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Department of Political Science
2140 Derby Hall
154 N. Oval Mall
Columbus, OH 43210-1373

Phone:  614-292-2880
Fax: 614-292-1146
Email: Beck.9@osu.edu

M E M O R A N D U M

TO: Budget Restructuring Coordinating Committee
FROM: Paul A. Beck, Chair, Revenue Generation Advisory Committee
SUBJECT: Report on Committee Progress
DATE: September 17, 1997

The Revenue Generation Advisory Committee was established in early 1997 to "examine the
issues involving revenue generation by academic units … and make recommendations ... on the
principles that should guide the University's revenue allocation process."

Beginning on February 26, the committee has met regularly, including throughout the
summer, to fulfill its charge.  Early meetings were devoted to gaining an understanding of the
current university budget process and, in particular, of the various sources of university revenue as
described in the Sources/Uses Summary (December 1996 version).  Subsequent meetings involved
preliminary discussions of revenue generation issues within the OSU context, of the principles that
should guide the generation and allocation of revenues within the university, and of the advantages
and disadvantages of budget restructuring, especially along the lines of incentive-based-budgeting
principles.

At the committee's July 11 meeting, nine guiding principles for revenue generation and
allocation were adopted, they are enclosed.  Subsequent meetings have considered and will continue
to consider, guided by these principles, what recommendations the committee should make
regarding revenue generation/allocation in a restructured budgeting system.  The committee also
plans to address the implications these recommendations have for realizing the university's core
values and, in particular, will specify what problems must be resolved in making sure a new system
of revenue allocation does not threaten our core values.  The committee already has discussed a
number of possible recommendations and their implications and potential problems, but at this
point it has not reached any firm conclusions about them.

The committee recognizes that the university's values and potential can not be fully realized
through a revenue allocation formula that is based solely on revenue-generation capacity.  Central
distribution of revenues to subsidize highly valued activities (such as programs of high quality but
low enrollment, to achieve more diversity, and to promote innovation and creativity) and fair
allocation of costs also are necessary ingredients to a revised budgeting system.  To this end, the
committee will adjust its recommendations to take into account those made by its companion
advisory committees on budget restructuring.  Nor does the committee assume that a restructured
budgeting system alone can solve the university's current problems or meet its future challenges.
The budgeting system remains only a means through which to pursue the university's goals.  We
must make sure that the quality of our teaching, research, and service and the integrity of our
community are not undermined, but rather are preserved and enhanced, by the university's budget
process.
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Revenue Generation Advisory Committee's Guiding Principles
(Adopted 7/11/97)

A. Principles of Revenue Generation

1.  Present budget system inadequacies.  The current linkage between budget allocations to units
and the revenues, principally through instruction and research, they generate is inadequate.  This
serves as a disincentive for programmatic activity that supports the university mission.  For this
reason, the present system of budgeting is unsatisfactory and needs to be revised.

2.  Budget should reflect values.  The distribution of revenue within the university should reflect
its overall values and should provide incentives for all units within the university to act in a way
that maintains and enhances the quality of teaching, research, and service.

3.  Budget simplicity.  Revenues should be allocated by rules that are simple and clear, so that
incentives and disincentives are explicit.

4.  Budget responsibility.  Each unit of the university should be given as much responsibility as
possible for generating its operating revenues (and paying its operating costs), so that its budget is
tied to its performance.  This means, for example, that instructional revenues should go only to the
units providing the instruction.

5. Responsibility centers.  For right now, colleges and, among non-academic units, the
presidential areas should be the primary centers of this responsibility for balancing revenues and
expenditures in the budgeting system.  These centers should be encouraged (some committee
members prefer to say "required") to decentralize the responsibility for linking revenues and
expenditures -- to, e.g., departments and/or programs.

6.  Full information.  Current information about revenues and costs by colleges, vice presidential
nonacademic units, and their subsidiary units should be fully available to the university community
in a user-friendly format.

7. Incentives for increasing university revenues.  The budgeting system should provide
incentives for activities that increase university revenues and disincentives for activities that might
decrease university revenues.

B. Principles of Implementation of a New Bud2et Svstem

8.  Guardianship of values.  An oversight procedure must be developed for guaranteeing, through
the university governance process, that the values of the university are fully represented in its
budgeting system.

9.  Transition to new system.  The adoption of a revised budgeting system should be expeditious,
yet its implementation should be phased in over 3-5 years so as to be least disruptive to the
functioning of units.
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Department of Food, Agricultural
and Biological Engineering

590 Woody Hayes Drive
Columbus, OH 43210-1057

Phone   614-292-6131
FAX     614-292-9448

30 June 1997

TO: Ed Ray
Bill Shkurti

FR: Bob Gustafson, Chair, Total Cost Allocation Advisory
Committee

C: Paul Beck, Revenue Generation Advisory Committee Chair
Larry Tomassini, Central Distribution Advisory Committee Chair

RE: Preliminary Report of Principles and Issues

The Cost Allocation Subcommittee on Budget Restructuring has initiated activities by a
careful study and discussion of cost allocation at Ohio State and selected other institutions
known to be leaders in the area of budget restructuring.  The following are some
highlighted principles and open issues for the Committee at this time.  This should be
considered a work in progress, which may be subject to considerable change as we learn
more about the issues and through coordination with our colleague committees.

