
Department of Philosophy
350 University Hall
230 North Oval Mall
Columbus OH 43210-1365

Phone 614-292-7914
FAX   614-292-7502

Date: March 19, 1998

To: University Senate Steering Committee

From: Dan Farrell, for the Ad Hoc Senate Oversight Committee on Budget Restructuring

Re: Initial Comments on Preliminary Draft Reports of the Provost's Ad Hoc Advisory
Committees on Budget Restructuring

Earlier this quarter, the Provost's ad hoc advisory committees on budget restructuring issued their
"preliminary  draft"  recommendations.  Upon  receiving  the  reports  containing  these
recommendations, our Committee, which has been meeting biweekly for the past two and a half
years to discuss critical issues connected with the possibility of a shift to decentralized, revenue-
driven budgeting at Ohio State, began meeting weekly, so as to give ourselves as much time as
possible to formulate a thoughtful commentary on these tentative recommendations.

Like the advisory committees in their reports, we would like to emphasize the tentative nature of
our comments below, reacting to these preliminary (draft) reports. We are fully aware of the fact
that these advisory reports will be revised, and possibly substantially changed, and we are
anxious to play a thoughtful, useful role in this process. We are also very much aware of the fact
that these first draft reports were written without extensive consultation between the individual
advisory committees and that revisions will occur only after extensive inter-committee
consultation. We will communicate the following initial thoughts from our Committee to each of
the advisory committees, as well as to the Budget Restructuring Coordinating Committee, in
hopes of making a positive contribution to the dialogue we expect will begin, campus-wide,
when the revised advisory reports are issued later this quarter.

Our comments below include an initial summary statement of our overall reaction to these
reports (a statement constructed in full awareness of the fact, already noted, that the reports were
themselves written without extensive inter-committee consultation), followed by three separate
sets of comments on each of the individual reports. Our initial (general) comments are meant
both to highlight for Steering what we take to be the most important general points requiring
special attention in these reports and to identify issues that we think the advisory committees
ought to address as a committee of the whole.



1997-1998 Ad Hoc Senate Oversight Committee on Budget Restructuring

Dale F. Bertsch
Knowlton School of Architecture
279A Brown Hall
190 West l7th Avenue
292-2370
Bertsch.2@osu.edu
FAX: 292-7106

John Carney
Undergraduate Student Government
201 Ohio Union
1739 North High Street
292-2101
Carney.39@osu.edu
FAX: 292-0405

Daniel M. Farrell, Chair
Philosophy
350 University Hall
230 N. Oval Mall
292-2510
farrell.4@osu.edu
FAX: 292-7502

Jane M. Fraser
Industrial, Welding & Systems Engineering
210 Baker Systems
1971 Neil Avenue
292-4129
Fraser.1@osu.edu
FAX: 292-7852

Kermit Hall
College of Humanities
186 University Hall
230 N. Oval Mall
292-1882
hall.409@osu.edu
FAX: 292-8666

Patric H. Hendershott
Department of Finance
321 Hagerty Hall
1775 College Road
292-0552
Hendershott.2@osu.edu
FAX: 292-2418

Randall J. Olsen
Economics
#200 Chatham
921 Chatham Lane
442-7300
Olsen.6@osu.edu
FAX: 442-7329

Grant Paullo
University Resource Planning &
Institutional Analysis
008 Bricker Hall
190 N. Oval Mall
688-4132
paullo.1@osu.edu
FAX: 292-2191

William J. Shkurti
Office the VP for Finance
381 Bricker Hall
190 N Oval Mall
292-9232
shkurti.1@osu.edu
FAX: 292-7418

Randy Smith
Academic Affairs
203 Bricker Hall
190 N. Oval Mall
292-5881
Smith.70@osu.edu
FAX: 292-3658

John Wilhelm
School of Public Policy & Management
210 Hagerty Hall
1775 College Road
292-1577
wilhelm.38@osu.edu
FAX: 292-2548

John Wilkins
Physics
4100 Smith Lab
174 West l8th Avenue
292-5193
Wilkins.5@osu.edu
FAX: 292-7557

Paul E. Young, Jr.
Knowlton School of Architecture
133 Brown Hall
190 West 17th Avenue
292-9062
young.13@osu.edu
FAX: 292-7106



Second Report of the Ad Hoc Senate Oversight Committee on Budget Restructuring:

General Comments on the Preliminary Draft Reports of the
Provost's Advisory Committees on Budget Restructuring

Before beginning, we would like to note that these three reports show an enormous amount of
thought and work, for which we feel the entire University community must be deeply grateful.
We hope that the fact that we focus on suggestions for change does not obscure the fact that we
agree with most of the observations and recommendations in these reports and that we are aware
of our debt to the colleagues who have put so much time and effort into constructing the reports.

All three reports support the idea of a new budgeting process for Ohio State, one that will be
significantly decentralized, relative to the current budgeting system, and that will be what is
usually called a "revenue-based" approach to the budgeting process. As indicated in our first
report to Steering, in August 1996, we are sympathetic to a change of this sort. Nonetheless, we
have the following general worries about the specific recommendations contained in the three
reports. Following these general comments, you will find three separate sets of comments on the
three preliminary draft reports.

1. Common goals and principles

Bach report makes assumptions about the University's mission and goals, and each report lists
certain general principles it thinks should constrain the budgeting process or that it believes any
University budgeting process should respect. We think the committees should attempt to reach a
common agreement about what they believe the University's mission and goals are, as well as
about what they believe the fundamental principles are that should constrain the budgeting
process or that the budgeting process should otherwise respect or honor, in their view.  A
statement of this common agreement could then precede all three reports and be used as the
touchstone for subsequent remarks in each report, when such a touchstone is needed.  (See
suggestions 2 and 3 below.)

