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Goodafternoon.I®n here today to talk aboutthe state of research and scholarship at the
University over thepast year, and to discuss the central role tha U-M research can, and mugt
play in therevival of the econony of the State of Michigan.

| view OVPR as bangtheadvocite for what is posibly thelargest congituency on campusb
the research community. Our missionisto promote the discovery and dissemination of
knowledge to ensure tha the highest standards of research integrity are uphdd, and to commit
our inditution to solving the complex problems facing sodety today.

I would like to spend afew momentstalking abouttheresearch landsape at U-M, and wha
we view as some of the problems and oppatunities tha are confronting usin the year ahead.
Youshould have in your packets a summary of our research peformancein FY07that | will
briefly summarize hee.

The University of Michigan continuesto have oneof the largest and mog successful research
opeationsin thecounty. In FY07,theU-M spent $823milliondollarsin suppot of research,
scholarship and the creative arts. This represents aboutonethird of the University® non-hospital
budge. Our research is suppoted primarily by thefedera government, alongwith investments
by the University, indudry, founddions and the State. Research spending grew by 3.3% over the
previousyear, which is satisfactory consdering that federal fundng, which comprises 72% of
thetotal, has been relatively flat for severa years. University suppot Ban extremely important
pat of our success in obtaining externd funding -- accounied for 16% of theyear@ spending,
and indugry sources provided 4.7% of thetotal.

But taking a closer ook, the past funding modd does not give us confidence for continued
growth in thefuture. For example, Federa research grew by only 1.8%in FYQ07, and FY08looks
even more bleak, with therecent budge passageleaving NSF, DoE and NIH funding nearly flat
or even decreased from FY 07, continuing a 4-year trend. Hence, both the past and future trends
suggest nearly flat, or even declining funding for the next year or two, and little elasticity that
would allow U-M to grow significantly into theforeseeable future.

On the other hand, funding fromindugry was up by 15%from the previousyear. While we
do notknowyet if thisrepresents afluctuaion or atrend, it is neverthdess clear tha indudry
research funding 1S elastic, and presents a significant oppotunity for growth of our research
enterprise.

In these uncertain times, OVPR plays avita rolein providing bdlast agang sudden shiftsin
funding directions as well as encouraging new areas of interdisciplinary research that can propd
usinto aleadership role in emerging fields Andwhile thebulk of owr externd suppott isfor the
Health and Natural Sciences, and Engineering, OVPR is equdly committed to suppot research
inthesoda sciences, aswell as scholarship and creative activity in thearts and humanities.

Our primary contributionsto these fields are reflected in our Faculty Grants and Awards
program. In addition to providing bridging fundsfor externdly suppoted butlapsed projects,
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and many other seed programs, it also strongly suppots projects in thearts. Indeed, onethird of
thetotal fundng from this program was directed at suppoting thearts and humanities, athough
the externd funding broughtin by these fieldsisless than 1% of our research volume. OVPR
fundswent to four dozen projects, from modest assistance with the produdion of arecording, to
larger grants that made a paformance, a conference, a publication, or an exhibit possible.

Anothe way that OVPR anticipates emerging opportunities is throughits interdisciplinary
units and inditutes. Satisfying our energy requirements with carbon-neutral, renewable and
secure sources presents wha is possibly thelargest chdlengetha has ever faced humankind.
Establishment of the Michigan Memoria Phoenix Energy Inditute in the Fall of 2006is our
contribution to meeting tha chalenge bringing to bear the diverse disciplines from the naural
sciences, engineering, and the sodal sciences. Both the Nationd and State govenments have
recognized tha the energy chdlengeprovides uswith a uniqueoppatunity to rebuild our
econony throughestablishment of arobug and diverse energy indudry, while also hdpingto
sow down the pace of climate change MMPEI, unde Director Gary Was, has taken aleadership
role across campus and with local indudry, to get theInditute off to arapid start this year.

Amongthe mog significant accomplishments are the securing of the DTE Chair in Energy,
winning amajor DOE grant investigating thefeasibility of plug-in hybrid automobiles, and
suppoting the submission of two largeinterdisciplinary block grant proposls to the Nationd
Science Founddion with energy as thetheme.