After gaining some understanding of cost allocation options, the
Committee has determined that its' most important first step is to develop a
framework that defines more detailed cost allocation by malting explicit
principles for cost allocation we believe to be most important at Ohio State.
The Committee is currently considering a cost model that would place costs
within the University system into three categories:

1) Direct Costs - costs which can be clearly attributed to a unit and for which the unit
has control of usage.  An example would be purchase of supplies for class
instruction.
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2) Quasi-Direct Costs - costs which may be attributed to a unit by either a direct or
indirect usage factor but usage of which may not be controllable by the unit.
These costs will need to be carefully studied to assess if they are best allocated in
the category of direct or indirect.  An example would be costs related to personnel
actions such as payroll.

3) Indirect Costs - costs in this category are those related to activities that could be
considered for the "community good" or necessary activities where clear linkage to
specific units or programs is not or can not be clearly established.  An example of
this might be campus security or grounds keeping.

The following list is a preliminary list of principles for cost allocation at Ohio State
developed by the Committee for further discussion and refinement.

a) Cost allocation must create actions consistent with the mission and vision of the
University and consistent with quality improvement and cost efficiency.

b) The College is likely the most beneficial sub-unit of analysis for cost allocation.

c) A cost allocation system must be understandable to the units, i.e. open, simple to
apply, rational and visible.

d) Budget adjustment, to be consistent with unit costs, is essential but it is understood
this needs to be done so as not to be disruptive to function of units.

e) Any cost allocation system must not be disproportionately costly or unduly
burdensome to any part of the system.

Given the concept that cost will be generally divided into categories of direct and
indirect,

f) Units should be given as much control over direct costs as possible.

g) Indirect costs should be supported and managed centrally.

h) The cost allocation system should build in incentive to control direct cost (those
managed by the units) and indirect cost (those managed centrally).

i)   Costs in the indirect category need to have performance criteria established and
systematically reviewed.

j) A balance must be struck between the desire to move as large a portion of the cost
of the University to the direct category as possible and creation of artificial allocation
algorithms to distribute costs which may distract units from focus on effective use of
funds.
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Although any change in budget system raises a number of potential issues, the committee
identified the following as those it thinks need to be addressed by the Coordinating
Committee and/or the formal management system of the University before the Committee
can proceed with confidence.

a) Is the general structure of direct and indirect costs acceptable?

b) How will revenue allocation interact with cost allocation?

Discussion:  The committee recognizes that any decision about costs must be linked with
decision about revenue.  It would appear that at least a general philosophy about the two
and their linkage is needed prior to detailed development within either.

c) If our goal is to "support institutional values and discourage cost shifting", is it
necessary or even desirable to explicitly allocate all cost to units to meet our objectives?

Discussion: Allocation of all costs in total across units, assuming it can be done in a
meaningful manner, would service the objective of allowing upper level management to
know the cost of each unit specifically.  However, it raises a number of issues: a) it may
not create appropriate incentives, b) many of the costs allocated are not manageable or
controllable by the unit to which they are designated, c) rapid changes in unit revenue may
not be manageable by the units, and d) change in costs for changes at the margin may not
be the same as average costs.  Do we want a system that most accurately accounts for
costs and revenues or one that creates the desired incentives, recognizing these may be
inconsistent or incompatible goals?

The impact of any cost allocation system can be very sensitive to the cost allocators used.
The committee has recently begun a more in-depth discussion of specific cost abocator
systems.  However the Committee’s progress in general will likely be limited until some of
the above issues can be addressed.
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Statement of Principles
Central Distribution Advisory Committee

The Central Distribution Advisory Committee on Budget Restructuring has been
charged with examining the issues involved in the appropriate University-wide distribution
of resources as a part of the comprehensive budget restructuring.  In accomplishing the
charge the deliberations and recommendations of the Committee will be guided be the
following principles:

1. Support achieving the University mission
2. Provide an infrastructure which facilitates the University’s conduct of its

business
3. Be guided by a set of appropriate performance indicators to assist in the

assessment of the success of programs in which we invest
4. Enhance the quality of the total educational experience of students
5. Enhance the quality of the climate of the University
6. Promote higher academic standards in scholarship
7. Promote and nurture diversity in scholarship (research, teaching, and service)

and artistic creativity
8. Provide the Provost with resources that are sufficient to promote new

initiatives, exceptional programs and activities, consistent with a world class
University, especially those which involve interdisciplinary efforts

9. Be guided by a broad-based system of university governance
10. Provide flexibility for academic units to maintain existing strengths of high

quality programs and pursue quality in innovative and differential ways
11. Assure that faculty and staff compensation is managed in a fair and equitable

manner
12. Safeguard academic freedom
13. Promote a collegial and intellectually stimulating environment within and

among colleges
14. Maintain support services that permit the faculty and the University to satisfy

the requirements of local, state, and federal agencies
15. Maintain appropriate stability of programs through a multi-year transition

and enrollment window
16. Provide full disclosure of relevant information throughout the University

community

10/1/97

WJS/scs/f:finance/files/principles


