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Dear Colleagues and Friends of the University of Illinois:

The University of Illinois is complex, consequential, and rich in history. We
have high aspirations and important work to do. And we have the capacity not only to
maintain our standing as a great American university, but to create a brilliant future.

I believe that the University of Illinois is an asset of extraordinary value in
creating a prosperous future for the people of Illinois, the nation, and the world.
Educated people and knowledge from research that creates new industries, companies
and jobs are the wealth of the new economy. At the University of [llinois, we educate
people and create new knowledge on a large scale, with excellence.

Creating the prosperous future we all desire requires leadership and our
continuing efforts in carrying out the Compact between the University and its partners.
As I have previously mentioned, the [llinois Compact is comprised of the State of Illinois,
through its elected leadership and taxpayers; students and their families who both help
underwrite the cost of education and benefit from it; the faculty-led research and
scholarship enterprise; generous donors who provide a margin for excellence; and
attentive leaders, such as the Board of Trustees and top administrators, who govern and
manage the enterprise and who strategically reallocate and redirect resources for optimal
benefit.

Over the past year, the University of Illinois’s campuses and their operating units
worked at a rapid pace developing ambitious and creative plans for a brilliant future. As
resources are a necessary (but not sufficient) condition for excellence, funding requests
for some of the strategic initiatives developed within these plans are included within the
Strengthen Academic Quality component of the FY 2008 operating budget request.
Resource requirements for other strategic initiatives will be outlined in subsequent budget
requests as the campuses and their respective operating units progress in the execution of
their plans.

Urbana e (217) 333-3070 * Fax (217) 333-3072 ¢ E-Mail: bjwhite@uillinois.edu
Chicago ® 1737 West Polk Street ® Chicago, Illinois 60612-7228 ¢ (312) 413-9097
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In the pages that follow, we describe in detail the initiatives that are most
important to us as we look ahead to FY 2008. In the operating budget, our greatest needs
are to:

e Strengthen academic quality through competitive compensation
programs, addition of new teaching and research faculty, academic
program enhancements, and other strategic initiatives ($70.1 million).

¢ Address facility operations needs through support for operations and
maintenance of new facilities and enhanced facilities maintenance support
($6.3 million).

o Meet inflationary and other cost increases due to payroll costs (e.g.,
Medicare, Workers’ Compensation, Legal Liability) and price increases
for utilities, the library, technology, and other increases specific to higher
education ($24.6 million).

These proposals total $101.0 million, representing an 8.06 percent increase over our
FY 2007 base operating budget (state appropriations plus income fund).

In the capital budget, our challenges are compounded by the fact that we have an
aging physical plant, and we have received no capital appropriations for the last three
years. From numerous projects across the three university campuses, we have identified
our ten highest priority capital projects. Our top two priorities are Repair and Renovation
($21.47 million) and Deferred Maintenance ($20.1 million). In priority order, the
remaining projects are: Lincoln Hall Remodeling ($53.1 million); College of Medicine
Rockford ($14.25 million); Dentistry Modernization / Code Compliance ($20 million);
South Farms Realignment ($43 million); Advanced Chemical Technologies Inflation
($20 million); Electrical & Computer Engineering Building ($42 million); Brookens
Library Renovation (88 million); and Medical Sciences Building Modernization ($20
million).

Thank you for the opportunity to present our budget needs for FY 2008 to the
State of lllinois. If you have questions, please do not hesitate to contact me or my staff.

Sincerely,

oseph White
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INTRODUCTION

Ove rvieW } Since its inception in 1867 as one of the nation’s original public land grant
universities, the University of Illinois has witnessed significant periods of change
and growth. From the “Illinois Industrial University’s” first day of instruction in
Urbana in 1868, to the opening of the Chicago Circle campus in 1965 and its
subsequent consolidation with the University’s Medical Center in 1982 to create the
University of Illinois at Chicago, to the addition of the Springfield campus in 1995,
the University has evolved and adapted to become one of the world’s great
institutions of higher education with three campuses sharing a common name,
mission, governing body, senior leadership and unwavering commitment to

academic excellence.

v Knowledge is the most significant economic and social force of the 21* century and
The University must higher education will see its importance and influence grow in the coming decades.
have a clear strategy in  However, as in other industries and sectors, extraordinary, rapid change has become
place. a constant. This dynamic environment provides challenges and for a great public

research university like the University of lllinois, opportunities as well.

