
Subject: Budget Restructuring

Date: May 30, 1996

From: Ed Ray
Bill Shkurti

To: Gordon Gee
Dick Sisson

This memorandum is a follow up to our August 29, 1995 memorandum to you on
Incentive Based Budgeting.  Its purpose is to share with you recommendations regarding
the next steps in restructuring the University’s budget system.

In the August 29th memo, we identified issues regarding the University’s budget
process that we felt required discussion.  During the intervening eight months we have
reviewed these issues in detail with a variety of groups on campus.  In this memorandum
we will summarize the outcome of those consultations, discuss the weaknesses in the
current budget system, and provide our recommendations on improving the budget
structure and how we get there from here.

CONSULTATIONS

Our consultations regarding the budget system included multiple discussions with
the Executive Committee, Council of Deans, and the Senate Fiscal Committee.  We
benefited particularly from extensive discussions over the last seven months with the
University’s Ad Hoc Committee on Responsibility Centered Management.  We also had
discussions with the Faculty Council, Senate Research Committee, Center Directors, Staff
Advisory Committee, and the Graduate Studies Committee.

The outcome of these discussions can be summarized best as follows:

1. There is general agreement that the current budget process does not always
reward the behavior that is most supportive of the academic values of The
Ohio State University and that the process needs to be improved.

2. There is general agreement that any proposed changes to the process need to
be carefully evaluated both before and after implementation so that they do not
create a new set of problems.

3. There is general concern that a more revenue driven system not erode
academic values such as quality in teaching and scholarship.

4. There is general agreement that further consultation would be most productive
if people could respond to a specific working proposal and participate in its
development.
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LIMITATIONS OF THE CURRENT BUDGET SYSTEM

In his October 1, 1994 address to the Senate, President Gee presented a succinct
statement of values for the University.  These are the pursuit of quality in everything we
do, sustained fiscal growth, clear assignment of responsibility and accountability, and a
sense of community.

Our discussions across campus revealed a concern that the current budget system
is not consistently in alignment with these values.  Budget allocations are fundamentally
based on historical spending levels with changes at the margin.  This does not support
quality because with few exceptions, such as merit raises and tenure and promotion,
quality is not explicitly measured or rewarded.  Fiscal growth is not rewarded because
budgets are based on historical patterns, not revenues generated or performance in
support of other University-wide goals.  The full long range financial consequences are not
always appropriately addressed in making decisions.  A sense of full accountability is lost
because areas are only held responsible for some of their expenditures, and do not share in
the revenues.

The sense of community is undermined because the system responds sluggishly to
changes in student demand and allows the financial impact of  decisions to be passed on to
other members of the University community.  For example, a unit that uses its own
resources to improve teaching of service courses for students in other colleges may not be
rewarded financially, while a second unit which cuts back on service courses to students in
other colleges, will be rewarded because it has freed up a portion of its  budget authority
for other priorities.

In addition, internal distribution of funds is not related to our external funding
sources.  Although we may take exception to many aspects of the state funding formula,
this is a state institution and we cannot operate as if the state funding formula does not
exist.  For example, the current state subsidy formula rewards retention by providing a
higher subsidy for upper level courses, but the University’s budget system does not reward
units for providing these upper level courses.  Tuition and state instructional subsidy are
fundamentally enrollment related; unless our internal budgeting process in some way
responds to this, the University will continue to be in conflict with itself and the budget
process will not be consistent with University goals.

WHAT THE BUDGET  SYSTEM SHOULD ACCOMPLISH

The University budget is not an end in itself; rather it is a means for allocating
limited resources to unlimited needs.  For the University to be successful, the allocation of
limited resources to these needs must be managed in a way that supports the academic
goals of the institution.  These goals are embodied in the academic planning process and
have been articulated through the mission statement and functional mission statement.
Specifically, they are:
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• To attain international distinction in education, scholarship and public service.
• To assume responsibility for the advancement and dissemination of knowledge

consistent with a land-grant heritage of public service.
• To provide an extensive array of academic programs in the liberal arts, the

sciences and the professions.
• To provide access to high-quality undergraduate and graduate education for

qualified students who are able to benefit from a scholarly environment in
which research inspires and informs teaching.

• To bring together and sustain a diverse community of faculty, staff and
students for whom Academic freedom is defended within an environment of
civility, tolerance and mutual respect.

The key to designing a more effective system to allocate resources is to measure
how it would further these goals as compared to the current system.

International Distinction

One measure of international distinction is to be the best at something or to do
something unique.  From a resource allocation perspective, this means being able to
selectively focus resources in a way that supports distinctive and high quality programs
rather than historical spending patterns.  It also means creating a distinctive sense of place.
A budget system that provides a steady stream of resources for selective enhancement of
quality and innovative academic and academic support programs sustain this goal.

