
ATTACHMENT A

Revised Reports of the
Budget Restructuring Advisory Committees

1. Revenue Generation
 

2. Cost Allocation
 

3. Central Distribution



Revenue Generation in a Restructured
Budget System

Report to the Provost from the Revenue Generation
Advisory Committee

 Paul A. Beck (Chair), Political Science
 Keith Brenneman, Chemical Physics
 Angela Brown, Optometry
 Joseph Ferrar, Mathematics
 Richard Hall, Biological Sciences
 J. David Johnson, Medicine
 Megan Kaszubinski, Marketing
 Gary Kitsmiller, Development
 Ken Lee, Food Science and Technology
 Nancy Rogers, Law
 Daryl Siedentop, Education
 Susan Williams, English
 Joseph Alutto (Advisory Dean), Business
 Barb DeYoung, Resource Planning and Institutional Analysis
 Donna Hobart, Resource Planning and Institutional Analysis

 PROLOGUE

 The Revenue Generation Advisory Committee was appointed by the Provost in January
1997 and charged with the responsibility "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." Among the issues we were asked to
examine were:

• "How do we create an incentive structure for revenue generation that enhances the
quality of academic programs and protects (their) integrity, while …  (addressing)
student needs?"

 
• "How do we create an incentive structure that encourages quality …   research and

public service (and) …  interdisciplinary, intercollege, and  interdepartmental efforts?"
 
• "How should resource issues that cross colleges be addressed?"

 
• "What is the proper role for sub-college units?"

 
• "Should unit budgets be rebased, and …  how?"

 
• "What implementation and transition issues need to be addressed."



 
• "How should success of this restructuring be measured and what process and

mechanism is needed to assure that (necessary) adjustments can be made?"
 
• "How should the recommendations of this committee be integrated (with those of the

other) committees?"
 
  The committee met nineteen times beginning in February 1997 to address these issues.
 
 After discussing the current revenue allocation system and carefully exploring the various
sources of revenue to the university, the committee adopted a series of principles to guide
its evaluation of current and alternative revenue allocation systems. These principles are
summarized below:
 

• There should be a linkage between units’ budget allocations and the revenues they
generate.

 
• The internal distribution of revenue should reflect university values and provide

incentives for units to maintain and enhance them; in particular, it should reward
quality in teaching, research, and service.

 
• Revenues should be allocated by clear and simple rules.
 
• Each unit should be given as much responsibility as possible for generating its own

revenues and paying its own costs.
 

• Colleges and vice-presidential areas should be the primary centers of budget
responsibility for balancing revenues and costs, but they should be encouraged to
decentralize as much of this responsibility as possible.

 
• Information about revenues and costs of the primary budget centers and units

reporting to them should be readily available.
 

• The budget system should provide incentives for revenue enhancing activities and
disincentives for revenue decreasing activities.

 
• Oversight through the governance process is necessary to guarantee that university

values are represented and rewarded in the budget system.
 

• Implementation of a restructured budget system, if one is adopted, should be
phased in over several years.

 
  The university’s "values," as referred to above, are articulated in its mission and vision
statements and by its academic leaders. The committee felt that it was especially important
to emphasize the values of national and international distinction reflected in OSU’s status



as the state’s flagship comprehensive research university and in its goal of becoming one
of the nation’s top public universities. Both the values that we share with these state
universities and the values that differentiate us from them should be served by he
university’s budget system.
 
  The current budget allocation system, which is based essentially on incremental annual
adjustments to the previous year’s budgets, fails to fulfill these principles in a number of
respects. There are advantages to the current system of course, first among them its
familiarity, especially if one assumes that the inherited budget bases coincide with our
contemporary mission and values. Beyond our questioning of whether this assumption is
valid, there are other reasons for dissatisfaction with the current system:
 
§ Because the criteria for budget allocations are buried in the past and unclear for the

future, it is difficult for units to link academic planning to budgets and especially to
fund necessary changes in their basic operations.

 
§ The more-or-less automatic base-plus-increment revenue allocation formula fails to

provide a visible link between revenue generation and resource allocation. This system
neither rewards units for increasing university revenues nor encourages them to avoid
actions that decrease revenues.

 
§ Because units do not have to bear the costs of many of their decisions, the overall

budgeting system provides little incentive for units to hold down costs and may even
encourage them to incur more costs than they otherwise would.