The challenges and opportunities facing the University of Illinois grow out of the
changing environmental forces acting upon it. A few of the key forces include the

following:

* Aggressive competition (nationally and internationally) for students, faculty,
resources and reputation from both traditional and non-traditional providers
has created a fluid educational marketplace which threatens to erode the
quality of the University’s academic programs.

* The growing demands for education, technological innovation in educational
design and delivery and economic development through technological
commercialization create high levels of opportunity as well as a challenge for
the University. In particular, the market for on-demand education has
expanded rapidly.

® There has been a sea change in the traditional model for financing public
higher education in Illinois and across the nation. In particular, the significant
shift in how the University is funded over the past few years has brought into
stark contrast the alternative futures that it could face, ranging from a slow
decline to excellence.

September 2006 Page 1
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The leadership of the
University is
committed to making
tough-minded
reallocation and

reduction decisions.

Perhaps more than any other innovation, the ongoing revolution in information and
communication technologies has the potential to transform higher education and its
contributions to society in education, research, service and economic development.
The University of Illinois is uniquely positioned to take advantage of these
technologies through its established capabilities and excellence in the sciences,
engineering, healthcare, arts and humanities and professional fields combined with
its land-grant mission and global presence. But, to do so effectively and in a way
that does not diminish its core academic strengths, the University must have a clear
strategy in place to fulfill its brilliant future.

The University of Illinois’s impact is substantial and consequential. The University
of Illinois encompasses 550,000 alumni in addition to 70,000 current students and
28,000 faculty and staff. It extends to the citizens of Illinois who helped build this
great institution. It extends to the leaders and practitioners of business, industry and
the professions in this important State and well beyond. And it extends to those who
come to us for first-rate services: patients in our hospitals and clinics, on-line

learners, fire and police training, users of Extension.

Many of these stakeholders care deeply about the state of the University and its
future. Stewardship requires that the University’s leaders—from trustees to
administration, from Foundation to college advisory boards, from active alumni to
entrepreneurial faculty, from tuition payers to taxpayers—share an unshakable
commitment to the value and the values of public higher education, and particularly

to the University of Illinois.

It is clear that a new understanding and an agreement or “compact” to ensure a
reliable flow of resources to maintain and develop the excellence of the University
of lllinois needs to be hammered out. The Illinois Compact comprises five parties,
all doing their part to ensure proper funding for this dynamic treasure, the University
of lllinois. The State of Illinois does its part. Tuition payers and their families—with
proper financial aid—do their part. University of Illinois faculty through the
excellence of their work and their success in winning competitive grants and
contracts do their share. Private donors will do their part and step up as the
University moves towards another capital campaign. Equally important, the

leadership of the University at every level is committed to making tough-minded
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The State of Illinois, as
a valuable member of
the U of | Compact,
must continue to
provide State funding
for the University of

llinois.

reallocation and reduction decisions through good times and bad to ensure the
resources with which we are entrusted are being put to the best and highest use. In
short, the Illinois Compact binds us together in explicit support of the University,

which itself expresses the highest aspirations of the State and its citizens.

The future of the University of Illinois will be built upon the legacy of success
provided by previous generations of faculty, students, staff and other key
stakeholders. To ensure that the University’s future is worthy of its past and present
greatness, it is essential to have a strategic plan that recognizes the extraordinary
changes facing higher education; the opportunities presented by an expanding
national and international marketplace for postsecondary education and training; and
the parallel challenges of an environment characterized by increasing competition
for the best students, faculty, staff and other resources. Creative and innovative
strategies must be developed and implemented through the planning process that
enable the University to successfully compete in this dynamic environment and to
manage the strategic issues that are critical to achieving its vision. Perhaps more
importantly, these strategies must be developed within a cohesive conceptual
construct that recognizes and capitalizes on the distinctive strengths and
contributions of the three campuses (Chicago, Springfield and Urbana-Champaign),
University Administration, University of lllinois Foundation and University of

Illinois Alumni Association toward this vision.

The University of lllinois strategic plan outlines the following four strategic goals:

* The University of Illinois will achieve and be recognized for both academic
excellence and extraordinary education and development of our students.

* The University of Illinois will be the recognized higher education leader in
innovation, quality and service.

® The priorities of the University of Illinois will reflect the most urgent needs of
the State, our communities and the world.

® The University of Illinois will have the resources (people, money and
facilities) required for excellence.