Advancement and Dissemination of Knowledge

To provide incentives for the advancement and dissemination of knowledge, the
budget system must provide financial support for those units that create new knowledge
through research endeavors and those units who disseminate new knowledge through
activities such as technology transfer, in-service training, extension activities, etc.

Extensive Array of Academic Programs

To provide a comprehensive (but not exhaustive) array of academic programs, the
budget process must provide academic units with incentives to adjust to student academic
needs within a framework of financial stability.

Access to High Quality Undergraduate and Graduate Education

This again requires a system that is responsive to student academic and support
service needs within a framework that provides stability and enhances quality.  In addition,
in order to promote accessibility, the system must provide incentives to maximize external
support (including state support) as a means of holding down tuition.



Budget Restructuring
5/30/96
4

Diverse Campus

Support of diversity is a management responsibility for which the budget system
can only play a supporting role.  Establishment of a more revenue driven system will not
by itself further the University’s diversity goals, but a more enrollment sensitive system
will be more attentive to the interests and needs of the diverse groups that the University
must serve.   In addition, the use of central set aside funds will permit the continuation or
enhancement of incentive driven programs such as the Faculty Hiring Assistance Plan.

RECOMMENDED IMPROVEMENTS

The current budget system does have some strengths.  It has allowed the
University to cope with a difficult financial crisis.   It permits differential allocations.  It is
linked to an academic planning process.   And under the current budget system structural
deficits have been reduced and multi-year commitments have been capped.

Nevertheless, we feel the system as a whole is not sufficiently aligned with the
academic values of the institution and the financial realities of the current economic
environment to best meet the University’s needs in the future.  Consequently, we
recommend the following changes:

1. A mechanism should be developed to explicitly share revenues with the
academic units that generate them in a manner consistent with academic
priorities.  The most significant weakness of the current system is the lack of a
clear and predictable linkage between the academic decisions of colleges and
departments and the impact of those decisions on the financial condition of the
University as a whole.  By sharing a previously agreed upon portion of the
tuition, state instructional subsidy, and indirect cost recoveries with the
generating unit or units, this link would be more firmly established

 
 Although this would represent a change in budget philosophy for this

University, it is not a radical change.  The extended campuses and auxiliaries,
such as University Hospitals and Housing and Food Service, already budget on
a system that is principally revenue driven.  In addition, a form of revenue
sharing for units on the main campus has already been implemented for
summer instructional programs and for allocating tuition revenue increases to
the Health Sciences.

 
2. Concurrent with revenue sharing, an academic quality assurance mechanism

should be implemented.  One of the concerns we have heard in our
consultations is the potentially adverse impact of a more revenue driven system
on quality of academic programs.  We feel this is a legitimate concern, but a
concern that can be addressed.  Among the mechanisms that need to be
established are:
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• A portion of revenues should be set aside to be distributed based on
quality of the academic program and/or performance related goals (for
example, the recruitment and retention to graduation of high ability
students in a program or the enhancement of an interdisciplinary
program).

• The role of the Council of Academic Affairs should be strengthened to
provide oversight on course offerings to prevent “dumbing down” of
courses or duplicative course offerings as a revenue raising scheme.

• Continuous oversight and evaluation should be coupled with a system
of strong faculty governance.

• The impact of this or any other budget process on the experience of our
students must also be addressed.

 
3. A mechanism should be developed that sets aside a specified portion of all

revenue generated for initiatives that benefit the entire University.  This might
include a Provost’s set aside to be used to recognize quality programming, to
support interdisciplinary efforts and to support other academic initiatives for
the common good, similar to the current Academic Enrichment pool.  It would
also include a similar fund to support academic support initiatives, including
the need to renew buildings and campus infrastructure.   This should be
explicitly recognized as part of the budget system.

 
4. A mechanism should be developed concurrently to fund academic support

units.  A combination of user charges and a percentage deduction from
revenues should form the basis for funding academic support units.  As part of
this process, a customer review group, probably under the auspices of the
Council of Deans, should be developed to provide annual reviews of support
unit budgets and activities.

 
 In addition, a clear understanding would have to be developed as to which

services are to be provided centrally, which are not, and which may be
provided at the option of the revenue generating unit.  For example, units
should not have the option of creating their own police units or parking
garages.  Care and maintenance of University facilities needs to be carefully
reviewed and discussed.  Some sort of central coordination needs to be
maintained over fund raising and legal representation.  On the other hand, it
may be in the University’s interest to decentralize some aspects of admissions
and recruiting.

