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INTRODUCTION 
 
The University is moving away from a budget structure that is heavily driven by 
past history.  The new budget approach has three key elements:  1) budget re-
basing; 2) sharing of the marginal revenue from tuition and state subsidy support 
and from indirect cost recoveries as we go forward; and 3) allocation of expenses 
as we go forward.  New base budgets have been established, and transfers to the 
colleges whose base budgets are to be increased began in fiscal year 2002.  
Transfers from the colleges that are to become more self-supporting will begin in 
fiscal year 2003.  Revenue sharing and cost allocation will also begin in fiscal year 
2003. 
 
Following are the rules for revenue sharing and allocation of cost going forward in 
brief. 
 
TUITION AND STATE SUPPORT  
 
Under budget restructuring, tuition and subsidy is shared with the colleges in three 
ways.  First, most of the tuition and subsidy revenue that Ohio State receives has 
already been committed to the colleges as part of the base budgets.  The base 
budgets are intended to fund teaching of the current levels of credit hours. 
 
Second, colleges will receive additional tuition and subsidy if they teach more 
credit hours and less if they teach fewer.  Such marginal changes in tuition and 
subsidy revenue will be shared with the colleges based on a two-year average of 
credit hours delivered.  The two year average is intended to allow a college more 
time to absorb revenue decreases and will phase revenue increases in over time.  
Marginal increases and decreases in revenues will be allocated to the colleges 
beginning in fiscal year 2003. 
 
Third, colleges will share in the inflationary growth in subsidy and fees (as 
opposed to new revenues from an increase in credit hours).   This growth will be 
distributed based on the total credit hours delivered. 
 
PhD subsidy:  For fiscal year 2003, sharing increased or decreased revenues 
generated in the Ph.D. subsidy will be based on the following principles:  

a) Marginal changes in doctoral subsidy will be distributed based on the rolling 
two-year average of doctoral student credit hours weighted by historical 
doctoral subsidy levels.   

b) Credit hours for students who have earned more than 260 credit hours will 
not count, as the Board of Regents did not count them in determining the 
capped subsidy. 
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For fiscal year 2004 and beyond, the distribution of marginal changes will be based 
on the quality of existing programs and the needs of newly approved doctoral 
programs.  The Budget Advisory Committee is currently reviewing 
recommendations about how best to implement this policy. 

 
Differential fees:  In fiscal year 2002, colleges with differential fees will share the 
fee and subsidy revenues just as in prior years.  In fiscal year 2003, the distribution 
of fees and subsidy will be aligned with the University wide allocation method 
used to distribute fees and subsidy.  The colleges will continue to receive 100% of 
the additional income generated by differential fees on existing students and will 
receive a portion of the standard graduate tuition increase according to the 
principles of budget restructuring. 
 
Out-of-state fees:  As a general principle, a College should not benefit from, nor 
be harmed by, having more or fewer out-of-state students. Therefore, for 
undergraduates and professional students, and for graduate students in the MBA, 
Executive MBA and Masters of Accounting programs, the income from both the 
instructional fee and the non-resident surcharge are included in the net effective 
rate for each fee-paying category.  Colleges earn the non-resident surcharges 
generated by their graduate enrollments; at the same time, colleges pay for the non-
resident portion of graduate fee waivers through the Student Services Cost 
Allocation (described below).  While out-of-state fees are treated differently for 
undergraduate and graduate students, the end result is that colleges realize neither a 
cost nor a benefit to enrolling out-of-state students.   
 
Medical subsidies:  The College of Medicine will be allocated the entire growth in 
the Medical 2 subsidy each year.  Marginal changes in Medical 1 subsidy will be 
distributed to the Colleges of Dentistry, Optometry, and Veterinary Medicine 
based on headcount enrollment and expenditure information. 
 
Funding for development of new instructional programs:  Interest free loans 
will be made available via a line of credit agreement to new programs approved by 
Council on Academic Affairs (CAA).  Whether a college receives a loan will be 
determined by its existing financial condition, the investment required for the new 
program, the expected payback period required, and the extent to which the 
proposed program is a strategic element in advancing the academic plan. 
 