The University of Illinois is a treasure for our State and its people. Butitisa
dynamic treasure, not a museum treasure. It is dynamic because of the transforming

power of education in people’s lives. Today, in the face of new technologies and the
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forces of globalization, a quality education has never been more important in
enabling people to achieve their dreams. We see the growing divide between people
with a good education |people who have bright prospects for their lives' land people
who lack a good education and, as a result, face tough times which are likely only to
get worse. The University of Illinois is a dynamic treasure because knowledge!( 'the
original, cutting edge knowledge that comes from research! 'is the true capital of the
new economy. Land and natural resources still matter in a state’s endowment. But
educated people and knowledge that creates industries to put those people to work
matter more. The University of Illinois is a research powerhouse.

ECONOMIC ENVIRONMENT

The context in which the University of Illinois is requesting funding is important.
This decade has been a challenging one for the State. The nation, and Illinois, had a
significant economic downturn in the early part of this decade. As measured by the
University’s Institute of Government and Public Affairs “Flash Index” in Figure 1,
the Illinois economy had an extended period of contraction (as shown by the shaded
area). Over the past two years the Illinois economy has been expanding

significantly, along with tax revenues.

Figure 1
U of I Flash Index
January 2000 to April 2006
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However even though the Illinois economy has been growing at a pace exceeding
many of the states in the mid-west, its economic growth has been below national
averages. State employment has lagged national averages, manufacturing
employment is 25% below 1998 levels, with overall employment still below the
2000 peak. Trends for the last decade show that Illinois has underperformed
national growth as measured by Gross Domestic Product (GDP) as shown in

Figure 2. While it is possible that this trend may reverse, there is no evidence of this

happening.
Figure 2
Illinois versus National Economic Growth
1998 to 2005
7% - US Gross Domestic Product
6% -
5% -
Illinois Gross State Product

4% -
3% -
2% T T : : : : :

1998 1999 2000 2001 2002 2003 2004 2005

Source: Bureau of Economic Analysis (BEA)

In addition to economic growth weaker than national trends, the State has another
major problem specific to Illinois. The State’s five public pension systems are also
underfunded with a current liability of over $38 billion, a funding ratio of 60% at the
end of FY 2005. State payments to the retirement systems are scheduled to increase
from $1.4 billion in FY 2007 to $3.8 billion by FY 2010. The State faces many
legal mandates and entitlements which require increased funding and has also
determined that health care and elementary/secondary education are the State’s
highest priorities. In sum, there are more high priorities for State funding than
available resources. The result has been limited available funds for direct

appropriations to public universities.

The University of Illinois has faced a harsher financial environment in this decade

than at any time in the last half century. The State appropriation to the University of
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Ilinois from general revenue funds is about $710 million for our day-to-day
operations. Along with student tuition, these funds pay most of our faculty and staff
salaries and wages; heats, cools and lights our buildings; puts books in the libraries;
and equips our classrooms and instructional labs. It is the foundation for our central
mission of teaching, research, public service and economic development. The
University Administration and faculty have worked closely with the Board of
Trustees to address key issues of resource management, administrative

reorganization, tuition and financial aid policies.

During FY 2002, the economic environment and outlook for State revenues changed
dramatically. From FY 2002 to FY 2005, the direct general tax appropriation from
the State declined by more than 16%, representing a loss of $130 million.
Consecutive years of mid-year rescissions totaled over $75 million. In addition to
these direct reductions, the University was faced with over $100 million in
unavoidable expenses such as Medicare payments, utility costs, legal liability costs,
O & M for new buildings, salary increases and contract agreements over the last four
years. The total reductions, redirections and unavoidable expenses facing the
University has been $220 million. Even with the addition of tuition increases, these
reductions placed extreme stress on the University. The impact is felt now and will

be for years to come.

We are proud of the extraordinary accomplishments of the students and faculty of
the University of Illinois, but we must be realistic about the future. The cumulative
effect of cost increases and State budget difficulties during the last dozen years has
significantly eroded the resource base of the University of Illinois. Given those
realities, the University has worked hard to reduce its budget. Principles were
articulated to guide budget reduction steps. The funds from these reductions were
used to protect core missions of the University. However, cost reductions alone
cannot cover the entire burden of reduced State support. Over the next few years,
the University will continue to lose faculty, administrative, professional and support
staff positions. Many, but not all, personnel reductions can be addressed through
attrition and closing vacant positions. The effects of these reductions are serious and
long-lasting. Our ability to compete and sustain quality is severely strained. Cuts of
the magnitude levied in past years will affect the ability of Illinois’ higher education

system to fulfill its mission and meet the expectations of legislators and the general
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public about the quality, scope and scale of programs for which they have come to
expect for Illinois. Stated simply, the University of Illinois is doing everything

possible to protect the quality of its instructional programs.