 
5. As units are given a formal share of revenues, they must also be responsible for

their share of costs.  Units already are responsible for salaries, benefits and
supplies and services.  The two biggest expenditure categories that are not
allocated in any formal manner are fee authorizations for graduate students and
space.  We feel these should be brought into the budget process on a more
formal basis, no matter what budgeting mechanism the University may adopt in
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the future.  Space and fee authorizations are critical to the University’s
mission, but are too often treated as free goods by the respective units,
resulting in a less than optimal distribution of resources.

 
6. As part of this process, the University should implement a five year budget

planning cycle.  A number of campus groups, including the Board of Trustees,
the Deans, and the Senate Fiscal Committee, have stressed the importance of a
longer-range, pro-active plan for managing the University’s resources.  We
agree.  This plan should include long range budget projections, but not be
limited exclusively to them.  Improving institutional analysis and the availability
of information is an important part of this process.

Although the changes enumerated above are necessary and beneficial, we feel there
are many elements of the University’s budget system that should be retained on their own
merits.  Current practices that should be continued include:

1. Budget Accountability for Deans and Vice Presidents  - units are now held
accountable via an annual review of budgets and mandatory debt reduction
plans.

2. Shared Information - all financial records, including differential budget
allocations are treated as public records and shared with the campus
community.

3. Linkage with Academic Plans - the annual budget submission to the Board of
Trustees includes a formal statement of the linkage between spending priorities
and academic priorities.

4. Multi-year Commitments - sources and uses of multi-year commitments are
now routinely included as part of the annual budget materials.

5. Consultation - the budget process now includes extensive consultation with the
Senate Fiscal Committee, Staff Advisory Committee, student groups, FCBC,
the Council of Deans and other members of the campus community.

6. Carryover Balances - current budget policy allows units to carryover balances
from one year to the next without penalty.

7. Upgrade of Support Systems - the ARMS Project should result in a significant
upgrade of the financial and human resources systems.  This is not  necessarily
a  precondition to improving the budget process, but should make it much
more manageable.

In addition to the recommendations we have just listed, there are three other issues
that need to be addressed:  whether or not budgets should be rebased as part of this
process, whether or not revenues should be shared with departments as well as colleges,
and whether or not greater leeway should be given units on compensation.

The issue of rebasing budgets is a difficult one.  The people at Indiana advised us
to avoid the issue of rehashing the past.  On the other hand, if tying budgets to revenues
generated and quality of programs makes sense, then marginal changes may not be
enough.  One compromise would be to follow the OSU College of Engineering model and
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rebase budgets in increments over a fixed period of time.  Engineering is rebasing in
increments of 10% over ten years.

The issue of what the appropriate level of budget responsibility should be is an
important one.  This could range from clusters of colleges all the way down to individual
faculty members.  We do not think a literal interpretation of budget systems down to
individual faculty members is in the best interest of the institution, but we do think a
broader discussion of how the relationship between clusters of colleges, individual colleges
and individual departments should be defined is important.  This has been a major issue at
other RCM institutions and needs to be carefully examined as part of our deliberations.

Currently, guidelines for compensation increases are established  and reviewed
centrally.  Under the proposed changes, some units may be able to afford larger or smaller
pay raises based on their financial position.  We feel some sort of central guidelines will
always be necessary, but we need to engage in a campus-wide discussion about what
degree of flexibility is appropriate for colleges, departments and other revenue generating
units.

It was a conscious decision on our part not to give a name to the system we have
recommended.  We do not want a discussion over acronyms to distract from a discussion
over principles, something which we feel would be more productive.  A name, if
necessary, for OSU’s system can always be developed at a later date.

Finally, we want to stress that additional funding does not in itself translate into
quality academic programs.  However, a growing resource base makes improvements in
academic programs much easier to achieve.  By linking the financial consequences of
decisions by individual units more explicitly to academic goals, we expect an overall
improvement in the University’s resource base, which will, in turn, mean more support for
the University’s entire academic program.

WHERE WE GO FROM HERE

One of the comments we heard most frequently during our consultations was that
it is difficult to evaluate any kind of new budget system without having something tangible
to discuss.  On the other hand, it is difficult for us to develop something tangible without
knowing if we have any kind of agreement as to what the system should look like.
Consequently,  we propose  the following three step process:

Step One:  Consult across campus and determine if we do in fact have an
agreement on the principles we have just outlined.  If that is successful, we will
reformat the FY 1997 budget as a “shadow” or conceptual budget to reflect those
principles.  By a shadow budget, we mean a budget that would exist in parallel
with the regular FY 1997 budget as approved by the Board of Trustees.  This
shadow budget would have no formal standing as a legal document, but instead
would be an educational document.  In other words, it would represent a
reformatting of the FY 1997 budget in a descriptive rather than proscriptive sense
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to more clearly display sources and uses of funds by colleges or groups of colleges.
Because these are conceptual models, different alternatives could be tried in order
to determine their implications.  We believe we could have a shadow budget or
budgets ready by no later than September 1, 1996.  We have included a graphic
version of this concept as an attachment.

