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I. INTRODUCTION 
A. Context 
 

This report is the eighth in a series of reports on the budget restructuring process 
that began more than three years ago.  Over this period extensive discussions have 
occurred, including a detailed review by three faculty, staff and student committees 
appointed by the Provost, the Ad Hoc Committee on Budget Restructuring appointed by 
the University Senate, the Council of Deans, various Senate Committees and other 
individuals across campus.  We have also reviewed budget restructuring activities at 
other institutions including five of our nine benchmark institutions. 

 
It is clear the campus is ready for a change in our budget process.  Our goal in this 

document is to provide a comprehensive outline of how we feel this can be accomplished. 
 

In this set of recommendations we have attempted to clarify the relationship 
between budget rebasing and the distribution of additional revenues.  We have also 
provided more detail on what various allocations and distributions might look like under 
the system we have proposed.  Although we feel this will address many of the concerns 
expressed about Budget Restructuring VII, we recognize that additional information will 
emerge and the specifics of some of these recommendations may change as consultations 
continue. 

 
In the three years of consultation on this issue, three broad questions have been 

raised consistently.  We feel addressing them here is the best approach for presenting our 
recommendations. 
 
B. Academic Goals 
 

The most frequently asked question has been, “What are the core academic goals 
that  budget restructuring is supposed to support?”  Our preliminary response to this 
question was our Strategic Focus memo of September 4, 1998.  In summary form, 
President Kirwan has articulated these goals as follows: 

 
♦  Increase the quality and national reputation of our academic programs. 
♦  Enhance the quality of the undergraduate experience and the quality of life of 

all our students. 
♦  Become an exemplar within higher education for the success of the 

university’s commitment to diversity. 
♦  Expand outreach and engagement activities to better respond to the needs of 

the communities the university serves. 
 

These goals may be refined as the academic year moves along, but should form 
the focus of how budget restructuring is evaluated.  The Provost’s January 6, 1999 memo 
to President Kirwan on strategic investment provides further details on where we should 
invest. 
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C. Reason for Change 

 
We discussed this at length in Budget Restructuring VII.  In that document we 

listed four characteristics of our current system, summarized below, that we feel are 
substantial barriers to achieving the University’s academic goals: 

 
1. Current budget practices are not sufficiently supportive of the University’s 

instructional mission. 
2. Current budget practices are not sufficiently supportive of the University’s 

research mission. 
3. Current budget practices do not provide sufficient incentives to either reduce 

costs or generate additional revenue needed to address the University’s 
academic priorities. 

4. Current budget practices do not provide sufficient accountability for the costs 
of individual unit decisions that impact the entire University community. 

 
    In just the six months since the Budget Restructuring VII memo, several 
developments have underscored the issues we identified at that time.  These include: 
 

♦  The July 16, 1998 Final Report of the University Research Commission 
concluded, “OSU’s budgeting approach provides very limited reward for 
operating units to pursue incremental revenue… ” and “… OSU’s current 
budget system is problematic from the perspective of research and graduate 
studies in a number ways.” 

♦  On September 29, 1998 the Ohio Board of Regents released recommendations 
committed to moving away from enrollment driven funding for graduate 
students to more performance driven funding. 

♦  The November 16, 1998 report of the Distance Education Pricing and Policy 
Task Force concluded that the current budget system serves as a barrier to 
distance learning activities.  Budget restructuring, which provided financial 
incentives for instructional innovations, could provide substantial support for 
the University’s distance learning program. 

♦  The November 1998 review of the University’s decision making structure by 
former Cornell President, Frank H.T. Rhodes and his colleagues concluded 
the University’s decision-making is “episodic, piecemeal, well-intentioned, 
but rarely effective.” 

♦  The November 27, 1998 report of the Senate Ad Hoc Committee on Budget 
Restructuring concluded, “Our current budget system lacks the rationality, the 
discipline, and the incentive structure that a University budgeting system must 
have if its goals and values are to be effectively advanced as we move into the 
next century.” 

 
All of these points suggest that the University must adapt its resource allocation 

process to changing internal and external needs in a way that is compatible with our goals 
and values or face slow but steady financial and academic obsolescence. 
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D. Evidence of Success 
 
 The fundamental criteria for measuring the success of any budget system should 
be the degree to which it assists the University in accomplishing its academic goals.  
Obviously, this is related to the common goals and principles discussed previously and 
should be fleshed out as part of the strategic focus process.  One of our recommended 
changes will be for central administration to work with the colleges, vice presidents and 
governance structure to develop a specific set of measurable one and five-year goals and 
strategic indicators that can serve as a reference point for documenting and evaluating the 
impact of changes in the budget system.  There are measurable beneficial outcomes we 
feel should be associated with the proposed changes in our budget system.  A list of 
improvements relative to the current situation would include the following: 
 

♦  The University should make measurable progress toward achieving its 
academic goals. 

♦  Academic units should have more discretionary resources and the pace of 
program innovations should increase. 

♦  Cost savings should be more readily identified and implemented where 
appropriate. 

♦  Course close outs should be reduced and student satisfaction with instruction 
improved. 

♦  The volume and quality of funded research should increase. 
♦  The amount and quality of public service should improve through more 

effective partnerships, outreach and engagement. 
♦  The process to determine central budget allocations should work more 

quickly, accountability should be more readily assigned and decisions should 
be more readily understood. 

 
Having said this, we want to emphasize that changes in the budget process are not 

an end in themselves.  A new budget system will not define University goals, protect the 
University from external changes in financial support or substitute for good leadership.  
A change in the way we budget cannot even guarantee additional resources.  What a 
change in the budget process should do is assist the University’s effort to identify the 
challenges ahead, weigh different options for dealing with them, understand the 
implications of various courses of action and reward success -- and do so in a way that is 
an improvement over the current system. 

 
II. GENERAL PRINCIPLES 

 
 After extensive consultations across campus (including input from the Council of 
Deans and the Senate Ad Hoc Committee on Budget Restructuring), we feel there is a 
consensus about the general principles that should drive the design of a restructured 
budget system.  These principles are: 
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A. The allocation of resources should be mission driven - this means that budget 
decisions should contribute to international distinction in teaching, scholarship 
and public service, rather than historical patterns.  It also means that the strategic 
indicators that will be used to measure academic success should also be used to 
inform budget allocation decisions. 