At the very time in which the number of Illinois high school graduates is rising and

the economic value of a college degree grows annually, budget reductions of these

magnit threaten th i ity’ ity to teach students, er th lity of
Unrestricted agnitudes threaten the University’s capacity to teach students, erodes the quality o

Appropriations for the education provided, limits research productivity, and constrains the frequency
EY 2007 were 1.5% and depth with which the public is served. Understandably, attention has been
greater than FY 2006 focused on the immediate and unavoidable problems that the budget reductions
levels. present. However, it is even more critical for University leaders, legislative leaders
and the executive branch to also assess the long-term impact of these cuts. Illinois’
ability to compete effectively in an information-age economy depends on a healthy,
vital and robust system of higher education. Budget cuts of the magnitude

implemented from FY 2002 to FY 2005 jeopardize each of those qualities.

Illinois has long confronted an array of social and human service funding needs so
large that the State could not fully meet even the most pressing University budget
requirements. Whether in children and family services, human services, corrections,
health care and family services or elementary/secondary education, the list of
fundamentally important but unmet resource needs grows each year and competition

intensifies among agencies with compelling calls for added support.

We are challenged more seriously today than at any time during the last half century.
By working together and making the right decisions we can ensure that Illinois
higher education and the University of Illinois remain respected national leaders for
the quality of programs they provide and for the diversity of students served. By
maintaining State support at a steady level, the University of Illinois can focus on
preserving the already high quality of our core missions of teaching, research, public

service and economic development.

A NEW BUDGET FRAMEWORK

For the University of Illinois, the early 1990s brought diminished State tax support

with two years of outright reductions in combination with general tuition increases
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held to the level of inflation. What has changed substantially from the earlier period
v has been the University’s determination to redirect resources internally. In earlier
Redirection of existing  times, reallocations might have been made on an ad hoc basis to accommodate
resources to meet high  declining support, but with the expectation that the next year’s funding from the
priority funding needs  State would improve. Now, however, the University has a renewed emphasis on the
is an integral and importance of adopting long-term budget planning strategies which include
ongoing part of the redirection of existing resources as an integral component augmenting tax and

University’s annual tuition support. Within the framework of well-developed strategic plans, resources

budget process. have been shifted at each campus from programs of relative lower priority to those
of higher priority. The campuses have undertaken a fundamental reexamination of
the uses of all existing resources and, perhaps most importantly, have concluded a
comprehensive review of their overall academic directions. They have recognized
that the danger of attempting to preserve all existing programs and operations in an
era of fiscal constraint is that none can maintain the excellence and quality achieved

over decades of prudent investment.

The University has recognized the importance of addressing budget requirements via
multiple sources, it is clear that the single most important sources of budget strength
remains State tax dollars and tuition. Direct State support now represents less than
one-fourth of the University’s total operating budget and, in combination with
tuition revenue, represents virtually the entire funding for instructional programs.
Although tuition has supported a larger share of the University’s total budget over
the past decade, it still requires more than a 1.3% rise in tuition to equal a 1.0% loss
in State tax support. The University of Illinois cannot sustain, let alone enhance its

quality without a firm foundation of annual State support.

FY 2007 BUDGET OUTCOMES

For Fiscal Year 2007, State support for the operating budget is 1.5% greater than
FY 2006 levels. Additional tuition revenues were derived from three sources:
general increases for all students, a set of special-purpose increases from which all
income was specifically dedicated to improvement of instructional programs largely

at the professional level and the third year of the tuition guarantee program.
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In 2003, the University of Illinois Act was amended (110 ILCS 305/25) to include a
four year tuition guarantee for new students beginning with the fall 2004 cohort.
The purpose of the undergraduate guaranteed tuition plan is to provide a high degree
of certainty about tuition costs for students and families. The plan applies to all

v undergraduate students enrolled in a baccalaureate degree program on one of the

L three campuses of the University of Illinois. The plan treats every student as part of
Achieving salary

. a cohort defined by the date of entry to the University. Each cohort is guaranteed an
competitiveness for all
employees remains a unchanged tuition schedule for four years.
top priority for
redirected funds. In FY 2007, a total of $37.5 million was redirected through internal reallocations.
The reallocations accomplished over the past decade are outstanding examples of
program advances that are possible when incremental tax and tuition revenues are

coupled with significant internal reallocation.

FY 2007 continued the absence of new State funded capital projects for the
University of lllinois. Our first capital priority is always repair and renovation of
existing facilities on our three campuses. Continued internal reallocations will allow
the University to address the most pressing needs to strengthen our traditional

missions of teaching, research and public service.

The follow