the state’s established goal of having 55 percent of our young adult population holding an associate’s or bachelor’s degree.  Second is enhancing Maryland’s competitiveness both by promoting R&D, technology transfer, and technology commercialization, and by ensuring the right degree mix, with an emphasis on the STEM disciplines.
In coordination with the USM Office, each campus developed and submitted an implementation plan last year.  Despite the fiscal challenges we face, we are seeing real progress:

· The USM has added more than 1,200 bachelor’s degrees since the plan was approved, well over 10 percent of the way toward our goal of 10,000 more degrees.

· We have awarded more than 200 additional undergraduate STEM degrees, 17 percent toward the goal of 1,280 additional STEM degrees.

· We have increased total STEM enrollment by almost 2,500 students, close to 10 percent.

· We have boosted undergraduate enrollment in STEM teacher education programs by 45 percent over the FY 10 level.

· And we have created more than 30 new start-up companies to date.

Effectiveness and Efficiency
Another example of the value of working as a system is the Effectiveness and Efficiency (E&E) Initiative, which Regent Florestano just mentioned.  E&E—the systematic reexamination and reengineering of both our administrative functions and academic processes—has helped to reduce costs, enhance access, and raise student’s completion rate, while also protecting quality.  To date, we have documented more than $250 million of base budget savings as a result of our E&E efforts. I am certain that without the USM Office working to coordinate this effort, E&E would not have achieved the high level of success and national recognition it has reached.

Educational Partnerships
USM has established ongoing partnerships with school districts throughout the state, with community colleges, with government agencies, and with private entities to better meet the educational and workforce demands of Maryland.  

Thanks to expansive partnerships with community colleges, all USM institutions offer “dual admission” (2+2) programs.  More students—and parents—are recognizing that two years at a community college and two years at a USM institution is a smart, affordable way to go.  With these dual-admission programs, we can be sure that students leave community college with 60 credits and fully ready for upper-division courses on a USM campus.  
The USM Office has played a key role in obtaining several significant grants from the National Science Foundation, the U.S. Department of Education, and other federal agencies. In fact, the USM Office has won more than $30 million in competitive federal grants since I returned to Maryland as chancellor. These grants range from supporting professional development, to improving student mentoring, to promoting STEM education.  Our most recent federal grant supports the Maryland and Delaware Climate Change Education, Assessment and Research—or MADE-CLEAR—project.  This effort, a partnership with Delaware, will create a generation of citizens with in-depth knowledge of environmental issues, as called for under the new Maryland State Department of the Environment graduation requirement in Environmental Literacy

Way2GoMaryland—the USM’s information campaign designed to put more of Maryland’s middle-school students on the path to college—has hosted seven informational events in the past three years, with an eighth scheduled for this spring.  More than 2,000 students, parents, and guardians have participated in previous events, and thousands more are benefiting from visits to schools, our website, and other Way2Go materials.

All these activities—and others—are genuine partnerships.  And the impact and effectiveness of these partnerships are shaped and magnified by the coordination the System Office brings.  

Regional Education Centers
The USM Office also supports the development and management of USM’s two regional centers, the Universities at Shady Grove (USG) and the USM at Hagerstown (USMH).  The centers represent a commitment to partnerships among the USM institutions, special relationships with Maryland community colleges, and close collaboration with the business and civic leaders at the county and state levels.  In addition, they underscore our overall commitment to provide convenient, accessible, affordable educational opportunities to Marylanders.  USG offers more than 60 undergraduate and graduate degree programs from nine USM institutions at one central location in Montgomery County.  Operational responsibility for the USG rests with the University of Maryland, College Park.  USMH offers more than 20 programs from five USM institutions in downtown Hagerstown under the overall direction of Frostburg State University.  

Once again, without the USM Office providing unity of purpose and coordination of effort, these vital centers of education and hubs of economic growth simply would not exist.
Foundation Activities
As you know, the ability to raise revenue from alternative sources—especially private philanthropy—is becoming increasingly important.  Despite the troubled economic climate of recent years, the University System of Maryland Foundation’s federated fundraising campaign has surpassed its goal of $1.7 billion by June 30, 2012 and is closing in on $2 billion.  Through training, capacity building, technical assistance, coordination, and other efforts, the System Office is playing a vital role in the success of these efforts.