Step Two:  Use the 1996-97 school year to examine the system in detail and to
establish work groups in each of the following seven areas:

• Quality Assurance - this includes how best to measure quality and how
to create an incentive structure that enhances quality, as well as making
sure student needs are addressed.

• Revenue Allocation - this includes determining how revenues should be
generated, which revenues should be shared and how, including tuition,
state subsidy, indirect costs, etc.

• Central Distribution - this includes determining the appropriate size for
the Provost’s allocation and other distributions and how they should be
used.

• Support Unit Funding - this includes determining what support services
should be direct charged and which ones should be funded through a
uniform assessment.  It also involves a determination of where
competition is desirable and where it is not, as well as appropriate
accountability measures.

• Cost Allocation - this involves how to best allocate costs (and
appropriate resources) for space and fee authorizations, as well as any
other centrally funded activities that might be more appropriately
charged to individual units.

• Long Range Planning - this involves developing the characteristics and
processes for a continuous five year planning cycle, including
appropriate review and evaluation measures.  Information and
institutional analysis needs should be addressed as part of this group’s
charge, as well as the comprehensive coordination of academic,
financial and facility issues.

 
 These work teams should consist of 5-7 people appointed by the President and

the Provost from among faculty, staff and students.  The teams would  work
closely with the University governance structure.

 
 Step Three:  In the Spring of 1997, after extensive consultation, the University

could then make a decision as to our next steps.  Options could include a
University-wide system with shadow system for each college, or a University-
wide system applied to colleges or groups of colleges with shadow figures for
each department.  This decision must be accompanied by a formal Board
resolution that establishes the operating principles and appropriate oversight.
Then, in the Spring of 1998, the University could make a decision on what the
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next steps should be for FY 1999.  These would include addressing the three
unresolved issues identified on page 6.

 
 We do not view the move to a more incentive driven system as a clear yes or no
choice.  OSU has already adopted some features of what is commonly associated with
Responsibility Centered Systems.  For example, the people at Indiana told us one of the
major benefits of their RCM system was allowing units to carry over balances from one
year to the next.  OSU has followed that practice for years.

 
 Also, as we mentioned earlier, revenue sharing arrangements already exist with the
Health Sciences and the College of Law and with all the colleges regarding summer
enrollments.  The extended campuses and auxiliary units are already on a totally revenue
driven system.  What OSU lacks is a coherent approach across the campus that establishes
clear expectations regarding costs and benefits and academic goals as part of the process
of resource allocation.
 
 The OSU Main Campus is the single largest campus in the country and one of the
most complex.  It is too large to run on an ad hoc basis.  It is also too large to run through
a totally centrally controlled process.  What is needed for the University to move ahead
academically in a changing environment is the articulation of a clear set of budget
principles and academic goals from the central leadership, with greater flexibility (and
clear sets of rewards and expectations) for academic and academic support units who
contribute to the University’s success.
 
 We deeply appreciate the time and effort faculty, staff, students and administrators
have contributed to these discussions.  We hope this memorandum is helpful to you in
evaluating this advice and our recommendations.  With your approval, we will circulate
this memo in draft form to appropriate groups with the goal of reaching closure on the
next steps before the end of Spring quarter.
 
 
 
 
 
 c: Eric Kunz
 WJS/pme/f:finance/files/bgrstruc
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draft

SAMPLE SHADOW BUDGET MODEL

 Unit Budget    = Net Revenues
Minus Central Deductions
Plus Central Distributions

Unit Budget includes expenditure for compensation (pay and benefits),
supplies, services and equipment, space and all other support of
instruction, research and public service.

Net Revenues includes tuition (excluding fee waivers), instructional
subsidy and indirect cost recoveries.

Central Deductions includes assessments for central support services
(e.g., Campus Police, payroll, space, Registrar, etc.), plus assessment
for the central set aside.

Central Distributions includes supplemental funds to academic units
from the set aside for quality programming, interdisciplinary efforts and
academic enrichment, or to academic support units for improvements in
their service.

A determination would also have to be made about how to allocate the
costs of out of state tuition and General Fund scholarships.

NOTE:  This model could be applied to a college or group of colleges, for example.
 
  WJS/pme/f:finance/files/bgrstruc