2. Reasons for change

Bach report suggests that the case for moving away from Ohio State's present budgeting system,
to a decentralized, revenue-based alternative, is best made in light of serious reflection on the
University's mission and goals and on the principles that ought to constrain or be served by any
budgeting system (at least in an academic institution). However, the reports differ in the degree
to which they make explicit exactly what the arguments are for the claim that reflection of this
sort in fact supports the sorts of changes the committees favor. We suggest, as above, that the
committees attempt to come to a common agreement about exactly why it is, in their view, that
reflection on the University's mission and goals, as well as on the principles any University



system should honor, arguably supports a move to a revenue-based budgeting system, and we
suggest that the argument for change that this agreement articulates be included in the preamble
suggested above for all three reports.

3. Criteria for measuring success or failure

It would be extremely useful if, in light of the above, the committees could also come to a
common agreement as to what, in general terms, the University community can expect a new
budgeting system to achieve, in the near and in the not-so-near future, and if they could suggest,
as well, and in some detail, how success or failure in this connection will be measured, as well as
by whom or what body it will be measured and at what points in time, as a new system is worked
out, these measurements will be made. This would give us, at the outset, a set of criteria by
which we could measure relative success or failure as time goes by, as well as a clear plan for
ensuring that such measurements will be made in a timely way.

4. Identifying responsibility centers

All three committees agree that the responsibility centers in the proposed new system should be
the current OSU colleges, for academic units, and the vice-presidential areas, for non-academic
(or support) units. Yet very little argument is given for why this should be so--why, for example,
departments should not be the responsibility centers, or groups of colleges, or departments in
some cases, groups of colleges in other cases, and so on. Given that the committees believe there
are good arguments for moving to a revenue-based or "responsibility-center" system, and that a
compelling case can be made for the claim that such a system will more effectively serve the
University's mission and goals, it ought to be possible for them to present a common statement of
the reasons why these same considerations support the conclusion that colleges should be the
relevant "centers," for academic units, rather than departments, groups of colleges, and so on.
(This is not just an academic point. Some of our members are not at all convinced that existing
colleges should be the responsibility centers, and all of us agree that an explanation of the
committees' common view is needed.)

5. Rebasing

All of the reports appear to assume that one very important result of a new budgeting system will
be "rebasing" of responsibility center budgets, and one report in fact discusses this eventuality in
some detail, saying at one point that rebasing under the new system is "inevitable"
("Recommendations of the Revenue Generation Advisory Committee," p.7). This is a deep, a
complex, and a very difficult topic, about which we can take only a tentative position here. We
wish to note, though, quite emphatically, that a significant majority of our Committee believes
that any rebasing of budgets that occurs at Ohio State should not be a function simply of the fact
that a new (revenue-driven) budgeting system has been adopted.  Rather, we believe that
rebasing, if and when it occurs, must always be the result of decisions made, after serious
reflection and argument, about the success of a given program relative to the mission and goals



of the University as a whole. The budget process, as all of these committees appear to recognize,
is merely a tool in the service of the achievement of the University's mission and goals. That
process should not itself be allowed to dictate decisions as important to that mission, and those
goals, as is involved in the decision to allow an academic unit to prosper or decline. It is, we
believe, quite consistent with both the spirit and the goals of revenue-based budgeting to
recognize this truism (that the budgeting process must not itself be allowed to dictate critical
academic decisions), and it is in any case crucial to emphasize that a revenue-based system need
not entail that revenues alone will determine which units prosper and which decline. (See our
comments below, on the individual reports, for more on how we think a genuine commitment to
revenue-based budgeting can be made consistent with a commitment to the principle that the
budgeting process should never itself be allowed to determine the future of academic units.)

6. Academic restructuring

Implicit in the preceding comments about rebasing of budgets is a question we wish to raise
about academic restructuring at Ohio State.  Our Committee is divided on the question of
whether, as it considers a serious attempt at budget restructuring, the University ought also to
take up, at the same time, the issue of academic restructuring that was the subject of so much
debate just a few years ago. We are, however, united in the view that academic restructuring,
when it occurs, must be based on deliberate and very careful decisions that have been made, by
appropriate bodies, on the basis of academic quality, and a unit's role in furthering the
University's mission and goals, rather than on the basis of the "bottom line" of a revenue/cost
analysis of a given unit's budget. Given the distinct possibility that budget restructuring will lead
to certain forms of academic restructuring, and will lead to the latter whether we are aiming at
this or not, we urge all three committees to consider, now, even though they have not been
charged to do so, the question of whether a serious attempt at academic restructuring ought to
accompany any experiment in budget restructuring the University undertakes.

7. Management restructuring

A related point has to do with an issue none of the three reports explicitly addresses but that we
think is critical in the present context and that we strongly urge the committees to take up: the
issue of "management restructuring," as we shall call it. As all three of the reports indicate, no
budgeting scheme can by itself serve the goals the University is committed to serving; strong,
effective leadership is essential if a new budgeting system is to have a chance of bringing about
the advances we hope for, while at the same time avoiding the set-backs, or worse, that a new
system must risk. We believe that this means, though, that there is no better time to undertake a
serious review of our central management structures and practices than the present time, when a
move to a new budgeting system is being contemplated, especially if that system is likely, as all
three reports seem to believe, to have either direct or (as we would prefer) indirect effects on
academic restructuring as well. We do not presume to say what a serious review of Ohio State's
management structure and practices will involve, but we do respectfully suggest that such a
review is both appropriate and in fact essential if we are serious about considering a move to a
new and possibly radically new budgeting arrangement.