 
B. In a large complex organization, decentralized decision-making works best - 

when goals are clearly defined and revenues and costs are properly aligned, a 
decentralized and distributed decision process will allow for greater innovation, 
quicker decisions and greater support for University goals. 

 
C. Any budget system, but particularly one that is decentralized, depends on the 

creation and maintenance of a timely and user friendly information system - 
this means both financial and programmatic information must be accurate and 
readily available to colleges and departments. 

 
D. A significant portion of revenues should be explicitly linked to the generating 

units, specifically the colleges - the colleges should receive a significant portion 
of the revenues they generate as a result of instructional, scholarship and public 
service activities. This is a departure from current practice where some funds, 
such as restricted funds and earnings, are attributed directly to units, but other 
funds are not. 

 
E. A portion of all revenues should be dedicated to the support of University-

wide goals, including goals that may be more difficult to quantify.  These goals 
should include: 

 
• Strategic University investments in academic excellence. 
• Supplemental financial support to those academic units that are either 

essential to the academic goals of the institution or who make a distinctive 
contribution to the academic goals of the institution but do not generate 
sufficient income to operate effectively.  For example, Arts and Sciences, 
Business, Law, Engineering and Medicine have been defined as core 
academic areas.  And, Food, Agricultural and Environmental Sciences and 
Education reflect our land-grant mission.  Financial support for those units 
should be consistent with their role in the University.  

• Specific support of University-wide priorities that may include 
interdisciplinary teaching, research and public service, honors programs, and 
diversity.  

 
F. Costs should also be explicitly linked to the generating college or vice 

presidential area -  we concur with the recommendations of the Cost Allocation 
Advisory Committee that cost allocations ought to fit into a broader context of 
University goals instead of an elaborate pricing scheme for its own sake.  Costs 
should be allocated to the extent that they are under the control of the generating 
units and that their allocation promotes quality and cost effective support services.   
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G. Although the system should be mission driven, predictability and stability 

are also important characteristics - this should include some form of multi-year 
averaging to temper the impact of enrollment fluctuations and a special cash 
reserve to assist units where necessary. 

 
H. Appropriate oversight and accountability should be provided by the 

University’s governance and administrative structure - one of the lessons of 
the last ten years is that the quality of decisions is improved when faculty, staff 
and students are more fully engaged in major financial decisions.  Although the 
current oversight structure has a number of strengths, it may need to be modified 
in order to monitor constructively the greater discretion at the college and 
department levels.  This will include newly defined responsibilities for the Senate 
Fiscal Committee, the Council on Academic Affairs and the Council of Deans.  
These recommendations also include formation of a University Budget Advisory 
Committee to advise the Provost on setting base budgets, central allocation 
programs and support service costs. 

 
I. A carefully thought out transition is essential to the ultimate success of any 

changes in the budget system - another lesson of the last ten years is the 
necessity to plan carefully for the adaptation to any University-wide change.  Big 
changes are very difficult to implement all at once. The budget process envisioned 
here will require continuous monitoring and feedback and a process by which 
budgets will be re-based to reflect academic priorities.  In addition, the University 
will need to develop an experience base to assure the capacity to administer such 
a system effectively.  The new system should be implemented in phases.  Pilots 
may also be used for this purpose. 

 
Although we sense a high degree of agreement on these principles, agreement on the 
details has not yet been reached.  We address this in the next section. 
 

III. RECOMMENDATIONS 
 

The purpose of this section is to elaborate on the general principles and move 
toward formulating more specific operating guidelines.  Our more specific 
recommendations are as follows: 

 
A. Primary Objective 
 
 As discussed previously, the primary objectives are best expressed in President 
Kirwan’s four goals and elaborated upon in the September 4, 1998 Strategic Focus draft 
and the January 6, 1999 Strategic Investment document.  We believe these documents 
provide sufficient clarity to move forward, but the Academic Planning Process will 
continue to refine and sharpen these academic goals as the year moves on. 
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B. Principal Units 
 

The principal unit where academic goals and available resources come together is 
the college.  Therefore, in Budget Restructuring VII we recommended the colleges be the 
principal budget units.  Our consultations since that time have confirmed widespread, but 
not unanimous, support for this approach. 

 
 As this budget process becomes more familiar it may prove appropriate to identify 
additional academic budget units such as centers or departments.  However, we believe 
that a new budget process should be introduced with colleges as the primary budget units. 
 
C. Base Budgets 
 
 

The concept of budget rebasing has generated more discussion than any other 
topic in our budget consultations.  We firmly believe an effective review of base budgets 
is critical to the success of any new system, but doing this effectively requires careful 
planning. 

 
 Our initial inclination was to use an identical methodology for both base college 
budgets and allocation of new revenues.  On the surface this appears to be the most 
simple, clear and consistent approach.  However, after widespread consultations and 
review of the data we have concluded that while a formula based approach makes sense 
for generating new revenues, it does not make sense as the principal driver for rebasing. 
 
 We do not favor sole reliance on a formula on which to base budgets for three 
reasons: 1) Relatively small changes in policy regarding the allocation of costs or 
revenues can mean significant changes in base budgets for individual colleges (see 
appendix A).  Such variability in outcomes for such high stakes is likely to increase 
conflict and distrust which will detract from the ultimate goals of the new budget process.  
2) The University as a whole is not well funded compared to benchmark institutions.  
Therefore, the expectation that we can move the whole university forward by taking large 
amounts of existing resources from one group of units to give to another group creates a 
false set of expectations that, again, detracts from the principal goal of advancing the 
institution.  3) A reliance on formulas to identify appropriate base budgets ignores the 
responsibility of the University leadership to set goals, articulate values and establish 
consistent base budgets.  As long as we believe that institutional goals and values are 
important, decisions will have to be made at the University level regarding appropriate 
base budgets.  
 

