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Introduction 
 
 At a previous Senate Fiscal Committee meeting, the Committee requested the 
Subcommittee on Central Distributions to undertake three tasks: (1) To formulate a 
recommendation regarding the appropriate principles for allocation among the colleges of 
decreases in state subsidy, (2) To formulate a recommendation regarding distribution of 
the new $2.4 million in additional subsidy for FY ’03, and (3) To consider the issue of 
differential program fees, and, in particular, to identify the various pros and cons 
associated with such fees.  This report is our response to that request. 
 
 Since receiving these tasks, the Subcommittee has compiled and reviewed 
substantial amounts of data related to the issues presented.  It has also met twice and 
engaged in extensive substantive discussion of these issues, and of other issues raised by 
our consideration of these issues.  Based on the data we reviewed, as well as our 
extensive discussions, we have arrived at the recommendations reflected in this report. 
 
 In presenting this report, we note that the budget timetable requires that the Senate 
Fiscal Committee finalize its recommendations on the first issue (i.e. allocation of 
subsidy decreases) by December.  By presenting this report now, we are attempting to 
insure that the committee as a whole will have sufficient time to review and consider the 
principles we propose.   
 
 We also note that our deliberations on the issues assigned raised several additional 
issues relating to budget restructuring.  The discussion of one of those issues, referred to 
below as the “transitional principle,” was central to our discussion of the issues assigned, 
and resulted in a formal recommendation.  With regard to many of the other issues, we 
intend to continue our discussion and development of those issues at future meetings, and 
report on them to the Fiscal Committee at such future time as is appropriate. 
 
 
A. Recommendation Regarding Principles For Allocation of Subsidy Decreases 

Among Colleges 
 
 Recommended Principle:  The principles of budget restructuring, and, in 
particular, the principle that marginal changes in subsidy dollars are allocated on an “as 
earned” basis, should apply to decreases in subsidy dollars in the same manner as they 
apply to increases in subsidy dollars. 
 



 Discussion: The BAC discussion of subsidy allocation occurred against a 
backdrop of increasing state subsidy allocations.  Since adoption of budget restructuring, 
however, there have, in fact, been substantial decreases in state subsidy.  Although the 
BAC principles seemed to apply equally to increases and decreases, there was fear that 
the BAC may not, in fact, have considered the possibility of decreasing subsidies in 
adopting their principles.  Accordingly, we were asked to consider what budget 
restructuring principles should apply in the face of such decreases.   
 

The subcommittee began its discussion by noting the core commitment in budget 
restructuring principles to an “as earned” model for allocating marginal dollars.  In light 
of this commitment, and a recognition of the positive incentive effects created by use of 
an “as earned” model, the subcommittee’s initial presumption was that the same “as 
earned” principle should apply to decreases as well as increases in state subsidy.  At the 
same time, the subcommittee was concerned that strict application of this approach could 
exacerbate volatility (at least downward volatility) in college budgets,1 thereby 
implicating another core principle from budget restructuring, the principle that college 
budgets should be reliable and dependable.  After reviewing data on the volatility issue, 
however, the subcommittee concluded that the volatility enhancing effects (if any) were 
not sufficient to mandate modification of the “as earned” principle with respect to 
subsidy decreases. 

 
During the course of this conversation, the subcommittee also raised a number of 

other issues relating to the distribution of various subsidy categories such as POM and 
Docs.  The subcommittee continues to consider questions related to these subsidy 
categories, but has concluded that those discussions are ancillary to the general principle 
regarding allocation of subsidy decreases listed above. 
 
  
 
B. Transitional Principle 
 
 Recommended Principle:  FY ’03 should be treated as an aberrational year, and 
the deviation from budget restructuring principles reflected in FY ’03 PBAs should not 
carryover into FY ’04.  Instead, we should use FY ’02 budgets as the “baseline” and 
apply two years worth of budget restructuring to the FY ’02 PBAs to determine the FY 
’04 PBAs.  (Stated alternatively, FY ’04 PBAs should be what they would have been had 
budget restructuring principles been fully applied in FY ’03.) 
 