 
§ Because a unit’s budget allocation is unresponsive to changes in its revenue sources, it

is difficult for the university to manage significant shifts in student interests or external
funds.

Given the deficiencies of the current budget system, the Revenue Generation Advisory
Committee urges the university to seriously consider restructuring its system of revenue
allocation. The primary alternative, which we examine in detail below, is a more
decentralized revenue-sensitive budget system, similar to what has been adopted in various
forms at a number of universities. It directly links units’ budget allocations to the revenues
they produce through teaching, research, and other activities. Under this system, units
have greater responsibility for their own costs and performance, are expected to use their
revenues to enhance their productivity and pay their costs, and have incentives to perform
activities that increase university revenues and/or decrease costs. These revenues, in turn,
are taxed by the university to provide support for central functions and for units and
programs that may produce little revenue but are important for the fulfillment of the
university’s mission and values. To work effectively, this system requires that current
information about revenues and costs of the primary budget centers and the units reporting
to them be fully available to the university community on a
timely basis and in a user-friendly format.



 The primary advantages of this alternative budget system are: (1) It enables the university
to be more responsive to changes in its fiscal environment. (2) It gives individual units
greater control over their own future. (3) It provides incentives for increasing aggregate
revenues while reducing aggregate costs. (4) It clarifies where the responsibility lies for
academic decisions and the consequences of these decisions. We believe that these
advantages are important in enabling the university to face the challenges of the next
century and to attain its goal of becoming one of the nation’s leading public universities.
We also believe that it will be easier to evaluate the success of the new budget system than
the current one. Among the indicators of such success are increased flows of revenue into
the university, decreased costs, a tighter relationship between the university’s values and
its revenue allocations, and fewer problems of adjusting course offerings to meet student
demand.

 Simply changing the university’s budget system will be no panacea for current or
prospective budgetary problems. The alternative system we describe will not perform
satisfactorily unless units have more control over their costs and the center is willing to
allocate its funds in such a fashion as to preserve activities that are central to the
university’s values and mission. But if too much money is "taxed back" to the central
administration, the discipline may be lost at the local level to make this new budget system
work effectively, and many of the undesirable features of the current system will reappear.
Any budget system, of course, is only one means of accomplishing a desired end. Ohio
State’s budget system must be judged by how well it enables the university to preserve its
core values and pursue its mission, especially in achieving the excellence in teaching,
research, and service necessary to be one of the nation’s leading public universities.
Continuous evaluation of the operations of the system, the development of safeguards
against its potential inadequacies, and regular adjustments to remedy its problems are
essential to make sure it is fulfilling these goals.

 What follows are a series of recommendations that represent our best judgment about
how to implement a restructured revenue generation system should the university decide
to move in that direction. In addition, we discuss our rationale for each recommendation
and identify some potential problems requiring special attention if the system is to work
for the betterment of the university. These recommendations and their accompanying
discussion and rationale have benefited from our evaluations of the experiences at other
universities and the suggestions of a variety of committees and individuals across the
campus. We especially are grateful for the inputs of our companion Central Distribution
and Cost Allocation committees and the thoughtful suggestions of the Ad Hoc Senate
Oversight Committee on Budget Restructuring.

 RECOMMENDATIONS

1. Colleges and, among non-academic units, the vice-presidential areas generally
should be the primary budget or "responsibility" centers. In turn, they are
encouraged to decentralize these responsibilities as much as possible to the units
that report to them.



 Using current colleges and vice-presidential areas as the primary budget responsibility
centers at the start of a new budget system seemed the only viable option to us. For the
most part, only colleges (and vice-presidential units) are well enough staffed at present to
effectively run a revenue-based budget system. Only colleges (at least most of them) also
are sufficiently large and sensitive to local (e.g., departmental) situations to balance
revenue capabilities of lower-level units with their value to the college and the university.
We recognize that some small colleges may lack the resources in fiscal expertise and
funding to function effectively in a revenue-based world, just as some large departments or
research centers might be fully capable of running such a budget system. It is our judgment
also that college clusters are probably too large and too diverse to function well in this
capacity. As the university gains experience with the new budget system, some adaptations
and changes may have to be made in its administrative structure, but we recommend that
such changes not be made in anticipation of or along with the budget system changes.
Moving to a new budget system will be challenging enough without having to deal
simultaneously with a rearrangement in the administrative structure of the university.