To allocate budgets solely by formula would simply empower market forces to 
determine our defining characteristics and activities.  Base budgets should reflect explicit 
commitments to goals and values even when they conflict with market signals.  The 
University leadership must be held accountable for setting base budgets and periodically 
updating base budgets to keep resource allocations in alignment with institutional goals 
and values. 
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 Instead, we recommend the Provost lead a detailed and systematic review of base 
budgets that is informed by revenue and cost data, but not solely driven by it.  Under this 
process, the Provost would take the next 18-24 months to review the academic goals and 
contributions of each college, its revenue and cost structure and its current annual rate 
budget and make specific recommendations on whether the base budget should be raised, 
lowered or left where it is.  This process would also identify which cross subsidies are or 
are not appropriate or necessary and why, as well as special consideration for quality 
initiatives including Honors Programs.  Base budgets would be adjusted over the 
succeeding three years, so the rebasing process would be completed over the next five 
years.  Once the new base budgets are established, they would be reviewed every five 
years.  The need to revise base budgets periodically is to assure that while resource 
allocations are responsive to market trends, they are not completely market driven. The 
rebasing of unit budgets is described in greater detail in appendix A.  As explained there, 
a Budget Advisory Committee would play a critical role in advising the Provost 
regarding the establishment of base budgets, as well as reviewing central allocations and 
support service costs. 
 
 By adopting an approach that distinguishes between new and base revenue, we 
believe we can move forward expeditiously in a way that is consistent with our values.  
While the rebasing process could take from 2-5 years, new revenue sharing could begin 
much sooner.  This approach to rebasing would provide for some realignment of overall 
budgets to correct the most egregious inequities, yet keep the focus on the opportunities 
of the future, instead of the decisions of the past.  
 
D. New Revenue to the University 
 

Once the base budget for each college is established, the University’s 
commitment should be to allocate to the individual colleges at least 75% of the revenue 
they generate above the base budget, even after central taxes are deducted and after the 
base budget is approved by the Provost.  This 75% figure would apply to both 
Instructional Fees and Instructional Subsidy. 

 
Colleges would keep 100% of all restricted and earnings funds after expenses, as 

is current policy.  All indirect cost recoveries would be redistributed to cover costs 
incurred.  Colleges would also be permitted to carry over balances.  

 
We have recommended interest earnings on General Fund balances in colleges 

and support units be credited against the flat tax, on the assumption that investing cash 
balances is an administrative function, not an academic one.  An alternative would be to 
credit investment earnings to each college or support unit, but this would require the flat 
tax to be increased from 20% to 22% to offset the revenue loss to the center. 

 
Potential difficulties associated with declining revenues were not specifically 

raised in our consultations, but they are possible and need to be addressed.  There are two 
separate but related events that can cause this to occur. One would be action by an 
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external agency such as a state-imposed reduction in instructional subsidy.  The second is 
a reduction of instruction or research that results in a reduction of income attributed to an 
individual college. 

 
If the reduction were the result of the actions of an external agency, it would have 

to be absorbed as it is now. In other words, to the extent central reserves are insufficient, 
differential reductions would be imposed by the Provost on base budgets for both 
academic and support units. 

 
To the extent that a reduction in instruction or sponsored research leads to a 

reduction in income, 75% of that reduction would be passed through to the college, just 
as the college would gain 75% of the increased income.  The fact that resource changes 
over time can be positive or negative at the college level is one of the key reasons for 
reviewing base budgets every five years. 

 
In order to assist colleges to adapting to large unexpected reductions in revenues, 

the Center would maintain a capacity to lend one-time funds on an as needed basis in 
unusual circumstances. 

 
E. Cost Allocation 
 

In Budget Restructuring VII, we supported the recommendations of the Cost 
Allocation Committee as a workable framework.  This means cost allocation should not 
be an end in itself, but rather a means to assure necessary services of high quality at a 
reasonable cost. 

 
 As a starting point, we recommended that all direct costs currently billed to the 
colleges, such as salaries and benefits and supplies and services continue to be billed 
directly.  We also recommended that most fee waivers, which are also determined at the 
college and department levels, be billed directly. Budget Restructuring VII also proposed 
a central assessment or tax be charged against General Fund revenues for central 
activities that provide an overall benefit, such as the libraries, public safety, academic 
administration, etc.  These recommendations seemed to receive a great deal of support. 
 
 We also recommended three cost categories be allocated as a quasi variable cost.  
In other words, some fixed amount would continue to be funded centrally, but a portion 
would be billed directly.  We found this concept created some interest but also a great 
deal of confusion.  We will attempt to clarify and elaborate on this concept. 
 
 We have identified three categories of cost that fit into this quasi variable cost 
scenario - space, student services and support of sponsored research.  All of these have 
fixed costs, but also components that are under the control or influence of the benefiting 
units. 
 

Space - In FY 1998, academic units on the Main Campus were assigned 
approximately 5 million square feet of space.  We propose that these units be billed for 
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the portion of the cost directly related to the amount of space used (utilities, maintenance 
and custodial).  This could average between $4 and $8 per square foot, depending on 
services provided.  Space related costs for administration, central classrooms, 
environmental compliance and space used by academic support units would be included 
as part of the central assessment.   
  

Student Services - This category includes services provided by the Office of 
Student Affairs, Enrollment Services (Financial Aid Administration, Admissions and the 
Registrar’s Office), University College, the Graduate School and student financial aid 
funded by the General Fund. We propose that services provided by Student Affairs be 
offset against the General Fee, which is the current practice and that most of these other 
services be billed directly based on the credit hours generated by a college.  Central costs 
of advising, UVC, the Graduate School and financial aid tend to vary with the level of 
enrollment and the college of enrollment and an effort to develop a more refined cost 
allocation rule would seem to be in order in such cases. 
 

Support of Sponsored Research - We propose to return all indirect cost recoveries 
to the generating units, but bill them directly for research space and their share of 
research administration.  In order to avoid putting an unfair burden on units whose 
sponsors limit cost recoveries by law (i.e.,  FAES and Education, etc.), some adjustment 
may need to be made in their base budgets, but we feel this approach will greatly increase 
indirect cost recoveries over time and benefit everyone.  