8. Cost allocation

Just as important as the question of how revenues will be attributed, and whether revenue
attribution should itself play a significant role in the growth or decline of individual academic
units, is the question of cost allocation and its implications for the future of individual units and
of the University as a whole. This, of course, is another deep, complex, and very difficult issue,
perhaps the most difficult, technically, of all those facing us as we contemplate a move to a
revenue-based budgeting system. While we make some tentative suggestions about this issue
below, in our comments on the report of the Cost Allocation Advisory Committee, we feel it is
important to say here that we are in strong agreement with that Committee's suggestion that the
fundamental question in this context is not a question about whether we can eventually find a
way to identify every cost incurred by every individual unit, with an eye towards finding a "true"
account of exactly who owes what and why, but, rather, that the fundamental question is how
costs should be treated in a new system, given that our goals in adopting that system are the
advancement, relative to the present system, of the University's mission and goals.  In some
cases, we assume, this will mean allocating costs quite carefully to those who have incurred
them, in as exact a manner as we can manage. In other cases, though, as the Cost Allocation
Advisory Committee notes, this will mean not attempting to allocate costs directly to individual
units at all, even algorithmically, but, rather, finding a way to deal with the relevant costs in
some other, more rational manner instead. This is an issue of the first importance, we believe,
and, as we try to show below, is intimately connected with the problem of rebasing and of how,
if and when rebasing occurs, it should occur.

9. Monitoring the new system

All three of the reports, but especially the report of the Central Distribution Advisory Committee,
emphasize the need for careful monitoring, in any new budgeting system, of the development
and outcomes of that system. We strongly agree with this emphasis and in fact would go further,
to suggest that much more thinking needs to be done about this issue by all three committees. We
need to know not simply that there will be "quality control" in a new system, but how that
control will be exercised, by whom, and at what points in time as the new system is implemented
and begins to have its effects. We suggest below that the Central Distribution Committee, while
rather vague on details, seems to us, inasmuch as we understand them, to rely too much on
quality-control monitoring by the University central administration. While not presuming at this
point to suggest definitive alternative emphases, or loci of oversight, we think it important to
note here that other structures, both old and new, might (and surely must) appropriately play a
role in this area (Senate committees, for example, newly formed faculty committees within or
without the Senate, and so on). We would hope to hear more from the committees about these
matters, perhaps in a common statement at the beginning of their revised reports.

10. Interdisciplinary research and teaching

We wish to conclude with a brief comment about what is really just one of a general class of
concerns we have, concerns that we are aware the committees share. A possible downside of a



revenue-based system, as everyone recognizes, is that it may well fail to support, and may even
be harmful to, certain forms of interdisciplinary research and teaching (other examples of
unintended harmful effects of a revenue-based system could of course be given).  The
committees acknowledge this, to be sure. However, we feel it is reasonable to ask for more than
just a sincere expression of concern in this connection, coupled with a statement of sincere
commitment to interdisciplinary research and teaching. Before any system of the sort under
discussion is implemented, we believe, explicit safeguards must be identified, safeguards that
will ensure that that system will not undermine key interdisciplinary undertakings despite our
best intentions. As in everything we have said above--and we realize the advisory committees
agree with this--the crucial point with which we begin is that a new budgeting process is
intended to further the mission and goals of the University and hence that, as much as possible,
we must ensure in advance that a new system is likely to do this and not inadvertently retard that
mission, or those goals, or otherwise undermine them.



Second Report of the Ad Hoc Senate Oversight Committee on Budget Restructuring:

Comments on the Revenue Generation Advisory Committee Report

The Responsibility Centers and University Goals

We feel that a more perspicuous statement is needed of what budget restructuring is supposed to
achieve and of why colleges rather than other formations will best serve the relevant goals.
Simply assuming that current colleges should be the responsibility centers for the academic side
of the University, rather than departments, say, or groups of colleges, or departments in some
cases and colleges or groups of colleges in others, is to accept, reaffirm, and indeed solidify the
current structure of the academic side of the University, which some might view as seriously
flawed.  The best way to configure responsibility centers may well be eclectic: sometimes
colleges, sometimes clusters of colleges, and sometimes traditional centers and departments. As
indicated in our general comments above, we feel an argument is needed here, one that shows
why the committees believe that, given the goals of budget restructuring and certain assumed
empirical facts, the responsibility centers clearly ought to be the existing colleges rather than
alternative configurations.

We also recommend that the Revenue Committee work with the other advisory committees to
identity much more carefully the assumed University goals that budget restructuring is supposed
to serve and to indicate why a move in the direction of revenue-based budgeting is likelier than
the present system, or any feasible alternative, to achieve these goals. This, in turn, will enable
them to indicate exactly what we can reasonably expect the new budgeting system to achieve,
how relative success or failure in this regard is to be measured, and when (that is, at what
determinate points in time) and by whom these measurements are to be made.

In addition, we recommend that the Revenue Committee, along with the other advisory
committees, pay more attention to the question of whether academic restructuring should
accompany budget restructuring (we are aware that this was not part of their charge). Although
engaging in academic and fiscal restructuring at the same time would be difficult, fiscal
restructuring might be either impossible or meaningless without concomitant restructuring along
academic lines. Far from being a threat to serious fiscal reform, academic restructuring would
seem especially appropriate at a time when the University is attempting to implement fiscal
restructuring.  The same can be said, perhaps even more confidently, for "management
restructuring," as we have called it above: it is hard to think of a better time to think seriously
about our management structures and processes than a time when we are seriously evaluating
alternative budgeting processes.

Finally, if colleges are to be the academic responsibility centers in a new system, there will have
to be a much more explicit and detailed discussion of what relations between deans and
departments will be like in such a system, particularly as regards their fiscal relations.