Moreover, it was the view of the committee that the budget system we have outlined can
work effectively only if its principles are applied to units reporting to the primary budget
centers. This will require substantial change in the budget operations of most college and
vice-presidential units, including more openness and more decentralization of budget
responsibility. The central administration should monitor these relationships to insure that
they are fulfilling this goal.

2. Subsidy income should go directly to the college of instruction based on the
subsidy earned for each of the courses it has taught.

3. Instructional fee income should go to the college of instruction based on the fees
paid by students taking its courses.

Recommendations 2 and 3 channel instructional income (via state subsidy and student
instructional fees, respectively) directly to the college teaching the courses students are
taking and according to the rules for generating subsidy (14th day enrollment) and fee
income.  (For graduate students, the college of instruction should be this college, with the
Graduate School continuing to function only as an administrative unit.) The varying costs
of delivering courses are reflected only by the differential levels of subsidy that they
produce through the Board of Regents’ formula. Revenues should be based on student
FTEs -- ignoring for right now the distinction between Ohio residents and non-residents --
so that the budget system itself creates neither incentives nor disincentives for enrolling
more out-of-state students. The differences in instructional fee revenues between the
undergraduate instructional fee level and the higher instructional fees for post-
baccalaureate students are to be passed through to the college of instruction. To prevent
 instabilities in revenues due to short-term fluctuations in student enrollment, however, it
would be advisable to use a clear and simple multi-year rolling average to allocate this
income.



In making these recommendations, we recognize that some valuable units or programs will
generate insufficient revenues to support their activities and that other units or programs
may produce substantially more revenues than they need to carry out their missions or
maintain their level of quality. It is the obligation of the primary budget centers to remedy
these problems as much as it can by implementing explicit subsidy plans to protect
valuable (in terms of, e.g., excellence or centrality) units with revenues reallocated from
other units without removing the latter’s incentive to raise revenues. The central
administration also must play an important role in subsidizing important and high-quality
units or programs with insufficient revenues within primary budget centers and, especially,
activities that cut across these centers (e.g., honors or at least honors administration,
interdisciplinary programs, the Graduate School).

There is a strong temptation to adjust the enrollment-based formula to yield extra
revenues for certain valued purposes. For example, a case could be made for providing a
bonus for honors students to make sure small-sized honors courses are offered, for out-of-
state or minority students to increase our diversity, for interdisciplinary courses, or even
for courses taken in valued units or programs. Unless this adjustment is necessary to
provide incentives for decentralized behavior that enhances the university’s values and
goals, with the one exception identified below, we prefer to have the colleges or the
central administration provide explicit subsidies for valued but under-funded activities. We
think that it is unwise to complicate the revenue allocation formula or ignore the true
sources of revenue to the university by establishing a complex scheme of adjustments to
the basic formula. Too many adjustments to the revenue allocation formula, however well-
intentioned, will render it unintelligible to all but the most expert budget analysts and will
dull the incentives/disincentives that lie at the core of a revenue-sensitive allocation
system.

Our recommendation to use the Regents’ subsidy formula for allocating state funding is
based on the reality that, whatever the inadequacies of the formula in capturing the
differential costs of instruction, it is this formula that yields most of the university’s
revenues from the state. Ignoring this reality risks behaviors within the university that may
lower our state subsidy. The best remedy for an inappropriate subsidy formula is to make
the case to the BOR that changes in it are necessary. If the state ever moves away from
the formula approach to funding, the university should modify its revenue allocation
formula accordingly.

Yet, there are potential problems or perversities with such a simple revenue allocation
mechanism. One is that the allocation of subsidies and fees to the college of instruction
could create a disincentive for one college to hire students from another college —  to
teach, e.g., some of its courses. Under the system we outline, the hiring college would pay
the students (stipends plus fees or fee waivers), but their college of instruction (most likely
also their college of enrollment) would receive the revenues these employees generate as
students. If this led hiring colleges to employ fewer students and more non-students, the
revenues of the students’ home college might shrink (which might lead its graduate



programs to become too small) and the university would lose revenue. Special attention
will have to be paid to this problem. A solution might require negotiations between the
hiring college and the home college, brokered if necessary by the Provost’s office, to share
the costs and benefits of these students.