INDIRECT COST RECOVERY 
 
College base budgets include the revenue colleges generate through indirect cost 
recovery.  Going forward, marginal changes in indirect cost recovery revenue will 
be allocated to the colleges, except for the portion associated with the Libraries 
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and, in most cases, the component related to building and improvement use.   
 
The indirect cost recovery rate for the University’s main campus is based on a 
University-wide average.  The possibility of using multiple rates will be re-
evaluated as the University negotiates indirect cost recovery rates with the federal 
government. 
 
One additional issue worthy of special note is that, going forward, indirect cost 
recovery revenue is not included in the revenue on which colleges are taxed to 
cover central commitments.   
 
ALLOCATION OF EXPENSES  
 
Student Services Cost Allocation:  This marginal cost allocation is based on 
services provided by the Office of Student Affairs, Enrollment Services (Financial 
Aid Administration, Admissions, and the Registrar’s Office), Undergraduate 
Student Academic Services, and the Graduate School.  In addition, marginal 
changes in the non-resident portion of graduate fee waivers and student financial 
aid funded by the General Fund are included in this category and account for the 
greatest portion of this cost allocation by far.   
 
A portion of the services provided by Student Affairs will be offset against the 
General Fee, as is the current practice.   Marginal costs for the remainder of 
Student Affairs services and most other services provided by the units above will 
be allocated directly to the colleges based on the credit hours generated by a 
college.  The central costs of Undergraduate Student Academic Services will be 
allocated on the percentage of undergraduate degrees by college (adjusted to 
account for colleges’ directly enrolled NFQF) since the goal of the advising 
activity is to move the student toward successful completion of an undergraduate 
degree. 
 
Physical Plant Allocation:  Physical plant costs will be based on campus-wide 
average costs per assignable square foot (ASF) calculated for three types of cost: 1) 
utilities; 2) custodial service; and 3) maintenance.  Customers who chose to 
purchase a higher level of custodial service will continue to have that option 
available. 
 
Space costs will be calculated annually, based on the assigned square footage (as 
recorded in the space inventory maintained by the Office of Facility Planning). The 
square footage will be multiplied by the rates and at the levels determined 
appropriate for that space’s utilities, custodial and maintenance category.  Colleges 
will be provided with a breakout of the space charge by room. Space charges will 
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be adjusted on a prorated basis, within the fiscal year, for significant amounts of 
square footage newly assigned or vacated after the annual calculation. 
 
As a result of a change in the state support formula, units have been assessed a 
Plant Operation and Maintenance charge for additional space in major capital 
projects assigned to them after 1996.  The method for calculating and allocating 
physical plant costs for additional space assigned to units must be made consistent 
with the recommended budget restructuring methodology.  Memoranda of 
Understanding for existing capital projects will be revised to reflect this change. 
 
Units currently in off-campus leased space will have their current level of rent 
support included as part of the base budget for space.  Going forward, costs for off-
campus leased support will be the responsibility of the colleges. 
 
Research Cost Allocation:  Three sources of funding will provide research 
support:  the central tax, direct charges to the benefiting units, and the research cost 
allocation.  The administrative components of the Office of Research that benefit 
all types of research would be funded by the central tax.  Graduate fee 
authorizations and space-related costs would be charged directly to the benefiting 
units.  Marginal changes in the budgets of activities that support sponsored 
research would be funded through the research cost allocation.  Individual colleges 
would be allocated a research cost proportional to their Modified Total Direct Cost 
expenditures.   
 
Graduate Fee Authorizations:   Beginning in fiscal year 2003, fee authorization 
budgets will be decentralized to the colleges.  The fiscal year 2002 level of fee 
authorizations will be allocated to the colleges.  Colleges will be required to fund 
tuition increases from the tuition revenue they generate.  The ability to transfer 
funds out of these accounts will be limited in the initial year of implementation and 
reviewed centrally, including review by the Graduate School and the Office of 
Research as appropriate. 
 
Also in fiscal year 2003, for any fee authorizations above a college’s base, the 
college issuing the fee authorization will be responsible for the full cost of the fee 
authorization unless an alternative agreement is reached in the case when the 
authorizing unit is different from the college of enrollment. 
 