Cross-subsidies

Many on campus are concerned that a move to a revenue-based budgeting system means that
funding for academic units will be driven entirely by enrollments (along with revenue from
external grants and contracts). We hope this belief is mistaken and that the University will make
clear in advance of any system changes that funding in a revenue-based budgeting system need
not and will not be driven simply by enrollments (along with revenue from external grants and
contracts). Specifically, we assume that since it is conceivable that some high-quality units that
clearly serve the mission and aims of the University very effectively will not accrue, through
enrollments, revenues sufficient to cover their reasonable costs, some such units, even in a
revenue-based system, will in effect need to be subsidized with enrollment revenues brought in
by other units. We assume, in addition, that decisions about cross-subsidies will be made by the
Provost, with the advice of relevant faculty and administrative staff, on the basis of
considerations about the contribution of the relevant units to the University9s mission and goals.

This much, we suspect, will be uncontroversial. Somewhat more controversial, perhaps, is the
issue of what responsibility centers can reasonably expect in a new, revenue-based system, so far
as their base budgets are concerned, after the first year in the new system. On one view, which
sometimes seems to be the view of the Revenue Committee, it is assumed that responsibility
center budgets will gradually be rebased, sometimes quite dramatically, and that they will be
rebased as a strict function of the revenue stream attributed to each center, minus costs and
reasonable taxes. For academic centers this means that, apart from revenue derived from grants
and contracts, budgets will be rebased in accordance with a revenue stream that is a strict
function of enrollments (tuition revenues, that is to say, fees, and state subsidies that are tied to
enrollments). On this way of conceiving a shift to a new budgeting system, there will indeed, as
the Revenue Committee suggests, "inevitably" be rebasing of responsibility center budgets
consequent to, and strictly as a result of, the adoption of a new (revenue-based) budgeting
system.

There are, however, other ways of understanding what a move to a revenue-based system might
entail, so far as rebasing is concerned. On this view, which is the view of a strong majority of our
Committee, rebasing is certainly possible, and may well be desirable, under a new system. When
it occurs, however, rebasing, on our view, will occur not as a direct result of the revenue-stream
of a given responsibility center, minus costs and reasonable taxes, but as a result of a deliberate
decision on the part of the Provost's office to raise or lower the subsidy support for that unit. No
doubt, fiscal considerations--for example, a unit's inability to pay its own way on the basis of its
directly accrued revenues--will sometimes play an important role in such decisions. However, we
assume that rebasing, whether "up" or "down," will never be allowed to occur, in academic
centers, simply as a direct, mechanical function of the revenue-cost ratio for the relevant unit.

We understand that one critical aim of a revenue-based system will be the provision of
incentives, via reasonably expected returns on revenue-enhancing activities, for activities
deemed important for the University, given its mission and goals. And we understand as well
that one great advantage of a properly conceived revenue-based system will be the rationality
and discipline such a system can be expected to introduce into the planning process, at all levels,



and in all sectors, academic and non-academic alike. We believe that this aim can be achieved,
however, and the relevant advantages gained, without acceptance of a mechanical scheme for
rebasing of responsibility center budgets

For example: at the outset of the restructuring process, "lump-sum" cross-subsidies or "taxes"
(over and above the "normal" taxes assumed above) could be levied to reproduce the current
(historical) budget allocations. These lump-sum subsidies, which we assume even the Revenue
Committee will tolerate for the first, experimental year in the new system, could then in principle
be continued beyond the first year, until such time as the Provost, on the advice of appropriate
faculty and administrative bodies, decided that, given both the revenue-cost ratio of the relevant
unit and its relative contribution to the University's goals and mission, the unit's base budget
should be altered. In the meantime, incentives of the sort described above could be provided by
allowing centers to retain a significant portion of any revenues accrued over and above the
revenue level at which they were situated when they entered the new budgeting scheme. Centers
showing a "deficit" as time went by would continue to be supported with cross-subsidies, until
such time as the Provost and her or his advisors decided, after due deliberation and consultation,
that the relevant center's base budget should be reduced. Centers showing a "profit" would be
allowed to keep as much of that "profit" as possible, consistent with the provision of overall
funds sufficient to keep other units "whole" until such time as, for appropriate fiscal and
academic reasons, it was judged appropriate to lower certain units's base budgets.

This, of course, is just a sketch of an example of how the University could consistently make a
serious commitment to a revenue-based budgeting system without assuming from the start that
responsibility center base budgets will be mechanically rebased under the new system as a strict
function of their developing revenue stream, minus costs and "normal" taxes. Serious, extended
discussion will obviously be needed before an example like this can be fleshed out and made
meaningful as a compelling alternative to the sort of system the Revenue Generation Committee
appears to have in mind. Our point here is simply to note, as emphatically as possible, that it is
not at all clear that we need to restrict our conception of a revenue-based system to one that starts
out with the assumption that budgets will inevitably be rebased, over time, simply by the
operation of the revenue/costs accounting procedures such a system will inevitably require.

On page 3 of their report, the Revenue Committee, which we realize supports certain cross-
subsidies, even if not the sort implicit in our own view briefly sketched in the preceding
paragraph, seems to suggest that acceptable cross-subsidies will occur primarily (if not
exclusively) within responsibility centers rather than both within centers and between centers.
This, as will perhaps be obvious from our remarks above, is quite worrisome to us. Just as there
may well be units within a center that are academically very strong but at the same time unable
to support themselves with directly accrued revenues, so too, we believe, there may well be
colleges or centers that, as a whole, cannot support themselves with directly accrued revenues
but that should nonetheless be supported with other revenues (or cross-subsidies) because of
their extraordinary contribution to the University's mission and goals

The suggestion of a "phase-in" period of between three to five years, to allow for units to adjust
to implementation and to ameliorate the effects of the rebasing that the Committee considers
inevitable, is of course a reasonable suggestion if in fact rebasing is inevitable in the system one



has designed. However, as indicated above, we resist the suggestion that rebasing of the sort the
Committee appears to have in mind is inevitable in any system that can reasonably be called
"revenue-" or "incentive-based." No doubt, a phase-in period will be necessary in any new
system the University adopts. The assumptions and governing principles, though, will obviously
differ depending, among other things, on one's assumptions about the systems and what, among
other things, responsibility centers can expect by way of rebasing of center budgets over time.