 Discussion:  In light of reductions in state subsidy for FY ’03, the administration 
elected not to fully implement budget restructuring principles for FY ’03 with regard to 
subsidy allocation.  As a result, the FY ’03 PBAs for many (if not all) of the colleges 
deviated from what they otherwise would have been under budget restructuring.  For 
some colleges, this resulted in the college receiving a greater subsidy allocation than it 

                                                 
1   College budgets could be subject to additive downward pressures, both from declines in enrollment and 
decreases in state subsidy. 
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otherwise would have, and, for others, an allocation less than it would have received 
under budget restructuring principles. 
 
 Without some type of transitional principle, the FY ’04 PBAs would “carryover” 
these deviations.  That is, under budget restructuring, the FY ’04 PBA is determined by 
starting with the FY ’03 PBA and then adjusting upward or downward for incremental 
changes in credit hours and new tuition and subsidy dollars.  The FY ’03 PBA is, 
however, a flawed (from the standpoint of budget restructuring) starting point. 
 
 After discussion of the issue, the subcommittee concluded that every attempt 
should be made to insure that the one-time subsidy allocation decisions made for FY ’03 
are not carried over in FY ’04 PBAs.  Accordingly, we recommend the principle listed 
above to act as a guide for the FY ’03 to FY ’04 transition.   
 
C. Principles for Distribution of the $2.4M in New Subsidy 
 
 Recommended Principles:   

(1)  The $2.4M in new subsidy should be held centrally until there is a 
clearer picture on whether there will be new FY ’03 mid-year cuts.   

 
(2)  If it is determined that there will not be additional mid-year cuts, the 

$2.4M in new subsidy should be distributed in a manner consistent with the “as 
earned” model reflected in budget restructuring.  Because the decision to hold 
subsidy flat in FY ’03 resulted in some colleges receiving less subsidy than they 
would have on an “as earned” basis, and some receiving more, the $2.4M should 
be distributed to those who “were disadvantaged” as a result of the failure to fully 
implement budget restructuring.  More precisely, we recommend that the 
University determine how FY ’03 subsidy (including the new $2.4M) “would 
have been distributed” under budget restructuring.  Any college that received less 
than the hypothetical amount it “would have” under budget restructuring is a 
“disadvantaged college.”  Each of the disadvantaged colleges should receive a 
proportionate share of the new $2.4M in accordance with the magnitude of its 
“disadvantage.”  (The actual distribution to the various colleges is reflected in 
column “J” of the attached spreadsheet.)  

 
(3)  If additional mid-year cuts occur, the $2.4M in additional funds 

should be allocated on an “as earned” basis as described in (2) above.  Then, 
subsequent to that allocation, the additional mid-year cuts should be allocated on 
an “as earned” basis among all of the colleges (i.e., both those colleges that 
received an allocation from the $2.4M, and those that did not) in a manner 
consistent with budget restructuring principles as reflected in Recommendation A 
above. 

 
(4)  The distribution of the $2.4 M in FY ’03 should be on a “cash basis”, 

and there should be no “carryover effect” to FY ’04.  Similarly, the allocation of 
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any additional mid-year cuts should be on a “cash basis,” and there should be no 
“carryover effect” to FY ’04.   

 
(5)  The “new subsidy” should be subject to the same “central tax” that 

applies to all subsidy distributions. 
 
 Discussion:  The subcommittee identified a number of issues regarding the $2.4M 
in new subsidy.  The subcommittee’s first concern was that, if there are going to be 
additional mid-year cuts, distribution of the monies, to be followed immediately by 
recollection, would not make sense.  Thus, the subcommittee concluded that no 
distribution should occur until there is a clearer sense of whether there will be additional 
mid-year cuts. 
 