Course Redesign / Academic Transformation
The USM is at the forefront of the “academic transformation” movement.  As an “early adopter” of course redesign, we were the first university system in the nation to implement pilot projects that feature active and collaborative learning, with technology and online tutorials, and immediate feedback for students.  Across the board, the pilot projects resulted in improved learning outcomes and higher pass rates, and—in most cases—did so at lower costs. Currently, some 12,000 students are enrolled in redesigned courses. 

Thanks largely to private funding from the Gates Foundation, the Lumina Foundation, and others, the USM System Office is expanding the effort across the state.  We are expanding this effort beyond USM campuses, working with community colleges to replace remedial courses and so-called developmental courses with this new paradigm to boost achievement and retention.

It is imperative that we not only continue to expand our course redesign efforts, but also that we broaden our vision to incorporate other innovative teaching and learning paradigms.  By creating these new paradigms, which employ techniques that speak to this first generation of “Digital Natives”, we can do even more to boost student success, improve retention, and raise completion.

Major Planning Activities
Last year also saw the USM Office coordinate the legislatively mandated study of the advantages and disadvantages of a merger of the University of Maryland, College Park (UMCP) and the University of Maryland, Baltimore (UMB).  While our comprehensive review determined that the disadvantages of a merger outweighed the advantages, we nevertheless saw the need to capitalize on the potential advantages that did exist. 

As a result of the study, the BOR has directed the two institutions to work closely with the System Office to develop a more structured set of collaborations that will 
· better address Maryland’s workforce needs through joint academic programs;

· attract more research funding to the state with collaborative efforts;

· and create more opportunities for technology transfer, and commercialization.  

The bottom line is that students, faculty, and the State of Maryland will all benefit from this new partnership.  In addition, this approach will ultimately serve as a roadmap to greater collaboration among all institutions within USM.  

Conclusion
Under challenging conditions, the system office continues to excel in its mission.
· We are driving the implementation of USM’s new strategic plan to advance college completion and strengthen Maryland’s economic leadership.

· We are fostering collaboration among our member institutions.
· We are focusing the efforts of our intuitions on quality improvements. 

· We are forming partnerships between the USM and the rest of the education community.

· We are working with business leaders to meet workforce needs in a coordinated manner.

· We are generating a better “bottom line” with innovative fiscal stewardship.

· We are helping our campuses increase private fundraising.

· And we are gaining national acclaim for our innovative initiatives matched by few if any other university systems in the nation

All in all, the USM Office provides significant value to the state, the system, and—most importantly—the students we serve.

USMO Response to Recommendations
Page 10 & 11- Since USMO acts on behalf of and for the direct benefit of all the institutions and currently bills institutions for some services, DLS recommends USMO’s fiscal 2013 general funds appropriation be reduced by $4.0M with some or all of the reduction replaced by transfers from the fund balance, reducing system operations, or assessing system administrative costs to the institutions.

USM Response (See Also Appendix 1):

The USM opposes the recommended reduction of $4 million provided in the Governor’s Allowance.  As you can see in the table displayed below, these funds were already reduced in the FY 2012 legislative appropriation of $1,060.4B.  If enacted this reduction would amount to an $8M base cut to the USM.   

The FY 2013 Governor’s Recommended Budget does not restore the FY2012 Legislative Appropriation base budget cut of $4 million.  The increase in the 2013 operating budget of $9.1 million is attributable to the “tuition buy-down” almost exclusively.

University System of Maryland – System Office Reduction

($$ in millions)

	
	FY11 Legislative Appropriation
	FY12 Legislative

Appropriation
	FY13 Governor’s

Allowance
	FY13 DLS

Recommendation

	USM General Funds/HEIF
	$1,056.4
	$1,060.4
	$1,069.5
	$1,053.9

	
	
	
	
	

	Actions taken and recommended:
	
	
	
	

	FY12 Legislative base reduction related to USMO
	
	     ($4.0)
	
	     

	
	
	
	
	

	FY13 DLS recommendation to reduce USMO base
	
	
	
	     ($4.0)

	
	
	
	
	

	FY13 DLS recommendation to reduce USM institutions
	
	
	
	    ($11.6)


*Total includes tuition replacement funds for FY11 – FY13

Additional notes:

1.  The USM took a $4M reduction in FY12.  If this recommendation is accepted in FY13, the cumulative base reduction would grow to $8M.