Recruitment Incentives

We are aware of the political risks associated with too great an emphasis on out-of-state student
recruitment, and we applaud the Committee for being careful in its recommendations in this
connection. However, we believe it is important to note that there are not only clear fiscal
reasons for encouraging somewhat increased out-of-state recruiting, there are also sound
academic reasons for the University to consider a somewhat increased emphasis in this area, at
least over the long term. After all, the degree to which out-of-state students choose to attend a
university can be a clear and measurable indicator of that institution's academic standing
nationally.  We urge the Committee to continue to think about this issue, therefore, and to
consider the possibility of changing its position somewhat, in the direction of encouraging
incentives for a certain (increased) amount of out-of-state recruitment.

Differential tuition by unit is a tempting proposal, but it surely complicates the nascent
suggestion from the Research Commission that we recover tuition fees from projects by covering
tuition reimbursements via a fringe rate on GRA appointments. The University will need a single
fringe rate for this category of labor, and differential tuition may create problems unless we
allow for equal reimbursement across departments for tuition from this fringe benefit pool, as
well as equal charges to projects. Nonetheless, we agree that differential tuition might make
sense and, with some creativity, might be able to be accommodated within a tuition fringe rate
for sponsored projects.

While we strongly agree that "cross-college enrollments should be determined by individual
students making their own academic decisions ... [rather than by] the budget system" (p.5), this,
we fear, is something that is more easily wished for under a new system than actually achieved.
More attention needs to be paid to the issue of how critical ideals like this one could be
supported under a new system rather than allowed to be undermined. This, it seems to us, is a
good example of a potential problem that needs much more careful attention before a realistic
move to a new budget system can be rationally contemplated. We commend the Committee for
recognizing the danger of a system failure in this regard, but we strongly urge them to spend a
great deal more time thinking about how risks of this sort can be minimized with effective
system design.

Allocation of Fee Income and Overhead

The Committee makes what we believe is a useful distinction between income for student
activities and income for support services for academic functions. Allocating the latter revenues



to the responsibility centers for subsequent payment to the supporting units would, we agree,
arguably allow the former better control over the services in question, because payment would be
from the responsibility center for services received, rather than directly to the service unit from
the University. However, there are difficulties here that need further thought, as we try to show
in our response to the Cost Allocation Report. This is a good example of an issue with respect to
which we look forward to fruitful interaction between the Revenue Generation Committee and
the Cost Allocation Committee.

The discussion of overhead does not deal with some important and very difficult issues--for
example, whether specific overhead policies in a new system will help the university maximize
indirect cost recovery or will undermine this effort. We discuss this issue at some length in our
response to the Cost Allocation Report.

Earnings Units

It is essential, as the Committee notes, that earnings units be required to pay their full costs, and
we agree that careful, on-going oversight is essential here. We believe, in addition, though, that
an earnings unit should exist only if it clearly serves the University's goals in some distinct
respect and that regular reviews to ensure that this is so are essential in this regard as well.

Funding Central Functions

The Committee suggests that central functions are to be funded by taxes or user fees collected
from centers after revenues have been fully attributed, rather than being funded by a cut from
revenues before these have been attributed. Actual implementation of this proposal, though,
would seem to require a clear distinction between variable versus fixed costs--that is, between
costs that can be strictly allocated and costs that can be recovered but not on the basis of any
straightforward and uncontroversial allocation formula. Lurking here, of course, is a set of quite
serious problems with which the Cost Allocation Committee has tried to deal. Here we simply
note, again, that this is another example of an area with respect to which we look forward to
fruitful interaction between the Revenue Generation Committee and the Cost Allocation
Committee. Our own brief comments and suggestions in this connection are included in our
remarks on the Cost Allocation Report.



Second Report of the Ad Hoc Senate Oversight Committee on Budget Restructuring:

Comments on the Cost Allocation Advisory Committee Report

Overview

As indicated in our general comments above, we are very much in sympathy with the Cost
Committee's basic assumption that some costs can be rationally allocated and some not, and we
are in sympathy, as well, with their further assumption that this fact should be faced squarely and
honestly rather than being evaded with untenable assumptions about "approximating" costs in
some seemingly subtle but ultimately misleading way. What's more, we agree very strongly with
their assumption that, at bottom, what must drive our decisions in this connection is our
commitment to fashioning a new budgeting system that will serve the University's mission and
goals more effectively than our present system and than any tenable alternative. In what follows
we make a number of suggestions about further work we think the Committee might do to try to
determine which specific costs in our current system are in fact rationally attributable and which
are not. We also address, very briefly, in what we hope is a constructive, supportive way, the
question of how the Cost Committee's (and our) basic views about cost allocation might be made
consistent with the Revenue Committee's views about revenue attribution in a new budgeting
system. Finally, we suggest some specific areas in which we recommend new or more detailed
analysis by the Committee, especially as regards some of the very difficult issues that arise in
connection with the funding of sponsored projects in a responsibility-based system.