 
Because the assignment of these costs is a complex task, we recommend a work 

group representing the colleges and central administration be formed to address the 
details. 
 
F. The Flat Tax 

 
A funding mechanism inn the form of a flat tax or charge against all General 

Funds revenue to colleges is recommended to cover the costs of central services such as 
libraries and public safety and to meet other university-wide needs.  Based on FY 1998 
budget figures and using the charging mechanism described in the preceding paragraph, 
we expect this flat tax to be equal to about 20% of revenues.  This also means units 
would receive at least 75% of the additional revenue they generate. 

 
In Budget Restructuring VII we also recommended the creation of an oversight 

committee under the sponsorship of the Council of Deans to insure support units are 
rewarded for effective management of costs and for providing high quality services and 
disciplined when the quality and quantity of services do not justify their costs.  Here we 
propose instead the creation of a Budget Advisory Committee by the Provost in 
consultation with the Council of Deans and the Senate to perform these tasks as well as 
review central investments and rebasing decisions. 
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G. University-wide Goals 
 
 We concur with the observations of the Provost’s Central Distribution Advisory 
Committee Report that if costs and revenues are properly structured in the first place, and 
if management is appropriately held accountable, only a relatively small amount of 
money will need to be allocated centrally to further University-wide goals. 
We also believe one of the principal goals of budget restructuring should be to make 
more funds available to colleges and departments to support University goals, rather than 
simply enlarge the funds available to the center for their own sake. 
 
 Thus, for purposes of these recommendations, funds available to the center will be 
budget neutral in regard to base budgets, but will include a predefined share of new 
revenues.  The specifics of how current central funds would be allocated are shown in 
Appendix B.  Funding for the center would continue as indicated under budget 
restructuring but in a modified form. In addition, the across the board reallocation of up 
to 1% on all colleges to support selective investment and academic enrichment would be 
incorporated into the flat tax. 
 
 The center will have three sources for additional revenues: 
 

1. Revenues earned centrally, including overhead, unrestricted gift income and 
investment earnings. 

2. The share of new revenue generated by the colleges after deduction of 75% to the 
individual colleges and about 20% to central expenses.  This would be up to 5% 
of new revenues. 

3. Additional revenue from other sources (e.g., pouring rights, investment earnings), 
generated centrally or special assessments for a specific purpose (such as the up-
grade of student information services). 
 
We recommend a portion of new revenues to the center be specifically earmarked 

to support quality in instruction, research and public service. 
 
H. Assuring Quality 

 
Responsibility for promoting the quality of academic programs will continue to 

rest with the Deans, Chair and faculty of the academic units.  However, the oversight and 
support role of the Office of Academic Affairs and of the governance structure will need 
to be enhanced.   

 
One of the concerns frequently expressed about a more enrollment sensitive 

system is that it would also create incentives to enhance revenues at the expense of 
quality of programs or to duplicate programs in other units.  While this is a legitimate 
concern, we do not feel it is an insurmountable one.  We feel our students will support 
quality programs if given sufficient information and if appropriate quality reviews are 
built into the system.  High revenue programs are not preordained to be low quality 
programs, and we should not expect our students to migrate to low quality programs at 
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every opportunity.  In fact, it is more likely that students would be willing to pay a 
premium for high quality programs when they are available. 

 
 In order to make sure that quality continues to be supported under such a system, 
the Office of Academic Affairs will need to adopt a system that includes monitoring of 
quality as part of the annual planning and review process.   This would include 
monitoring of class size, nature of instruction, student and faculty complaints, course 
evaluation results on a systematic basis.  CAA will be asked to advise the Provost 
regarding other mechanisms for assuring quality in course offerings. 
 
I. Accurate and Timely Information 

 
This will be extremely important to Deans, Chairs and others responsible for 

managing this system.  This is discussed in more detail in the next section, but our goal is 
to give each college an annual financial statement that shows revenues earned by source, 
deductions and expenses owed centrally by function.  This would be updated quarterly as 
appropriate.  A sample is included as Appendix C. 
 
J. Financial Stability 
 
 Responsibility for promoting the quality of academic programs will continue to 
lie with the Deans, Chairs and faculty of the academic units.  The oversight and support 
role of the Office of Academic Affairs and of the governance structure will need to be 
enhanced. 

 
The center has always played a role in maintaining financial stability for the 

academic units.  This will be even more important under a more decentralized system.  
The key will be to maintain enough stability to allow careful planning but enough risk to 
reward behavior supportive of University goals. 

 
Once base budgets have been established, one approach is to identify enrollment 

driven revenue with multi-year trends instead of year to year variations.  We propose that 
tuition be allocated on a two-year moving average of credit hours of the two preceding 
years and subsidy be allocated on the basis of a five-year moving average.  Since this 
means new programs may not receive additional funding for two years, a mechanism will 
need to be developed to provide an advance on revenues. 

 
A second step is to identify base budgets.  In addition, there are some practices 

already in place that should be continued: 
 
♦  A 1% margin in projecting revenues 
♦  President’s and Provost’s Reserves 
♦  Maintenance of a University-wide rainy day fund 
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K. Accountability 
 
One of the desired characteristics of a new budget system is that it should insure 

accountability throughout the hierarchy.  The annual financial statements of each college 
will provide information on budget allocations in a fairly transparent fashion that will 
serve as a means of holding the center accountable for its actions. In addition, the five-
year rebasing reviews and their implementation will improve accountability, as will the 
appointment of a special Budget Advisory Committee. 

 
It is our expectation that one of the most important outcomes of the new budget 

process will be a greater opportunity for the Provost and the Deans to discuss budgets and 
strategic academic goals on a three to five year timeline.  This would also provide an 
opportunity for Deans to have a similar discussion with their Chairs and faculty. 

 
Accountability by Deans to their colleges is equally important.  Therefore, we 

recommend each college develop and submit to OAA for approval, a written 
implementation plan determining how the college would treat its sub-units (such as 
departments, and centers) under a restructured budget system.  The approved plan would 
be expected to include explicit rules for resource sharing with internal units, similar in 
nature to those used to allocate revenues and costs to colleges.  A faculty vote would not 
be required, but faculty would have to be consulted and the plan would be treated as a 
public document. 