2.  If this reduction--along with the USM recommended $11.6M reduction--is accepted, the USM will be funded at $1,054B, an amount that is below the FY11 level.  Essentially, all tuition replacement funds will be eliminated.

3.  Institutions continue to struggle with increasing mandatory costs, including rising financial aid requirements, within the Current Services budget.  

4.  The USM is focused on providing access and degree completion towards the 55% degree attainment goal and closing the achievement gap, but these reductions will slow the progress towards these goals and the goals included in the USM Strategic Plan.
Additionally, I think it is important for our legislators to understand that the System Office plays a critical role in the State for all education sectors.  

· The System Office has led the effort in course redesign.  In 2010-2011, building on the success of the initial pilot, the USM, taking advantage of a national leadership award to Chancellor Kirwan from the Carnegie Corporation, funded redesign of an additional 11 courses.  Additionally, in collaboration with the Lumina Foundation, the USM funded a cohort of 10 courses statewide (1 course at a USM institution, 7 courses at community colleges, and 2 courses at non-USM public and/or independent institutions).  These redesigned courses are critical to student success and help control costs in higher education.  The USM is working in coordination with all segments of higher education: Morgan State University, St. Mary’s, private institutions and the community colleges to create economies of scale, student success and shared savings. 

· USM has been critical to making Maryland the acknowledged leaders in the P-20 longitudinal data systems (LDS).  The leadership for this project has come from the System Office without funding as a service to the State.  

· USM staff has developed and led the effort to convert Maryland to electronic transcripts.  This project will allow Maryland to institute reverse transfer policies, articulate transfer credit and is the lynchpin for LDS.  It is critical to the 55% completion goal and the recovery of late career college dropouts.

To be clear, this reduction is a cut to the USM institutions over and above any recommendation adopted to the USM budget.  As I have stated before, due to financial constraints qualified freshmen and transfer students have been denied admission to USM institutions.  Institutions continue to struggle with mandatory costs and unprecedented increase in financial aid appeals. The DLS recommendation to reduce the allowance by $4M will mean further erosion in access and quality and in USM’s ability to respond to state priorities established by the General Assembly. 

Again, I urge you to reject this recommendation and preserve institutional funds to address their existing operating deficits, not add to them.
Page 9 - Chancellor should comment on the practicality of CSU offering programs at USMH and if it can afford to divert resources from its Baltimore campus that could be used to improve student success.
USM Response:
As noted in the analysis, incentive funds are used to reduce the financial risk to a USM institution of bringing a new academic program to USMH.  The CSU Health Information Management and Sports Management programs will receive $50,000 (in total) to implement these programs at USMH.  This 
allows the institution to bring needed undergraduate programs to the Center without diverting resources.  At a time when more undergraduate students are enrolling – an increase of 13.9% over last year – and market demand surveys that demonstrate the need at USMH, the incentive funding is deemed as a prudent 
investment.  Also taken into consideration was CSU's intent to offer the programs during the day which will increase the efficiency of space utilization during times when there are available classroom facilities.  The strong endorsement of area employers in supporting the programs - in both internship and employment opportunities - point to the potential for the programs success.
Page 15 – Chancellor should comment on efforts to strengthen and enhance UMS’ technology transfer activities, including encouraging coordination and collaboration among the research institutions’ technology transfer offices.  

USM Response:

As noted in the analysis, the USM Board of Regents and leadership have increased the USM's focus and efforts on enhancing translational research, accelerating technology commercialization, and fostering multi-disciplinary and inter-institutional collaborations.  The USM sees the Maryland Innovation Initiative as a strong complement to its economic development activities and believes it would help to advance the System’s ability to promote job creation and research commercialization. 

Over the past two years the Board’s Committee on Economic Development and Technology Commercialization has undertaken a number of initiatives designed to strengthen and enhance technology transfer and commercialization opportunities on a System wide basis. These activities include:

· Revising faculty promotion, tenure and sabbatical leave policies to recognize the application of intellectual property through technology transfer

· Tracking institutional progress in the creation  of start-up companies (based on defined tiers that reflect companies generated as a result of university-owned intellectual property as well as companies created through significant university mentoring and support)

· Exploring strategies for strengthening partnerships with the venture capital community and private industry, and

· Instituting a Regents' Entrepreneur of the Year Award

· Monitoring progress on recommendations developed by the Cyber Security Task Force

· Placing greater emphasis on technology transfer outcomes by including technology transfer in the annual reviews of the presidents of the research institutions