The budget system we outline also might lead colleges to discourage the interdisciplinary
work that is the hallmark of a great university. Colleges whose students take more courses
outside of their college than outside students take inside the college might be
disadvantaged under this system. Furthermore, colleges charging higher fees might
dissuade their students from taking courses elsewhere. Based upon our study of present
cross-college enrollments, we believe that such constraints on interdisciplinary work will
end up being infrequent and are best handled by explicit agreements between units to share
revenues and costs (again, with brokering by the Provost’s office where necessary). We
also believe that it is necessary to continue (and perhaps even increase) controls through
the governance process on course proliferation, especially the development of service
courses by colleges outside of their areas of expertise so that they can retain their own
students —  and their fees. The offering of redundant courses outside of their disciplinary
"home" (i.e., course "piracy" or "poaching") and constraints on interdisciplinary training
contravene the values of the university. We urge that special attention be paid to these
potential problems through rigorous oversight by the central administration and the
governance process.

Setting appropriate charges for distance learning courses is a challenge under any budget
system. If these revenues come into the university as earnings income, they of course
should be treated as proposed in Recommendation 9 below. If such courses are provided
to regional campuses, an arrangement for sharing subsidy and fee revenues will need to be
worked out between the campus on which students take the course and the unit teaching
it. The central administration should monitor these arrangements and may even want to
develop a standard procedure for handling distance learning courses.

The committee discussed the revenue-raising potential of changing the current fee
structure, which charges no additional fees beyond 10 credit hours for graduate students
and 12 credit hours for undergraduates. There was some sentiment expressed for
exploring the revenue potential in charging for credit hours beyond 10/12, particularly for
overloads, and for differentiated fees between lower-level and upper-level undergraduates.
In the end, though, we decided that there was not sufficient reason at this time to justify a
recommendation for such changes in the fee structure. Nor were we confident, based on
our limited study of the issue, that such changes in the fee structure would necessarily
generate additional revenue. We also discussed the revenue-raising potential and
Academic value of increasing the proportion of out-of-state students, but we decided that
no extra revenue should be earned from out-of-state students through a simple change in
budget systems. Although we are recommending no changes in the current fee system,
though, these are issues that should be addressed more systematically in the future from
the standpoint of their benefit to the university.



 4. The central administration should tax a portion of undergraduate fee revenues to
provide a premium to the college for each undergraduate major who graduates from
it.

 Enrollment-sensitive formulas create a disincentive for colleges and their lower-level units
to provide undergraduate majors with extra services, such as advising or job placement.
This is an instance in which the allocation formula could be revised to provide credit for
majors by diverting some percentage of enrollment-earned revenue (e.g., 10 or 20 percent)
from the college of instruction to the college of enrollment. In the interest of simplicity,
we preferred to retain the simplicity of a strict enrollment-based formula. As part of the
overall allocation system, however, we urge that an incentive for majors be provided by
central administration through a premium paid to the college of enrollment for each major
it graduates —  perhaps as a certain percentage of the subsidy/instructional fee generated
by that student. Because the premium would benefit colleges only when majors graduate,
it rewards retention and graduation, important university goals, and reduces the incentive
for colleges to accumulate majors regardless of whether they graduate. The level of this
premium should be based on estimates of the extra "costs" of serving majors.

 5. While undergraduate fees should be the same for all colleges, differential
instructional fees for post-baccalaureate study should be allowed, and on a limited
basis colleges should be able to impose dedicated user charges to handle special
costs.

Differential fee structures already exist at the post-baccalaureate level. The substantially
greater costs and/or value to student of some programs may justify such differences. We
have no reservations about continuing them and even broadening them at the graduate and
professional levels.

Because (in accordance with Recommendation 3) instructional fee and user charge
revenues would go to the college of instruction, students from a more costly college
taking courses in a less costly college would generate higher revenues for the latter than
would its own students. Similarly, students from the less costly college taking courses in
the more costly college would generate lower revenues for the college of instruction than
would its own students. The current levels of cross-college enrollment for graduate and
professional students are low, so we doubt that most colleges will be concerned about the
marginal costs/benefits created by these fee differentials. But this could change under a
restructured budget system. We firmly believe that individual students making their own
academic decisions should determine cross-college enrollments, not the budget system.
Therefore, whether the restructured budget system is leading less costly colleges to
actively recruit students from the more costly colleges or more costly colleges to restrict
courses to their own students must be carefully monitored and correctives would need to
be put in place should this situation get out of hand.