 With regard to the question of how the money should be distributed, if it is, the 
subcommittee considered a variety of possibilities: deferring decision on distribution 
methodology until we are certain that distribution will occur, a pro rata distribution 
among the colleges in proportion to their current percentage of subsidy allocation, and 
two different methods of distributing money to those colleges that “lost funds” as a result 
of the decision to hold subsidy constant from FY ’02 to FY ’03.  The subcommittee 
determined that, in light of the principles reflected in budget restructuring, it made the 
most sense to distribute the money to offset “deviations” from budget restructuring 
reflected in the FY ’03 budgets.   
 

Having agreed on that principle, the subcommittee then discussed two separate 
methods for accomplishing it.  The first method identified colleges that lost subsidy based 
on the subsidy actually distributed last spring.  That is, the subsidy already distributed for 
FY ’03 was not distributed according to budget restructuring principles.  We calculated 
what each college would have received in terms of subsidy already distributed if budget 
restructuring had been fully implemented (see column E of the attached spreadsheet), and 
determined who was “disadvantaged” as a result of the deviation from budget 
restructuring.  (See Column “D-E” from the attached spreadsheet.)  Under this first 
method, we would have distributed the $2.4 in new subsidy to the “disadvantaged” 
colleges thus identified.  (For the actual distribution under this methodology, see the 
column labeled “G” of the attached spreadsheet.)   

 
The second method asks, “If we had had the $2.4M in additional subsidy at the 

time of the initial subsidy distribution, how would subsidy have been distributed?”  That 
is, if the Regents’ initial allocation of subsidy to Ohio State had included the $2.4M, what 
would the FY ’03 PBAs have been under budget restructuring?  (This is reflected in 
Column H of the attached spreadsheet.)  It then uses that figure (i.e., the subsidy the 
college would have received if we had distributed all of the subsidy, including the $2.4M 
in new subsidy, according to budget restructuring principles), and compares it to what the 
college actually received.  (See column “D-H” from the spreadsheet.)  It uses that 
comparison to determine who were the “disadvantaged” colleges, and distributes money 
to the “disadvantaged” colleges thus defined.  (See column J for the actual distribution 
under this methodology.)   
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The subcommittee concluded that the second method, as it reflected distribution 

of all received subsidy on a “budget restructuring basis”, more closely implements the 
principles of budget restructuring.  Accordingly, we agreed that the second was the more 
appropriate methodology.   
 
 The subcommittee also decided that, whatever the allocation methodology 
employed, the money should be distributed as “cash.”  That is, any allocations of the 
$2.4M should not be carried over into FY ’04 PBAs.  Rather, as noted in the Transitional 
Principle above, FY ’04 budgets should be calculated by reference to what FY ’03 
budgets “would have been” had budget restructuring been fully implemented.   
  
 
D. Discussion of Program Fees 
 
 Preliminary Recommendation:  As an initial matter, the subcommittee is 
generally supportive of the use of differential program fees as a means to generate 
additional marginal revenue.  The subcommittee recognizes, however, that there are risks 
associated with this approach, and recommends substantial additional investigation of 
those risks, and what can be done to minimize them, before implementation of any such 
fees. 
 
 Discussion:  Many of our peer institutions are implementing differential program 
fees as a means of creating incremental revenue.  Such fees, to the extent that they reflect 
differences in the cost of education between various courses and/or majors, seem entirely 
appropriate.  At OSU, our general funds budget is comprised of two types of funds, 
student tuition and subsidy.  Only the latter is indexed to reflect the difference in 
education costs that various types of course present.  An ever-growing portion of the 
general funds, though, is comprised of tuition rather than subsidy.  This trend is only 
exacerbated by the recent cuts in state subsidy.  As a result, the “high cost” colleges, 
programs or courses, are “losing out” over time as the distribution of general funds 
represents less subsidy (which is differentiated based on educational cost) and more 
tuition (which is not).  A “program fee” could be used to offset this effect, and, as noted 
above, has been adopted by many of our peer institutions. 
 
 While such fees seem entirely appropriate, however, the subcommittee urges 
caution and further investigation before implementation of any such plan.  In particular, 
the subcommittee has identified a number of potential risks posed by such a plan 
including: 
 

1. Legal Restraints.  The subcommittee was concerned that we insure that 
any potential program fees comply with all applicable state law rules regarding uniform 
undergraduate student fees. 
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 2. Political Risks.  The subcommittee was concerned that program fees could 
be incorrectly characterized or perceived as an attempt to avoid tuition caps, and that 
there could be negative political fallout as a result. 
 