In theyear ahead, my office will work to coordinae MMPEI, the Graham Environmental
Sudainability Inditute, and several other related programs to greatly amplify ther individud
impacts. Faculty hiring at both thejunior and senior levelsis a particular focusof our efforts to
significantly strengthen U-M@ profile in areas such as energy storage, congervation, generation,
and human impacts. President Coleman@ recent announe@ment of ourintention to hire 100new
faculty in interdisciplinary areas of research provides a uniqueoppotunity for growth in both
energy and sudainability.

OVPR mug continudly look ahead to anticipae areas where there is a subgantial potential
tha can ensure tha U-M is viewed as the premier research inditutionin thecounty. In thisvein,
we recently informed you of the establishment of the Ingitute for Research on Labar,
Employment and the Econony, or IRLEE. With IRLEE, we are postione to build a significant
resource for anayzing and impacting the future of our changing regiond economies and labor
forces, leading ultimately to our increased influence in the economic directionstaken by our
community.

Looking even further, OVPR is exploring howto grow our already significant strengthsin
research onrare, or orphan diseases. With our rapidly expanding knowedgeof the human
genome, throughthe power of bioinformatics, we have an oppotunity to revolutionize our
ability to cure rare diseases tha have been ignored, yet in thar totality affect large nunmbers of
the popuktion. This buildson our recent hiring program for Pfizer employees affected by the
plant closng oneyear ago. This program, coordinated with the Provog@ office, has markedly
strengthened our efforts in drug discovery, which is key to our efforts at finding cures for orphan
diseases. In FY 07, we have invested significant seed funds to suppot projects tha encourage
high-risk preliminary studiesin this area. We will assess the outcomes of these projectsin 2008
to evaluae thear patential, and perhgpsgrow this effort in theyears ahead.
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One of the exciting features and strengths of U-M isits decentralization. This alows for great
idess to bubblke Grom the groundupQwithoutundueinterference by administrationswhich are
often ill equipped to make effective decisonsabou the best future oppotunitiesin research.
Unfortunaely, the decentralized modd can also work agang us Thisis paticularly truein areas
where large, complex, and expendve shared resources are involved. An area of growing concern
requiring urgent attention is Research Cyber-Infrastructure. Thisisthedomain of computing tha
indudes both computationd hardware and software in suppott of research. Our current system of
managing our distributed computing resources is inefficient, expendve, and often does not meet
the needsof afirst rate research enterprise. Indeed, withoutouwr attention, U-M standsto
significantly lose groundamongits peersin addressing thelargest problems confronting science
today, such as andyzing complex biological molecules, undestanding the genomes of species,
undestanding the changes in globd climate, and managing the explosonin digital daabasesin
thesodal sciences and other fields

To develop aplan to meet thedaunting computationd chdlenges of the next decade, OVPR
in coopeaation with the Provog, asked a group of knowedgeable faculty to recommend a pah
tha would putusin aleadership postionin this domain. Unde the guidance of Professors Brian
Athey and Sharon Glotzer, this groupmade several recommendaionsthat are being reviewed by
our two offices. | am optimistic tha during 2008,we will be able to make further
recommendaionsto you, to act on this pressing issue

Findly, | wantto turn to OVPR@ role in encouraging a culture of risk and engagement with
theindugrial sector tha has dominated much of our thinkingin 2007. For U-M to realize its full
potential as afirst rate research inditution, we must engage the broader socety more than we
aready do.

By now, we are well aware of theeconomic situaion tha prevailsin Michigan and the Great
Lakes region. Our econony is, and has been primarily based on the manufacture of goods mog
notably theautomobile. Y et, the nationd econony is moving robugly toward a knowedgebase.
Globdization has taken a significant toll onour economc founddions Peoples all over the
world are motivated, talented, and have many of the skills that were once uniqueto the United
States. For thisreason, all jobstha we onae took for granted are portable, and we find them
moving out of our state at aremarkable pace. Theresult has been high unemployment, leading to
adeclinein popuktion. We therefore face margindization on thenaiond scene, loss of
representation in Congress, and afurther eroson of our econonic base.