 
L. Compensation Management 

 
We recommend a combination of new and existing policies that would be 

appropriate for compensation management and training under a more decentralized 
system.  We recommend continuation of current practices regarding the roles of existing 
advisory committees (FCBC, Fiscal and USAC), the salary appeals process, 
responsibility for managing collective bargaining, HR responsibility for training in 
compensation management, and college responsibility for funding benefit costs. 

 
The principal change from current practice would be increased flexibility for 

Deans and Vice Presidents to use unit funds for salary increases or bonuses, at first within 
a narrow range, and then increased over time with experience.  The University has been 
moving in this direction for several years.  Progress has been limited because of the 
absence of a mechanism to assure that other mission goals, such as teaching and research 
support, are not put at risk. 

 
We recommend unit flexibility be increased by allowing variation from 

University-wide salary guidelines on the following schedule: 
 

FY 1999 0.20% 
FY 2000 0.25% 
FY 2001 0.50% 
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 Variations would have to be approved by OAA by both justifying the redirection 
of resources for this purpose and assuring sustainability. 
 

Practices of this nature are more consistent with those of our benchmark 
institutions and will provide units with a more direct link between performance and 
reward.  Obviously, the center would still have a role in establishing general guidelines 
and in assuring equity across the University. 

 
IV. ISSUES REQUIRING ADDITIONAL DISCUSSION 

 
We are convinced the University needs to make a decision to move ahead along 

the lines recommended in Section III.  However, we also recognize there is a difference 
between agreement in principle and agreement in detail.   This section addresses 
important issues identified in our consultations that have not yet been fully resolved and 
need further discussion. 
 
A.  Rebasing 
 
 Discussions of the various drafts of this document have shown rebasing to be the 
single most complex and contentious issue involved in budget restructuring.  We believe 
there is widespread, but not unanimous, agreement that some sort of rebasing needs to 
take place.   There is also widespread agreement, but again not unanimous, that a purely 
formula driven outcome is too rigid, but that a total absence of some sort of formulaic 
guidance opens the door to a process that is more political instead of value driven. 
 
 There is however, a great deal of disagreement among thoughtful people about 
where and how the appropriate balance between academic values and financial results 
can be best addressed.  We have attempted to explain in greater detail our thinking on this 
issue, including more specific comments on process and expected outcomes.  Because of 
the length of this discussion, it is addressed separately in Appendix A. 
 
B.  Interdisciplinary Programs 
 

Concerns about the impact of a college-centered budget system on 
interdisciplinary teaching, research and public service were also discussed in Budget 
Restructuring VII.  We observed that even though the current system provides little 
incentive for interdisciplinary work, the new system should not provide additional 
barriers, but in fact, should provide an environment where interdisciplinary work can 
thrive. 

 
We feel this can be accomplished through the following steps: 
 
1. As we indicated earlier, self supporting interdisciplinary centers should have 

the opportunity to become responsibility centers or identifiable budget units.  
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However, this designation would be contingent on appropriate safeguards, 
including periodic review. 

2. The University should formalize the current practice of units sharing costs and 
recoveries involved with multidisciplinary sponsored research projects in 
proportion to the respective faculty member’s time commitment to the project. 

3. A similar protocol needs to be developed for the costs involved in teaching 
interdisciplinary courses.  One barrier seems to be cases of significant salary 
disparity between some disciplines.  We propose that units in these 
circumstances negotiate a modified revenue split up front. 

4. Under the new system, the Provost can and will have the tools to promote 
interdisciplinary work through central distributions (such as Selective 
Investment and Academic Enrichment), and by making sure interdisciplinary 
work is appropriately rewarded and accounted for in both University-wide and 
college-specific strategic indicators. 

 
The budget rebasing process also provides information to assess a college’s 
contribution to interdisciplinary work that can be used to measure progress or 
lack of progress in this area. 

 
C.  Honors Programs 
 

Our consultations across campus showed that Honors Programs are among our 
most successful and widely supported University endeavors.  However, our consultations 
also revealed a concern about how the new budget system, which is based in part on 
credit hour headcounts, could also support honors programs, which by definition entail 
smaller classes and produce less revenues. 

 
In Budget Restructuring VII, we expressed continued support for a vigorous 

Honors Program, but also expressed concern about creating incentives to classify courses 
as honors courses to obtain additional funding.  Since that time, we have been able to 
examine the growth and distribution of honors courses across campus.  In summary, 
honors courses have thrived in the present budget system.  Between FY 1995 and FY 
1997 the number of honors credit hours offered by our colleges increased by 20%.   

 
We suspect this reflects very powerful non-monetary incentives that already exist 

in a period of relative budget stability.  These include the desire of our faculty to teach 
bright students in small classes.  We feel these incentives will continue to exist in a 
restructured environment as well.  In addition, we are already using Academic 
Enrichment funds to support honors courses on a selective basis and we would expect 
that support to continue, even in a restructured environment. 

 
Therefore, we do not recommend differential reimbursement for honors courses at 

this time.  Instead, we recommend a special adjustment as part of the rebasing process 
and that in turn, each college receiving such consideration will agree to maintenance of 
existing effort. We also recommend OAA review honors offerings annually to ensure that 
University goals are being met.  Further adjustments could be made in succeeding years, 
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if warranted, through central distributions of funds to support Honors Programs, but 
would not be guaranteed.  For example, the Provost could periodically provide central 
funds to units in proportion to growth in honors course offerings. 

 
D.  Course Duplication 
 

One of the concerns voiced most frequently in our consultations was the 
possibility that a system that provides greater incentives for offering more credit hours of 
instruction could also be an incentive to offer courses that simply take students away 
from other units, therefore doing nothing for the University.  We feel this is potentially a 
serious problem that needs to be addressed before a new system goes into place. 