Cost Categories and Cost Recovery

The Cost Allocation Committee in effect suggests that costs can be divided into those that can be
directly affected by the decisions and actions of a given unit and those that cannot, with a middle
category for costs that are not completely responsive to unit decisions and actions but that are not
completely unresponsive either. They suggest, quite rightly, we believe, that nothing is gained by
attempting to allocate, even indirectly, costs which units are not in a position to affect by their
actions. As for costs which academic units can directly affect, the cost committee in effect
divides those into goods and services purchased from support units (lab animals, stores,
technology services, etc.) and internal academic unit costs (salaries, materials, benefits, travel),
and they suggest, again, quite rightly, in our view, that whenever possible, costs like these should
be attributed directly the relevant unit. (Some purchased support services, such as audits or
ARMS access, are required as a part of being a part of the university, we believe, and hence costs
for these services, in our view, should be viewed as costs of the first sort distinguished above-so-
called "fixed" costs--and hence handled in the same way as these. We indicate below what we
think is a tenable way of doing this, but a full discussion of this issue, we believe, awaits further
work by the Cost Committee.)

The above taxonomy is straightforward and perfectly acceptable, we believe, but we feel the
Cost Committee would make an especially significant contribution to the budget restructuring
process if they were to work with the University Resource Planning and Institutional Analysis



staff to apply this taxonomy to the panoply of actual University cost categories, with an eye
towards seeing which costs can easily be accommodated by one or the other of the Committee's
categories and which prove more problematical than one might expect. This would have the
merit of giving us more, and more detailed, examples of how particular costs can be handled in a
responsibility scheme, and of enabling us to see just how many difficult cases or categories of
costs there are that do not fit so easily into the categories described above. We suspect that
despite the usefulness of the taxonomy the Committee has suggested, there will be a larger
number of difficult cases than one might have expected. And, in any case, it would be useful to
see the scheme applied, in some detail, by the people who are actually responsible for
assembling and regimenting data of the relevant sort in our present system.

Revenue Generation, Cost Categories and Budgeting

The Cost Committee notes that fixed costs are large in our present system--between roughly
twenty- and twenty-five percent of the total University budget.  Given their (and our) views
about allocating costs only when this makes sense given the goals of the system, one question
that arises here, as the Committee notes, is how we are to cover central costs of this magnitude
while at the same time managing to fund units to reflect academic values without thereby
abandoning the attempt to provide the sorts of incentives that a revenue-based system is
supposed to provide. We would not presume to attempt to answer this question, which we think
is critical to the work the three committees are trying to do, but we would like to take the liberty
of suggesting with an example the direction we think a plausible answer might take.

Suppose we were to choose as a baseline for responsibility center budgets a recent year in which
the University budget is balanced (preferably the year before the expected transition to a new
budgeting system). We could then apply the Cost Committee's guidelines to the baseline data for
that year, to yield baseline costs (or expenditures) for academic units, and then use the Revenue
Committee's revenue attribution guidelines to derive baseline revenues. The difference between
these two baseline amounts for any given center would be the lump-sum transfer that supported
the center in the baseline year. If we then assume that under the new system units will receive
their baseline expenditure budget plus some significant fraction of the difference between actual
and baseline revenues (see our comments on the Revenue Generation document for more on
this), we would have the beginnings of a view about how to deal with the problem the Cost
Committee has identified. For units could in this way be funded for their pre-transition baseline
activities, until such time as the Provost and appropriate advisers decided otherwise on academic
grounds, and yet all units would at the same time have incentives to become more cost effective
and more innovative in increasing revenues. Should the Provost decide to rebase the budget of a
given center, he or she could announce a gradual five-year transition, per the Revenue
Committee's suggestion, to the expenditure baseline that would implement the desired change. It
is important to note that in this system there is no such thing as a "profit" or "loss" by a unit. If
the baseline budget is balanced, this budget algorithm will also fund the support units.

This illustrative sketch of a possible system is consistent with the reports of the Cost, Revenue
and Central Distribution committees and would minimize transitional disruptions.  Revenues
could be divided into categories and different tax rates selected for changes in each revenue
stream, with lower taxes for revenue streams under more immediate control of the unit, such as



revenues from graduate programs or indirect cost recovery.  More important, the system is
forward looking, focusing attention on actions that improve a budget situation for a unit, not on
past wrongs that must be redressed. This is, however, just an example, and it offered, humbly,
simply as an example of a direction we think both this and the other committees might usefully
explore.

Additional Cost Factors Needing Consideration

There is an issue of cost allocation that needs better measurement and is quite central to the Cost
Allocation Committee. The University needs to understand more clearly than at present, we
believe, the dollar costs that are imposed on the central facilities of the university when, say, a
given number of additional undergraduate or graduate students are enrolled on campus. In order
to assess these costs, we need to know what it would cost central administration to support 1000
more undergraduates, with the current pro rata distribution across classes. We also need an
estimate of the cost of having 1000 more graduate students of the current mix.  These cost
measures are clearly central to decisions regarding optimal enrollment and the minimum tax rate
on incremental academic revenues needed to compensate the center for extra costs that might
accompany increased revenues, and yet it seems that at present we know very little about them.
We believe that the centrality of enrollment cost issues outweighs considerations of the difficulty
of measuring these costs, and we encourage the Cost Allocation Committee to take the lead in
beginning serious analytical work on these and any number of related questions.

Appendix: Sponsored Projects, Space and Indirect Cost Recovery

One of the most difficult areas for budget structuring is centered on problems relating to
sponsored projects. The major problems here are tuition authorizations (or waivers), waivers of
indirect costs, research space, the sharing of indirect cost recovery, and the problem of how such
sharing relates to our ability to justify an indirect cost rate. These issues were not treated in depth
by the Revenue or Cost committees, so we have asked one of our members with considerable
experience in this area to provide some thoughts for the committees' consideration.