· Engaging UB's Jacob France Institute in a study of the economic impact of the USM

In addition to the BOR initiatives discussed above, the USM is also working with the University of Maryland, Baltimore and the University of Maryland, College Park, as part of the follow up to the UMB-UMCP merger study, to develop strategies by which the System’s two largest research campuses can work jointly to promote greater technology transfer and commercialization.  Specific information on the UMB-UMCP plan will be available in March. Areas of focus for the plan are likely to include:

· Mechanisms by which the two campuses can more effectively and collaboratively identify, support, and promote commercially promising research discoveries;
· The expansion of joint programs focused on identifying and supporting translational research;
· The alignment of intellectual property policies and procedures across the two campuses, including the development of streamlined processes for submission, vetting, licensing, etc.;
· The development of joint outreach programs and services aimed at connecting with, and better serving, key constituencies, such as the venture capital community.

As the collaborative technology transfer and commercialization initiatives being planned by the two campuses develop and mature, the USM expects that opportunities to benefit from or participate in the programs, policies, and procedures will be expanded to the other institutions in the System.

Page 15 – Chancellor should comment on the plans for the next capital campaign.

USM Response:

Current focus of the Systems fundraising efforts is to complete the current capital campaign by December 2012.  Those campuses that have completed their campaign have begun to evaluate the resources needed to conduct their next campaigns and to identify the program areas that require growth or improvements.  A dollar goal for the next federated campaign is likely to be determined sometime in FY14.  
Page 17 – Chancellor should comment on the status of steps to address repeat audit findings.

USM Response:

1.  With respect to the repeat OLA finding labeled - ‘Lack of compliance with certain legal requirement and board policies related to the endowment funds”: 
· The legislative requirement to adopt an investment policy was satisfied in September 2011 when the Board of Regents approved a new investment policy. This should resolve the issue identified by the Legislative Auditor.

2.  With respect to the Information Technology audit findings:  The USM Office has taken steps to fully address the two repeat information technology audit findings:

· Concerning access to the wireless network, the USM Office has replaced the wireless network with two separate wireless networks.  The first, a wireless network for guests, called Elkins-Guest, has NO access to the internal network or servers.  The second, an internal wireless network for employees, encrypts all traffic and requires authentication to protect the network from security risks.

·  In addition, the USM Office has taken steps to protect sensitive data for prospective USM students stored in the Application for Admission system.  All application data older than 90 days are now stored offline on CD-ROM.  The process to store these data offline is run on a daily basis.  Further, due to low usage, the web site will no longer accept new applications as of March 1, 2012 and the entire online Application for Admission web site operated by the USM Office will be decommissioned on July 1, 2012.
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Part A.   Fiscal Year 2012 Illustration ($ in millions)

1.  General Funds & HEIF before Legislative Reduction 100 $               1,064.4 $            

2.  Legislative Base Reduction (4) $                  (4.0) $                  

3.  Legislative Appropriation 96 $                 1,060.4 $            

Part B.   Fiscal Year 2013

1.  Start with Legislation Appropriation 96 $                 1,060.4 $            

2. DLS repeats recommendation for base reduction (4) $                  (4.0) $                  

FY 2013 DLS  Revised Base 92 $                 1,056.4 $            

 Other recommendations:

     Governor's recommended tuition replacement 9.1 $                    

     DLS recommended base reduction to USM (11.6) $                

FY 2013 Overall DLS Recommendation 1,053.9 $            

-  To be clear, the $4.0M cut in FY 2012 was not restored in FY 2013.

-  USM took a $4M USMO reduction in FY 2012.  If this recommendation is accepted, the base reduction would grow to $8M.

-  The only new state funding in FY 2013 was the $9.1M for tuition buy down, the difference in tuition from a 5% increase

    to a 3% increase.

-  If this reduction along with the USM recommended $11.6M reduction is accepted, the USM will be at $1.053.9B, an

   amount that is below the FY 2011 level.  Essentially, all tuition replacement funds will be eliminated.

-  Institutions continue to struggle with increasing mandatory costs including rising financial aid requirements within the

    Current  Services budget.  USM is focused on providing access and degree completion towards the 55% degree attainment

     goal and closing the achievement gap.  

-  These reductions mean further erosion in access and quality as well as slowing any movement in the USM and State

    Strategic goals.
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