 
In Budget Restructuring VII, we discussed the important role played by the 

Council on Academic Affairs in this process.  While we feel CAA, through its approval 
power, does have an important role to play, we also feel that if incentives reward 
behavior that only CAA can stop, then CAA will become so bogged down adjudicating 
these disputes that it will not be able to perform any of its other functions.  We are deeply 
indebted to Beth Sullivan, the 1997-98 Chair of CAA for sending us a very thoughtful 
response to Budget Restructuring VII, which helped us appreciate the magnitude of this 
problem.  At the same time, we have heard from a number of faculty who are concerned 
that if we are too rigid in approving new courses, we might stifle innovation and impede 
the ability of colleges and departments to respond to changes in knowledge and student 
demand. 

 
Therefore, we propose two additional steps to reduce the number of requests 

submitted to CAA and hopefully streamline the process where appropriate.  First, as part 
of budget rebasing, the Office of Academic Affairs needs to establish a baseline of course 
work for majors in each college that will be taken outside the college.  This, among other 
things, will then allow OAA to measure performance against a pre-determined standard 
and to take corrective action if necessary.  Second, OAA needs to establish, in concert 
with the Council of Deans, a set of protocols about how new course offerings will be 
screened in OAA before proceeding to CAA.  One possibility is that a sub-committee of 
the Council of Deans would provide the first level of review for new course proposals.  
Any additional review mechanisms should be developed with the advice of and in 
consultation with CAA. 
 
E.  Information 

 
In the previous section we stressed the importance of accurate and timely 

information as a necessary condition for successful budget restructuring. 
 
In Budget Restructuring VII, we pointed out the need for not only budget and 

accounting information but student and program information as well.  We also pointed 
out the necessity of installing a new accounting system and that likely shakedown issues 
made FY 2001 the earliest possibility for campus-wide implementation.  Although that 
process has now been deferred for one year, budget restructuring needs to move forward. 
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One of the concerns we have heard is that if the University cannot provide good 

personnel reports as part of the ARMS HR conversion, it cannot expect to provide all the 
other information budget restructuring will require.  This is a very real problem.   While 
plans exist to resolve reporting issues and to provide Colleges with information critical 
for the effective management of this program, budget restructuring cannot be 
implemented fully and successfully until the colleges have the tools they need.  Current 
plans call for many of these issues regarding HR Payroll to be addressed over the next six 
months. 

 
As a result of the Strider & Cline review, implementation of the new General 

Ledger system has been postponed one year (until July 1, 2000).  Although this means it 
will probably be FY 2002 before the accounting system is fully responsive to the needs of 
a restructured budget system, it also provides more time to make sure the system is 
designed in a way that is compatible with budget restructuring.  The delay also provides 
an opportunity to focus on fixing the reporting problems in the ARMS-HR system. 

 
At the same time, lack of a new accounting system (although a less than ideal 

situation), does not prevent the University from using the best current data available to 
make decisions in a way that is consistent with a new system 

 
F.  Research Quality 

 
One of our concerns in moving to a restructured budget system is how to insure 

against devaluing research in fields where funding from external financial sponsors is not 
readily available.  We discuss this in greater detail on page 11 of our September 4, 1998 
Strategic Focus memo to President Kirwan, but we feel the message bears repeating.  
That is, in addition to market share of sponsored research, the University needs to 
develop discipline-specific measures of research activity and research quality to guide 
our investment decisions.  The strategic focus and budget rebasing process provide the 
appropriate mechanisms to assure these activities are carried out. 
 
G.  Diversity and Outreach and Engagement 

 
Both of these activities are top University goals and need to be rewarded as part 

of the budget process.  It is important to note that the opportunity for units to share in the 
revenues generated by such activity will be an important incentive by itself, but we 
recognize that additional work needs to be done.  The strategic and measurement 
concerns in both of these areas are addressed in preliminary form in the September 4 
Strategic Focus memo. 

 
Additional work will need to be done in the measurement of these activities and 

then integrating the financial considerations through the strategic indicators, budget 
rebasing and budget accountability processes which will be established in more detail 
over the next twelve months. 
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H.  Budget Advisory Committee 
 
 The role of the Budget Advisory Committee received a great deal of attention in 
our earlier drafts of this document.  The most frequently asked question was whether we 
intended this group to be an advisory committee or an oversight committee.  The answer 
is both. 
 
 The Committee’s advisory role would come into play with regard to the budget 
rebasing issue.  Because the responsibility for the rebasing decisions clearly rests with the 
Provost, the Committee’s role would be to advise him on process and criteria.  As the 
new budget system matures, the Committee will need to take on an oversight role to 
assess the success and failures of the process. 
 
 Whether these two roles should be the charge of the same committee or two 
separate committees, and what the composition of the committee(s) should be is 
something we want to have widespread discussion about this Spring. 
 
I.  Performance Challenge 
 
 In the FY 1998 - FY 1999 biennium, the State of Ohio made an initial 
commitment to move away from a purely enrollment driven funding model to a more 
performance driven system.  This commitment was not only reaffirmed but expanded in 
Governor Taft’s March 15 budget proposal for FY 2000 and FY 2001.  Ohio State 
University has publicly committed to support this Performance Challenge initiative. 
 
 These funds are allocated to colleges and universities based on performance at the 
university, college and departmental levels for activities such as externally sponsored 
research and degree completion.  Since funding for Performance Challenge was new in 
FY 1998, it has not yet been incorporated into the current funds annual rate budget or the 
FY 1998 Sources and Uses Statements included in the Appendix.  These funds are likely 
to become an increasingly important part of OSU’s budget and we feel this is an 
appropriate time to incorporate performance funding into our budget restructuring 
discussion.  This includes addressing the issue of whether or not 75% of these funds 
should be distributed directly to the generating colleges in the same manner as 
instructional subsidy. 
 

V. IMPLEMENTATION 
 
In Budget Restructuring VII, we recommended a phasing in of budget 

restructuring due to the complexity of the issues involved. Our consultations established 
widespread support for that view.  The specifics need to be defined. 

 
In order for budget restructuring to proceed successfully, the following needs to 

be done: 
• Clarification of academic goals, including: 
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§ Review and revision of the 9/4/98 Strategic Focus draft and the 1/6/99 
Strategic Investment supplement. 

§ Formal establishment of first generation University-wide Strategic 
Indicators. 