Because most sponsored project agreements are channeled through OSURF, we can approximate
the accounting, purchasing, and accounts payable costs in relation to what are called "modified
total direct costs" (MTDC), which are the total of project costs that are eligible for indirect cost
recovery. Costs at OSURF and other central costs at the Office of Research and elsewhere within
Bricker appear to be approximately 6% of MTDC. Risks associated with cost overruns, legal
entanglements, human subjects concerns, safety risks, environmental regulations and lab animal
issues suggest it is prudent to assign 9% of MTDC to central administrative costs and
institutional risks.  The cost and revenue committees might usefully ask whether the rate at
which earnings activities should make a financial contribution to the center should be similar to
that expected of research.

An informal survey of the larger, externally funded research centers on campus suggests that
indicated administrative costs in those centers are approximately about 10-12% of MTDC. This
number can be used as a proxy for the costs academic departments incur from sponsored
projects.  The general and administrative component of the indirect cost recovery rate is



currently capped at 26% of MTDC.  While 0MB formulae suggest our administrative component
of costs is higher than 26%, those formulae are arbitrary and should not be taken too seriously.
Institutional estimates of research overhead costs reflect funds we choose to expend in support of
research in addition to what it really costs to support research.

[f we accept that 9% of MTDC is needed to cover central costs of research and 12% of MTDC to
cover departmental costs, this means about 5% of MTDC (out of the 26% administrative
component) represents an artificial "cost" number based upon allocating fixed costs to variable
activities. In short, if full indirects were collected on all sponsored project agreements, for every
$1 million in MTDC recovered, and hence every $460,000 in indirects generated, somewhere in
the range of $50,000 to $100,000 would be available to expand discretionary spending. Based on
this accounting for costs, apart from space considerations discussed below, external projects
should be expected to contribute between nine and fourteen percent of MTDC, off the top, to the
center. The remaining amount should be credited to the responsibility center as incremental
revenues.  After paying the "tax" on incremental overhead revenues earned, the net-of-tax
overhead revenues would be available for discretionary spending or could be waived back to the
sponsor. Subjecting interdisciplinary centers to a smaller tax on net indirects than regular tenure
initiating units would encourage faculty to channel research through these centers. A number of
Research Roundtable participants suggested putting interdisciplinary research centers on their
own bottoms with operating funds contingent on net indirects.

Tuition waivers for sponsored projects represent millions in foregone revenues. There are good
reasons for utilizing waivers, but the current system makes them unmanaged entitlements. If we
include baseline tuition waivers in baseline expenditures (described above), we will allow units
to maintain waivers at their baseline level. Additional waivers would cost departments money,
just as reducing waivers would save departments money. Knowing they are "waiving" their own
income, academic units will likely be more careful with tuition waivers.  Academic unit
decisions about tuition waivers will be closely linked to the extent to which subsidy income is
credited to academic unit revenues.

Finally, we come to the space and facilities component of indirect costs. This is an even more
complex issue. The component of the indirect cost rate due to space and facilities used for
research (20% of MTDC) is not capped. This means the higher our space costs, the more in
indirect cost recovery we are entitled to generate in the future. Ironically, by economizing on the
use of space, we set the stage for less indirect cost recovery in the future, so what in normal
circumstances is good management becomes imprudent in the topsy-turvy world of cost-plus
reimbursement.

Suppose indirects associated with the space component were returned to units to spend as they
choose either on space and facilities, operating expenses, or program costs. If units chose to
economize on space and spend on programs, then in future indirect cost audits this shift from
spending on space to spending on programs would increase our cost basis for administrative and
general costs, which is already at the ceiling.  Our allowed indirect cost rate for the
administrative component would be left unchanged. On the other hand, redirecting revenues
from space cost recovery to programs would decrease our space and facility cost rate, reducing
the amount of indirect costs we could recover in the future. This is why we should not return the



space cost component to academic units for discretionary use.  If we are to expand funded
research at OSU, we need a holistic space strategy to provide facilities to house sponsored
projects. If we are clever, we can increase our total indirect cost rate, allowing us to expand
research facilities at an even faster rate.

On the other hand, if we convert existing space for use by federally sponsored R&D projects, our
University-wide costs do not increase, yet we recover more indirects from federal agencies.
Analysis by RPIA may help quantify the sorts of financial incentives we can afford to give units
that convert space from uses assigned to general funds activities to federally funded sponsored
project activities, and hence we strongly urge the Cost Allocation Committee to work with RPIA,
as above, in an attempt to begin to deal with these extremely important problems.



Second Report of the Ad Hoc Senate Oversight Committee on Budget Restructuring:

Comments on the Central Distribution Advisory Committee Report

In general, our Committee is supportive of the major recommendations of this report. We offer
fewer detailed substantive comments than we have done for the Revenue Generation and Cost
Allocation reports. Instead, our review has focused on the need for clarification and further
elaboration of some recommendations and on a set of editorial suggestions that are aimed at
helping the Committee to bring into clearer focus a set of forty recommendations that we feel is
far too extensive.

General Comments

The Central Distribution Committee identified a set of basic definitions and principles upon
which its recommendations were based. It defines the "central administration" as including the
Office of Academic Affairs, the Office of Finance, and the Office of Research, but should also
specify, formally, the Office of Business and Administration within this group. The principles
behind the Committee's recommendations seem sound to us and are important components of
this document. The statements about the need for linkages with the University's mission and
vision statement, for constant attention to quality standards, flexibility, and accountability, and
for a clear specification of roles for faculty governance, are important strategic points that should
be made at the outset. This report could be improved stylistically, and through it be more
effective, if the full set of principles were presented at the outset, however, instead of being
reiterated with refinements in each subsection.