In stark contrast to thisrather dreary picture of the State of Michigan, Ann Arbor has al the
appearance of aboomtown, and the economic prospects of the university are more solid than
ever. You see adazzling array of exciting and very large condruction projects on campus Ann
Arbor has agrowing entrepreneurial base, andiswiddy recognized as a highly attractive
community. At almog every level, it is appaent that the University of Michigan isavibrant,
world-leading inditution of highe learning tha isthriving as never before, existingin atown
tha seemsto berunning agang theregiond economic currents. So anaural respon to this
situaion would be, QVhy should we risk disrupting our success to address needselsewhere in
the state and region?0

There are many reasonswhy the statusquois simply not acceptable. We cannotddude
ourselves into imagining tha we will remain competitive in such a depressed regiond econony.
Other top tier research universities, from Cambridge University in the UK, to Stanford, MIT and
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Berkeley inthe US, are finding new ways to engage with indugry in particular, and with the
nonacademic world in genera. Hence, the University of Michigan has no choice but to
strengthen its engagement to solidify our membership in thegroupof thebest universitiesin the
world.

With So, how do we quickly respondto these pressing sodetal needs? The University of
Michigan, like all US universitiesin the 19603 to the 19908 turned inward on itself, without
paying much attention to the world aroundit. University cultures became hermetic, bdieving
tha thebest scholarship and teaching could be accomplished in the absence of externd pressures
and economc demands Today, thebest and mos forward looking of thos universities DU-M
amongthem -- are actively reversing these trendsin respon to circumstances tha no longe
make this attitudesugdainable.

Oneimperfect measure of our effectiveness in working with indudry is to examinethe Office
of Tech Trander@ paformance for FY 07, also summarized in the handout Disclosures of new
technologies were up by 14% in FY07.We dso launched 7 start-ups bringingto 62 the number
of new companies formed over thelast 7 years. All of thissigndstha we are movingin theright
direction. But we mug be cautious these numbers are by no meansindicative of al tha we mugs
do to improve our interactionswith the busness community.

To changeour culture, we need to first undestand wha oppotunities our particular
landscape presents, and what cultural and administrative bariers exist. To addressthis, in the
past year | assembled a group of administrators and faculty to condud an anadysis of our research
and busness practices, and to make recommendaionstha would lead to U-M becoming a
recognized naiond leader in working with indudry. | am pleased to report tha thegroupdid a
terrific job in responding to this chdlenge and have made several recommendaionswhose
implementationsare already undeway. | will only summarize afew of the highights of thar
recommendaions and some other actionsthat OVPR has taken over thelast year to rapidly
effect the cultural changes needed.

Thefirst step was, with your hdp, to changethe policy to allow the sharing of equity and
roydties by inventors with direct conrection to the companies holding licenses to ther
inventions Thisincentiveis critical to rewarding inventors for building companies tha are the
seedsof theknowledgebased revolution.

With the suppott of the Treasurer@ Office, the Provos, and the Deans, theindirect cog rate
forindudria contracts was broughtdown to match therate we use for government grants. We
also, for thefirst time, created cos-shaing for indugry-spon®ored research projects BDagan
bringing indugry-related research into alignment with practices longused to encourage work
with the Federal goveanment.

Oneof themod important outcomes of wha we cal the University of Michigan Innovdion
Initiative, is to ensure tha the administration® share of licengng revenueis only used to
encourage further interactionswith theindudrial sector. Asin past practice, thelargest share of
licendang revenuegoes to a combination of theinventor and his or her unit as a meansfor
rewarding and incentivizing this type of research. The baance of therevenues comesto the
central administration, split evenly between OVPR and the Provod. | am pleased to inform you
tha, with yourvision, and with that of President Coleman and the Provog, we are committed to
usng al of the administration® share of licengng revenueto encourage and suppot even more
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activity with the private sector. It is thisrevenuethat provides cos sharing, development gep
funds and other incentives tha my office uses to suppot further indudry research.