Because they might diminish the already-considerable and desirable free flow of students
across college lines, we recommend that differential instructional fees not be permitted at



the undergraduate level. Colleges should be allowed to impose user fees on a limited basis,
however, to provide clearly earmarked special benefits for their majors (e.g., computing
labs, placement offices) or for particular courses (e.g., lab fees). These user fees would be
paid by majors or by students enrolled in the particular course, depending upon who
receives the benefits. A patchwork of such fees in the past led to student dissatisfaction
and eventual Board of Trustees limitations on their use, so great care should be taken to
recommend new ones only when they are fully justified.

6. Where general fee income supports student activities, it should be allocated
directly to the units conducting those activities; any portion of the general fee that
supports services for academic functions should be allocated to the colleges in
proportion to their instructional fee and subsidy revenues.

As currently constituted, the general fee generates money for student activities
(Counseling and Disability Services, International Education, Recreation and Intramurals,
Student Health Center, Student Life and Unions, Student Affairs, etc.). In recognition of
the purpose of the general fee, these funds for student activities should flow directly to the
units responsible for those activities; the central administration will continue to have the
obligation to monitor their use. In the event any part of the general fee is directed toward
academic support services, as was the case in the past, however, such revenues should go
to the colleges of instruction in accordance with the same allocation formula used for
subsidy and instructional fees. The colleges should be responsible, in turn, for funding
necessary support services either through the "tax" they pay for central services to the
central administration or by paying user charges.

7. Other general funds income should be allocated to the prescribed unit where it is
specifically dedicated revenue. General funds income that is not earmarked for a
specific unit by the BOR should be allocated to colleges in proportion to their
instructional fee and subsidy revenues.

The applicable principle in allocating "other general funds income" (including so-called
Regents’ "performance" allocations) is that it should go to the unit whose existence led it
to be generated in the first place. Among other things, this recommendation calls for post-
baccalaureate application and acceptance fees to go to the college of enrollment when
students are Directly admitted into that unit and for Regents’ Challenge and Regents’
Equipment funds to be administered centrally in accordance with the university’s plan as
submitted to the BOR. Interest earned on the state subsidy or student fees should be
allocated proportionately to the colleges of instruction in accordance with the formulas
described in Recommendations 2 and 3.

8. Indirect cost recovery income should be allocated to the college or other
equivalent unit of the grant’s investigator(s).

Recovery of indirect cost overhead by the investigator’s unit provides incentives for grant
getting, and the direct payment of costs by the PI’s unit builds in disincentives for allowing



the costs of sponsored research to rise needlessly. This recommendation depends upon the
development of a mechanism to charge effectively for the central costs of grants
administration and for costs specific to certain types of grants (e.g., space, safety
provisions, human subjects oversight, animal care), but development of the specific
mechanism is beyond the mandate of this committee.

Although in general we see the alternative budgeting system as more conducive to
interdisciplinary research and interdisciplinary centers than the present system, special
problems may be created by interdisciplinary grants in which the principal investigators are
from different colleges. The best solution to this problem is for the colleges and centers
involved to negotiate "up front" a split in indirect cost recovery at the submission stage.
This is presently required in filling out the form for "OSU authorization to seek off-
campus funding," which goes to OSURF as the cover page on grant applications, so it
may be a problem that the university already is solving.

9. Earnings income should go to the units generating the earnings.

For earnings units located in a college or vice-presidential unit, the earnings should be
allowed to pass through to the specific earnings unit in order to preserve the incentives for
the earnings activity. That unit should be held responsible for paying its costs, including
perhaps levies for services provided by the unit to which the earnings unit reports. Of
course an earnings unit should exist only if it clearly serves the university’s goals in some
specific respect. Regular reviews of earnings units should be conducted to ensure that
such goals are appropriate and are being met.

10. Restricted income should go directly to the units to which the endowment funds
and gifts are dedicated.

Following the current practice, development gifts and endowments dedicated to units
should be held by the University Foundation in named accounts, with the earned income
from those accounts (minus a portion for reinvestment) available for spending by the units
(even those below the college level) to which the funds were originally donated.
Unrestricted income through gifts to the university would remain under the control of
central administration.