As with the Revenue Generation and Cost Allocation reports, this report makes several broad
assumptions that need to be questioned and discussed more fully within the context of all three
reports.  Two of these are assumptions that have been noted and questioned in our general
comments (above) and in our comments on the other two reports: the assumption that our present
colleges should be the responsibility centers in a revised, revenue-based budgeting system, and
the assumption that rebased budgets are inevitable in such a system, given the nature of the
system. A third assumption made in this report is that a tax on the responsibility centers to
produce funds for use by central administration will continue in some form in the new system.
This assumption is no doubt sound; we feel the Committee pays far too little attention, though, to
the details of how large this tax will be and what form the taxation system will take. In this
connection, of course, we anticipate substantial changes in this report once the Central
Distribution Committee has had time to reflect on the recommendations of the other two
advisory committees.

The twelve issues the Central Distribution Committee was asked to consider are addressed by the
Committee within three broad areas: Provostial and Other Central Funding; Mechanisms for
Assuring Academic Quality; and Compensation Management and Training. In approaching its
task in this way, the Committee does not appear (as the report is written) to address fully all of



the twelve issues in its charge, omitting, among other things, answers to questions about the size
of the central budget; kinds of information and analysis that will be needed in a new system and
ways they can be provided; and explicit mechanisms for quality assurance.

Detailed Comments on Report Subsections

The Provost and Central Funding

We have no major objections to the substantive conclusions of this section of the report.
However, these conclusions are presented in four subsections with a total of twenty-seven
recommendations! For greater clarity and forcefulness of the recommendations, we respectfully
make the following suggestions.

(a)   In the section on central funding of enhancements, we feel that

(i) there should be clarification and further elaboration of two of the criteria for central
funding (p. 4); specifically, Criterion C, which tells us that central funding is
appropriate when "it enables uniform representation of the University to external
constituencies" (there must be a clearer way to say this!), and Criterion E, which tells
us that central funding is appropriate when "it is dictated by the terms of the funds"
(perhaps replace "terms" with "sources", to make more sense of this?), need more
work. It is not until the reader gets to the cross-referenced. recommendations and
criteria that some clarity emerges. That is too late.

(ii) the Committee should consider reducing the number of recommendations in this
section from eighteen to five (each with its own inter-related subset); this could be
done without loss of content by collapsing the eighteen existing recommendations
into the following five recommendations:

1. a recommendation for a central pool of funds (presumably substantial in size) for two
main types of activities for which the central administration would have major, if not
full, funding responsibility;

- University-wide activities such as strategic initiatives, "core" (however defined)
college programs, enhancing the University's financial base, broad undergraduate
activities (honors, diversity), and rewards for responsibility centers for
successfully enhancing diversity (current recommendations 1,2,3,5, and 16);

- "set aside" funds to cover regulatory mandates (risk management) and for use for
emergency" issues (current recommendations 8 and 9);

2. a recommendation for "some funds" (presumably in addition to those identified
above) for which the central administration would have partial responsibility: for
interdisciplinary work, cross-college curricula, research, international affairs,
outreach/engagement, and pre-doc/post-doc programs; included here are some funds



for a Provost's discretionary budget (current recommendations 4,6,12,13,14,15,
and 17);

3. a recommendation for central oversight and control of the capital budget and targeted
external funding sources such as those associated with the Ohio Board of Regents
(i.e. equipment funds) (current recommendations 10 and 11);

4. a  recommendation  for  elimination  of  closed  course  funding  (current
recommendation 18);

5. a recommendation for establishment of guidelines for college "reserves" (current
recommendation 7).

(b) In the sections on other central administration activities, the transition period, and faculty
input and governance, let each section could be reduced to one major recommendation.
For example, there could be one recommendation on the need for a "transition period"
that has three general characteristics, each of which is now a separate recommendation.

In this way, the current twenty-seven recommendations are collapsed to eight, and they
are thereby more fully elaborated, better linked, and more convincing. This approach also
gives a better appreciation of full funding versus partial funding, established funding
versus potentially new funding activities, and elimination of activities versus
establishment of new ones.

Mechanisms for Assuring Academic Quality

(a) For clarity, the six recommendations in this section could be reduced to three; one
focusing on the need for a "central reserve" to reward quality performance (and should
this not be linked back to the section on "pools" of central funding in the first section of
the report?); one relating to creating performance measures and having performance
reviews (to be able to justify access to those reward funds); and one on the need for
oversight responsibilities that include existing mechanisms and a new University-wide
oversight committee.

(b) Despite reference to the existing oversight committee structure of the University - from
college curriculum committees to Senate committees - this report leaves the overall
impression of quality assurance being maintained by the central administration. Does the
central administration have the final responsibility for issues and actions on
quality/centrality/interdisciplinarity, or should there be a structure with checks and
balances, that better reflects the values that this Committee has established for its
recommendations? Should there not be "tiers" of evaluation, tiers that cascade down
through the entire system and in doing so build incentives into the whole system? As
currently presented, this section of the report seems to assign too much regulatory control
to the central administration.



Compensation Management and Training

(a) For clarity, one could reduce the number of recommendations in this section from seven
to four: one relating to the mechanisms for the central administration setting targets and
ranges for salaries, combined with decentralized procedures for distribution; one that
focuses on the continued practices relating to salary appeals, benefits funding, and
collective bargaining; one that calls for a new separation incentive program; and one that
calls for a new OAA/Human Resources training program on compensation management.

(b) Within the discussion of salaries (p.11), in a new budget system where revenues at the
responsibility center level might fluctuate over time (with enrollment shifts, for example),
and where considerable discretion is given to deans and directors for differential
allocation among faculty and non-classified staff, what potential salary distribution issues
might emerge? Could there be dramatic differences (beyond the range that we see now in
the merit-based salary system in place) in salary increments among and within colleges,
based on the "fates" of individual colleges' resources in a restructured budgeting system?
Within this discussion, what is meant by the term "bonuses"? Ongoing discussions by
FCBC on salary distribution need to be embedded within this area of the report.