 3. Student Risks.  Students are legitimately concerned about increases in 
charges, whether such increases are denominated as tuition or fees.  In the 
subcommittee’s opinion, it would be important to get student “buy-in” before 
implementation of program fees.  An important component of this would be identifying 
for the students the ways in which their educational experience would improve as a result 
of such fees.  The student member of our subcommittee informed us that the 
undergraduate student government is currently undertaking a study of program fees, and 
intends to produce a formal report.  Any such report should be carefully considered and 
addressed prior to implementation of a fee program. 
 
 4. Internal Political Risks.  The subcommittee recognized that various 
colleges may have differential abilities to implement program fees.  As a result, the 
adoption of such fees may have differential impact on these colleges.  The ability of 
some, but not all, colleges to gain access to a new revenue stream may create hard 
feelings among those colleges that cannot. 
 
 5. Information Services Risks.  With our current technology, it is not entirely 
clear that our student information services infrastructure would be capable of handling 
program fees (at least not many different types of program fees). 
 
 6. Incentives for Counter-Productive Student Behavior.  Students will likely 
respond to differential program fees by modifying their behavior.  For instance, to the 
extent that such fees are “major-based,” students may respond by delaying a declaration 
of their major.  This may impact the effectiveness of such programs as a revenue-
enhancement device, and may be detrimental to the students’ educational experience. 
 
 7. Minimizing Risk through Incremental Adoption.  The subcommittee 
considered whether one way to reduce the various risks identified above may be to phase 
in implementation of any such program.  This would, for instance, ameliorate the student 
information services problems, reduce the number of students impacted at any one time, 
and may reduce political risks (at least external ones).   
 
 8. Minimizing Risk through Cost-Based Fees.  The subcommittee considered 
whether fees, if implemented, should be calculated on a “cost” basis, or on a “value add” 
basis.  The first would look to the differential costs of education, while the latter would 
look to the increase in student marketability from participation in various majors or 
courses.  The subcommittee concluded that a “cost-based” system presented fewer risks 
than a “value-add” system. 
 
 9. Minimizing Risk through Studies of Peer Institutions.  As noted above, a 
number of our peer institutions have recently implemented differential program fees.  The 
subcommittee believes that we should gather data from those institutions regarding 
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program design, implementational pitfalls, etc. to help guide our development and 
implementation of any such plan here.  
 
 10. Course Fees v. Major Fees.  The subcommittee discussed whether it would 
be more effective and appropriate to have course-based fees or major-based fees.  The 
subcommittee noted that the former would likely create fewer incentives for opportunistic 
student behavior (e.g. delaying declaration of majors), and would reduce the political risk 
arising from a situation where two students sitting in a course are paying different fees 
for the same course.  Before reaching any final decision on this issue, however, the 
subcommittee intends to review implementation data from peer institutions that have 
adopted differential fees. 
 
  



Comparison of Allocation Strategies for Possible Additional 2003 Subsidy Earnings