This applies to resident fees only.  Non-resident surcharges will be paid through 
the Student Services Cost Allocation, and will be based on graduate non-resident 
credit hours of instruction, the same basis for the allocation of graduate non-
resident marginal income.  
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Central Tax:  The central tax pays for marginal changes in all central 
commitments not covered by the specific allocations described above.  The central 
tax is calculated as a percentage of the resources colleges’ earn from instructional 
fees and state subsidy.  The tax rate in the base budget model is currently estimated 
at 24% (19% to finance costs not directly allocated to colleges and 5% for the 
Provost’s fund to support Academic Plan initiatives).  This estimate does not 
include the effects of the most recent budget reallocations.  Other factors, including 
Ohio’s economic situation or any changes with regard to elements included in the 
central tax, could affect the tax rate as well.  College deans and senior fiscal 
officers will be apprised of modifications as we move closer to the beginning of 
the budget year and more information becomes available. 
 
Other Indicators of Quality:  As a part of their 2002 Annual Report to the Office 
of Academic Affairs, each college is expected to furnish a College Budget 
Restructuring Report.  In this report, the college is to provide plans for allocating 
its base budget among its units and for sharing marginal revenues and costs going 
forward.  In addition, each college is to provide indicators of quality and 
documentation regarding outreach and engagement activity.  This information will 
constitute a comprehensive college plan to use resources to contribute optimally to 
the implementation of the Academic Plan. 
 
Compensation:  Budget restructuring provides increased flexibility for deans and 
vice presidents to use unit funds for salary increases or bonuses, at first within a 
narrow range that may be increased over time with experience.  The Provost will 
continue to establish general parameters and ensure equity across the University.  
Colleges will be required to both justify the redirection of resources and assure the 
sustainability of those resources in order to obtain approval from the Office of 
Academic Affairs for variations from the University parameters. 
 
In addition, the Provost will issue a minimum and a maximum average pay raise 
parameter.  What this parameter should be and how it should be implemented will 
be discussed with the Budget Advisory Committee, FCBC, the Council of Deans, 
USAC, and other stakeholders.  Should a college run a deficit as a result of 
meeting this requirement, the college will be required to develop a deficit reduction 
plan, just as would be required under current practice. 
 
Research Challenge  and Special Research Funds Recommended Policy:  The 
Office of Research will continue to manage the Research Challenge funds.  The 
funds should be used in support of the goals of the Academic Plan and to foster 
multidisciplinary research, particularly across college boundaries.  An annual 
report on the use of the funds, including some measure of return on investment, 



 
 

6
 

should be provided. 
 
The portion of the Special Research budget that was previously allocated annually 
as cash to colleges, departments, and centers as CDRS and DDRS should be 
transferred as continuing funding directly to those units to support their research 
activities.  This will result in a permanent decrease in the base budget of the Office 
of Research. 
 
Monitoring Course Poaching and Course and Program Quality:  Currently, 
CAA oversees a detailed course review process that helps ensure course 
duplication does not occur.  The course review process will be strengthened further 
as CAA develops a process to approve College requests for the creation of new 
courses that would include a review of existing courses.  
 
Issues that have surfaced with respect to course and program quality are class size, 
course grade point averages, and form of instruction. CAA is developing a course 
quality monitoring process, based on a new course database that will be updated 
annually and that will include such elements as class size, level of instructor, and 
course grade point averages.  
 
Honors Courses:  Colleges are expected to maintain their existing levels of honors 
instruction.  Honors course offerings, enrollments, and instructional patterns will 
be monitored and discussed during college annual reviews with the Provost. 
 
Monitoring the Activities and Priorities of Support Units:  The Provost and 
Senior Vice President for Business and Finance currently review support units 
budgets and priorities as part of the annual budget process.  Their 
recommendations are then forwarded to the President for his approval.   
 
As part of the budget restructuring process, a subcommittee of the Council of 
Deans will review support units and make recommendations to central 
administration regarding their base budgets.  This process is expected to take from 
twelve to eighteen months.  Based on the outcome of these reviews, the Provost 
and the Senior Vice President for Business and Finance will make 
recommendations to the President for any budget adjustments to be effective 
beginning in fiscal year 2004.     
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