Our Office of Technology Trander andthe Division of Research and Development
Administration are well aware of this changein philosophy, and have become outstanding and
imaginaive partnersin its implementation. A paticular example of our progressisthe
completion of our recent agreement with the Ford Motor Company. Accordingto Ed Krause,
Ford( Liaisonwith U-M:

"Seven years ago, Michigan was oneof the more difficult schools to deal with, even for a

company as close as Ford. It'sthe opposte of an entitlement mentality now ... Andthisis not

log onindudry patnes. Now | would say tha Michigan is actudly very much amongthe
leaders, and has a chance to become theleader, asfar asinnovdive ways of workingwith
indugry."

To movethe culture yet further, we need to visibly recognize faculty for thar work with the
busness sector. Thus OVPR indituted the prestigiousDistinguished University Innovdor
Award. Professor Mohammed Islam of the College of Engineering, was our first recipient. There
is certainly no shortage of well deserving scholar/entrepreneurs at the University of Michigan.
We jud need to bring them out of hiding!

But we will only know tha we have been truly successful in changing the university culture
when working with indudry -- whether throughcontract research with large companies, or
starting up new ones out of the laboratory Bis recognized as an important part of thetenure
process. Thiswill take time, butl have no doubtaboutitsinevitability aslongas you, the
Regents, and the Administration, continueto vocally suppot it as a core university value

Jud last month, we took yet another large step in our efforts to connect to the private sector
with the opening of the new Busness Engagement Center, co-located with the Office of Tech
Trander andjointly managed by the Office of University Development, in temporary quaters on
South University. The Center will provideasingle, visible point of entry for busnessand
indugry interested in tapping university resources or collaborating on projects. It will also
provide university entrepreneurs with mentoring and vital connectionswith the busness
community. This activity strengthensour relationsip with Ann Arbor SPARK, with whomwe
work onadally basis. A mog important success of this relationship was our establishment, this
year of thenew wet lab space now filled amog entirely by U-M start-ups and therecruitment of
Aernnova a Spanish aerogpace company, to AnnArbor.

| want to emphasize that our activities in promoting entrepreneurialism extendsdeep into our
student community. Students are demanding this type of education and experience, and we are
enthugastically responding. For example, the College of Engneering recently established the
Center for Entrepreneurship. Directed by Prof. Thomas Zurbuden, this Center is designead to
teach, encourage and assist students with entrepreneurial interests. OVPR is very suppotive of
this effort, andis co-sponring the Center@ very highly attended activities which have
tremendouspayoff for our students, our faculty, and the university.

Findly, | want to mention U-M@ leadership in the Michigan Innovaion and
Entrepreneurship Initiative, which President Coleman discussed in her address last November.
Recognizing tha our state economic trandormation mug involve the broadest rangeof players
to beeffective, thisinitiative establishes a partnership between al Michigan public universities
and philanthropic founddions Its god isto establish and manage significant suppot for new
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technology companies emerging from the several universities, while creating a sugainable
culture of risk and entrepreneurship. In Michigan, it has proved to be especialy difficult to find
fundingto fill the QygpObetween research and application, making this initiative central to the
State® econonic revival. OVPR, alongwith the Offices of University Development, and
Communications is working with thefounddion community and our partner universities to turn
thisdream into aredlity. We are very grateful to the C. S. Mott Foundaionfor taking a
leadership role by providing fundsto start our path down theroad of economic recovery.

In cloang, | hopel have given youaview of the activities and initiatives tha OVPR and the
U-M research community have undetaken in thepast year, and tha we are planning in theyear
ahead. While we face avery chdlenging landsapein FY 08, from an uncertain base of
govanment funding, to a state econony tha isin urgent need of restructuring, | bdieve tha we
are entering a period of unprecedented oppatunity. Our university has thepossibility to leverage
this situation to become the undisputed leader in academic research connected to indudry, and
thereby provide oppatunities for thecommunity, the state and the regionin which we live. We
are limited only by our imaginaionsand energy. And, like any entrepreneur, we only plan for
success, since failure isnotan option!
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