§ Establishment of a first generation of college-specific Strategic 
Indicators. 

• Completion of specific tasks related to budget restructuring, including: 
§ Review of base budgets by Academic Affairs 
§ Review of policies for directly billing costs, currently paid centrally, 

including: 
- Fee authorizations 
- Space 
- Support of sponsored research 
- Student services 

• Working with Deans and the University Senate to address the following 
specific policy issues: 
§ Deans protocol on course duplication 
§ Role of the Council of Deans and the Senate in the formation and 

function of the Budget Advisory Committee 
§ Quality reviews 
§ Interdisciplinary teaching 
§ Interdisciplinary centers 

• Establishment of appropriate availability of data, including 
§ Addressing current problems with HR payroll 
§ Successful implementation of a new accounting system 
§ Establishing a format and data for annual sources and uses statements 
§ Integration of student and other programmatic data 

 
The University should be able to make significant progress on these issues over 

the next 18 months.  This would allow colleges to be phased in to the new system 
beginning in FY 2001.  While doing this, FY 2000 could be used as a period to run pilots 
as well as shadow budgets.  The effort to determine appropriate base budgets could begin 
by FY 2000. 

 
VI.   CONCLUSION 

 
In the conclusion to Budget Restructuring VII, we made the observation that the 

choice before us was not whether or not to modify our budget system.  Instead, the issue 
is whether to do so in an ad hoc manner or in a purposeful and strategic way. 

 
Events since that statement was written last May have confirmed our analysis.  

The vast majority of the faculty, staff and students we have talked with recognize a 
change is necessary, but all have legitimate concerns about the details of that change. 

 
This document represents the evolution of extensive consultation and discussion 

that is now in its third year.  The general principles in Section II and the 
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recommendations in Section III represent, what we feel, is as close to agreement as we 
can get on the broad characteristics of a new budget system.  The issues that still need 
more discussion before they can be resolved are discussed in Section IV. 

 
We are convinced that, with additional discussion and analysis, most of these 

issues can be satisfactorily resolved over the next couple of months.  However, any 
change of this magnitude is not risk free.  Anticipated and unanticipated problems are 
certain to occur, but the changes we propose will sustain a significant improvement in the 
University’s ability to align resources with strategic goals. 

 
The key issue that confronts us then, is not whether a new system will be perfect 

(for no complex system can be), but whether the new system offers significant 
improvement over the old and whether reasonable steps have been taken to maximize the 
advantages and minimize the risks. 

 
 Our proposed next step is to use Spring Quarter to wrap up discussion of Budget 
Restructuring VIII and to resolve as many of the remaining issues as possible.  If we can 
accomplish that, we would then like to begin to proceed with shadow budgets for FY 
2000 and the first phase of implementation for FY 2001. 
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Appendix A 
Base Budgets 

 
 Over the past two years we have discussed a variety of formulaic and quasi-
formulaic approaches to base budgets.  In this process we have learned that budgets are 
very sensitive to changes in the formula.  The table below shows what happens to the 
College of Math and Physical Sciences under a variety of scenarios for FY 1998. 
 
 The four scenarios below reflect four different ways of allocating revenues to a 
college.  The first scenario (60-20-20) allocates revenues to each college based on the 
method proposed in Budget Restructuring VII (60% credit hours, 20% degrees, 20% 
historical share).  The remaining three scenarios reflect the impact of altering the 
proportional importance of credit hours, degrees and historical shares. 
 

The FY 1998 bottom line represents the difference between the revenues as 
assigned in the first column and the costs allocated to the college using the methodology 
described in Budget Restructuring VIII (20% flat tax, plus direct charges for a portion of 
space, research administration and student services).  In other words, using the revenue 
allocation in Scenario I, the College of Math and Physical Sciences would have expended 
$8.8 million more than it generated in FY 1998.  However, if the revenue attribution were 
changed to be 100% credit hour based (Scenario IV), the college would be within 
$100,000 of balancing revenues and expenses. 
 

Scenario FY 1998 Bottom Line 
I 60-20-20 ($8.8) million 
II 80-20-0 ($8.6) million 
III 67-33-0 ($14.1) million 
IV 100-0-0 ($0.1) million 

 
NOTE:   These figures are for illustrative purposes only and do not represent 
recommendations.  
 

We propose a process over the next 12 months that will provide sufficient 
direction to move budget restructuring forward.  This process will be led by the Provost 
in close consultation with the Deans and the appropriate elements of the governance 
structure.  It would consist of three steps designed to provide specific and clear guidance 
on what rebasing would mean for each of the 18 colleges.  This process would consist of 
three parts: 

 
1. Step One would be for the Provost to work with the academic leadership of 

the University to articulate the role each college is expected to play in the 
academic goals of the institution for the next five years.  This process would 
build on the September 6, 1998 Strategic Focus document, the January 6, 
1999 Strategic Investment document, university and college-specific strategic 
indicators and the colleges’ internal planning documents.  This discussion 
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would also address non-financial issues such as quality, interdisciplinary and 
honors work, centrality and student demand. 

 
2. Step Two would be an assessment of the economics of the college.  This 

would include a review of each college’s financial status based on a formula 
that replicates for base budgets the principles established for distribution of 
new revenues, including the principle that 75% of tuition and subsidy should 
be distributed to the generating college.  This element of the process would 
also encompass a review of the college’s cost structure using the principles 
described in this document and the identification of any unusual factors or 
circumstances driving these numbers. 

 
3. Step Three would be reconciliation between the academic goals identified in 

Step One and the resources identified in Step Two.  The outcome of this step, 
following appropriate consultation with the Council of Deans, Budget 
Advisory Committee and others, would be a written explanation from the 
Provost that would reconcile academic goals and resources.  This would 
include, for each college, a written statement about the primary academic 
goals of the college, its contribution to the strategic goals of the University 
and whether the college’s current annual rate budget is about right, is too low 
(needs to be supplemented centrally), or that the college needs to generate 
more of its own resources.  In other words, the Provost should have the 
authority to deviate from the formula where academic needs are not being 
advanced, but he should also be willing to explain to the campus why he has 
done so.  This draft statement would be issued in the Winter of 2000 
following review of Annual Reports and other relevant materials.  The draft 
statement would be distributed to all 18 colleges with the intention of final 
resolution by the end of Spring of 2000.  This in turn would form the 
framework for rebasing decisions which would begin in FY 2001. 
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Appendix B 
 

Cost Allocation 
 

 The table below shows how Central Taxes would be computed using FY 1998 
actual annual rate allocations as an example.  The calculation of the tax consists of four 
components: 
 

♦  Support services - this represents the operating budget of the academic 
support units ($209 million). 