A B C D E    D  - E G H D - H J
Difference

Ending 2002 PBA Actual  PBA with 
across the board 

reduction

Hypothetical 
Distribution without 
$2.37 m using BR 

methodology

Actual less 
Hypothetical 
Distribution 

Without $2.37 m

Allocation of $2.37 m 
to those whose FY 03 

allocation was less 
than Hypothetical 

Distribution

03 PBA if $2.37 m 
Allocated According to 

BR methodology

Difference Column 
H  with $2.37 m 
less Actual PBA

Allocation of $2.37 m 
to those that  gained 
for FY 03 using BR 

methodology

02 Arts 19,609,176$            20,163,278$                20,098,815$            64,462$                   -$                                  20,216,638$                  (53,360)$                  23,926$                        
03 Biological Sciences 17,143,697$            18,285,823$                18,236,114$            49,709$                   -$                                  18,367,777$                  (81,954)$                  36,747$                        
05 Humanities 39,727,604$            42,978,160$                42,074,031$            904,129$                 -$                                  42,317,964$                  660,196$                 -$                                 
06 Math & Phy Sciences 48,620,230$            51,115,368$                51,762,654$            (647,287)$                485,066$                      52,085,173$                  (969,805)$                434,839$                      
07 Social & Behav Sci 36,963,638$            40,089,012$                40,062,514$            26,498$                   -$                                  40,311,544$                  (222,533)$                99,779$                        
10 Business 23,423,689$            26,052,182$                26,349,562$            (297,379)$                222,851$                      26,502,290$                  (450,108)$                201,819$                      
11 Food, Ag & Envir Sci 15,388,906$            15,665,985$                15,589,885$            76,099$                   -$                                  15,695,384$                  (29,400)$                  13,182$                        
12 Education 21,329,911$            22,280,433$                21,726,724$            553,709$                 -$                                  21,829,129$                  451,304$                 -$                                 
14 Engineering 47,353,686$            49,788,923$                50,447,701$            (658,779)$                493,677$                      50,783,666$                  (994,743)$                446,021$                      
15 Human Ecology 5,372,914$              5,881,951$                  5,732,475$              149,476$                 -$                                  5,771,114$                    110,837$                 -$                                 
17 Nursing 5,067,188$              5,104,818$                  5,167,150$              (62,332)$                  46,710$                        5,198,287$                    (93,469)$                  41,909$                        
18 Pharmacy 7,282,065$              8,077,419$                  8,542,878$              (465,458)$                348,807$                      8,594,802$                    (517,382)$                231,983$                      
19 Social Work 3,571,961$              3,733,583$                  3,479,735$              253,848$                 -$                                  3,499,668$                    233,914$                 -$                                 
21 Dentistry 16,060,035$            16,350,059$                16,405,910$            (55,851)$                  41,853$                        16,471,820$                  (121,760)$                54,595$                        
23 Law 12,080,347$            12,529,826$                12,682,532$            (152,706)$                114,435$                      12,703,720$                  (173,894)$                77,970$                        
25 Medicine 41,322,910$            44,653,793$                44,592,657$            61,136$                   -$                                  44,802,204$                  (148,410)$                66,544$                        
27 Optometry 3,098,032$              3,624,278$                  3,627,680$              (3,402)$                    2,549$                          3,646,563$                    (22,285)$                  9,992$                          
29 Veterinary Medicine 16,595,053$            17,250,373$                17,309,758$            (59,385)$                  44,502$                        17,386,742$                  (136,369)$                61,145$                        

Central Allocation 9,762,720$                  9,502,762 259,958$                 568,563$                      9,627,352$                    135,368$                 568,563$                      
Total 413,387,985$              413,391,539$          (3,554)$                    2,369,014$                   415,811,837$                (2,423,853)$             2,369,014$                   

Notes:
1. The hypothetical distribution assumes a cut of 9.29 to college instructional subsidy and 10.71 to central units.
2. The Central Tax Rate in the actual allocation is 19%.  The Central Tax Rate in the hypothetical distribution is 22.4%. 
As a result of the $9.2 M reduction in subsidy revenue subject to the tax the 22.4% rate plus the $1.0 M POM subsidy 
allocated to space assigned centrally generates the same $7.729 M for central support services in both allocations
The College Initiative 5% is 5% in both allocations but generates $500,000 less in the hypothetical because of the reduction in 
taxable revenues. However, subsidy earnings to the College Initiative totaled around  253,000 reducing its loss.
3. The distribution of the 2.37 to "Losers" allocates the extra money to those who "lost" money in the actual distribution
 in comparison to the hypothetical distribution.
4. The Central Tax Rate for the distribution of the 2.37 million as Subsidy was 20.3%.
5. Data are for demonstration and discussion purposes only.

Beginning FY 2003 PBA Allocation of 2.37 Million in Extra Subsidy
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