♦  Central distributions - these are distributions by the Office of Academic 
Affairs for University-wide goals. 

♦  Central income - includes money generated as the result of activities of the 
support units, including administrative overhead, student fees, and investment 
income. 

♦  Direct billings - this reflects direct billings for services currently paid centrally 
that would now be billed automatically to the individual colleges based on 
level of use.  This includes fee authorizations, student services, research 
support and a portion of space. 

 
These figures do not include the 1/4% reallocation in FY 1998 to support  

academic enrichment and selective investment because this assessment is not part of the 
formal annual rate budget. 

 
The net result is a flat tax of about $114 million or 20% of college based revenues 

in FY 1998.  If the colleges are direct billed for volume related services, the University is 
in a position to cover its costs and guarantee the colleges that they will receive at least 
75% of the new revenue they generate.  Over time the Budget Advisory Committee 
would review the quality and cost effectiveness of support units.  The flat tax may change 
in response to decisions regarding support unit budgets. 



 
Ray/budgetrestructuringrecommendations.doc                                      25                                               Revised04/02/99 

 

 
Table 1 

Calculation of Central Tax and Direct Charges Based on General Funds Budget 
Columbus campus only 

FY 1998 
(dollars in thousands) 

Central Expenses FY 98 

Support Services (detail on Table 2)  
 Office of Academic Affairs $70,261 
 Business and Administration 48,861 
 All other VP areas 47,933 
 Central Facilities 39,350 
 All other  2,237 

Subtotal $208,642 
Central Distributions and Reserves  
 Provost and President's Funds $8,532 
 Unrestricted Endowment 4,057 
 Reserves 6,689 
 Research Support 13,721 
 Student Financial Aid  29,350 
 Support of Earnings (academic units) 1,904 

Subtotal $64,253 
Total Central Expenses $272,895 

Deductions from Central Expenses  
Central Income  
 Overhead $30,330 
 Temporary Investments 9,500 
 Unrestricted Endowment 4,057 
 General Fees 12,638 
 Other Student Fees 3,175 
 All Other 5,349 

Subtotal $65,049 
Direct Billing to Colleges  
 Space 30,132 
 Sponsored Research 11,327 
 Student Services  22,385
 Student Financial Aid 29,352 

Subtotal $93,196 
Total Deductions from Central Expenses $158,245 

Total Central Expense Less Deductions  $114,650
Revenue to Colleges $581,347
Flat Tax as a Percent of Revenue to Colleges 19.7%

 
NOTE:  Revenue to colleges includes instructional subsidy, instructional fees, and 
OSURF overhead.  Does not include 0.25% reallocation for Selective 
Investment/Academic Enrichment. 
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Table 2 

Support Unit Costs 
Supporting Detail to Table 1 

Columbus campus only 
FY 1998 

(dollars in thousands) 

 
Detail of Support Services FY 98 

Office of Academic Affairs  
 Libraries $21,865 
 Enrollment Services 16,219 
 UTS 11,057 
 Graduate School 5,735 
 University College 4,195 
 Other 11,187 

Subtotal $70,261 
Business & Administration  
 Physical Facilities $33,116 
 Other  15,745 

Subtotal $48,861 
All Other VP Areas  
 Student Affairs $10,751 
 Development 7,275 
 Finance 7,231 
 Human Resources 6,224 
 Health Services 5,043 
 Research 4,765 
 President/BOT/Legal 3,791 
 Other  2,853 

Subtotal $47,933 
Central Facilities Expense  
 Utilities  $13,535 
 Debt Service 13,900 
 All Other 11,915 

Subtotal $39,350 
Other Central Expenses  $2,237 
  

Total Support Services $208,642 
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Appendix C 
 

College Sources and Uses Statement 
 
 

The table below represents what an annual Sources and Uses Statement might look like 
under the concepts outlined in Budget Restructuring VIII.  The sample college here is a 
composite of the average of all 18 colleges using FY 1998 annual rate data.  This 
particular example assumes all budget rebasing and central distributions net out to zero.  
In actuality these will vary from college to college. 
 
 

Table 1 
Sources and Uses Statement 

Average College  
FY 1998 

(dollars in thousands) 
 

 FY 98 
Income  
Instructional Subsidy $16,531 
Instructional Fees 13,998 
Sponsored Research Overhead 1,768 
Base Budget Adjustment 0 

Total Income $32,297 
Expenses  
Base Operating Budget $17,494 
Directly Billed Expenses  
 Fee Authorizations 3,256 
 Space 1,674 
 Student Services 1,244 
 Financial Aid 1,631 
 Support of Sponsored Research 629 

Subtotal 8,434 
Central Charges (Flat tax) 6,369 
  

Total Expenses $32,297 
Total Net Revenue $0 

 
NOTE:  Does not include 0.25% reallocation for Selective Investment/Academic 
Enrichment. 
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Appendix D 
 

Honors Programs 
 

 The table below reports the average number of Honors credit hours taught by each 
college over the most recent three years for which data are available.  
 

Total Honors Course Credit Hours 
 

College Average # of 
Hours FY 95-97 

Percent of Total 

Humanities 8,590 31.2
SBS and Journalism 7,490 27.2
MAPS 5,025 18.2
Biological Sciences 1,945 07.0
Business 1,852 06.7
Arts 917 03.3
UVC 524 01.9
Engineering (including Arch.) 672 02.4
Arts & Sciences 206 00.7
Human Ecology 118 00.4
FAES  137 00.5
Medicine (AMP) 30 00.1
Social Work 28 00.1
OAA 14 00.5
 27,556 100.0

 