11. Earned revenues should flow directly to the primary budget centers, with funds
for centralized functions (e.g., central services, investments, transfer payments)
appropriated through a reasonable tax on gross revenues imposed only after initial
allocations have been determined.

The central administration is an essential actor in any revenue-based budget system. We
envision an active role for the Provost’s office and other central authorities at OSU in the
restructured budget system —  as is spelled out more fully, as is appropriate, in the
recommendations of the Central Distribution and Cost Allocation advisory committees.
For some collective services (e.g., police, grounds, maybe even the libraries) to be



adequately provided, the center must pay for them. For the center to function as the
ultimate protector of values and excellence, it also must have the resources to subsidize
the most valuable activities and to invest in the future.

The extent to which the center will handle costs and subsidies is an issue for our
companion committees to resolve. Rather than holding back the necessary funds for these
purposes before budget allocations are made to the primary budget centers under a
restructured budget system, we strongly prefer that the center raise them by levying a
"tax" on the gross revenues of the primary budget centers or through the appropriate user
fees. By taxing to generate central funds after allocations have been determined, even if
this is only an accounting device and money is not actually distributed then taken back, the
primary budget centers will better appreciate the costs of collective activities and be more
inclined to hold the central administration accountable for their use of these funds.
Whether this tax is strictly proportional (i.e., flat) or disproportional, and we refrain from
making a recommendation because this issue was not within our charge, its net incidence
for each unit must be entirely transparent to the primary budget centers. As the new
budget system is being phased in, the need for central subsidies may be greater, so we
understand that this tax may have to be higher initially than it will be in the long run. Once
the phase-in period has ended, however, we urge the central administration to keep this
tax as low as possible so as to retain the "discipline" of the alternative system. Budget
restructuring will not be worthwhile if the new budget system merely becomes a disguised
version of the old system.

12. If the university moves to a restructured budget system, it should be adopted
expeditiously (following a short "shadow-budget" period and perhaps some "Beta-
site" testing) with current budgets rebased, and its implementation phased in over a
period of not more than 5 or less than 3 years.

Before moving to a new budget system, we recommend at least one year under the old
system during which a full-fledged "shadow budget" based on the new system is produced
so that the procedures and consequences of the new budget can be learned. Several
committee members also recommended Beta testing of the new system. If chosen
carefully, these Beta sites would allow an assessment of the positive and negative impact
of the new budget system before it is applied to the entire university.

Once the new budget system is implemented, we recognize that it will take some time for
colleges, vice-presidential units, and lower-level units to adapt to it and whatever rebasing
accompanies it. It also is likely that some units may have to downsize in response to new
budgetary realities. These adjustments can not be, so we recommend a phase-in period of
3 to 5 years. This may be best accomplished by moving to the new system immediately
(including rebasing) for accounting purposes but buffering the resulting gains and losses
over several years. Three years seemed to us to be the minimum period required for units
to adjust to the new system. Delays in implementation of the new system beyond five years
will seriously compromise budget reform.



The rebasing of primary budget center budgets is an essential feature of the new system.
We believe that the principles of revenue-and-cost-based budgeting should strongly
influence whatever rebasing is done. Otherwise the disadvantages of the current budget
system will carry over into the new system, which will have the trappings but not the
reality of change, and the advantages of the new system will not be fully realized. The
budget rebasing process also gives the university the opportunity to implement "up front"
the cross-subsidies that reflect its values. Whatever subsidies are built into the rebasing
process, and we assume that some will exist, must be explicit —  based on a calculation of
the unit’s revenue minus cost position and a justification for the amount of subsidy needed
to bring that unit’s budget into balance. By the same token, where a primary budget center
is not allowed to retain a rebased budget of its net surplus of revenues over costs, an
explicit justification must be provided. Subsidies should be conditional, subject to
reassessment as situations change. In some cases, the subsidies will be phased out over
time according to a pre-set schedule, as the unit follows its plan to adjust to new budget
realities. In other cases, the subsidies may be renewed as long as the unit remains
important to the university, its values, and its mission.

Rebasing budgets under a new budget system is the responsibility of the central
administration, guided by both the discipline of the new budget system and the university’s
mission and values. If the new budget system ends up reproducing current unit budgets, it
penalizes units that have worked to bring in more revenue than they cost and rewards
those that cost more than they have earned. Therefore, we strongly believe that without
thoughtful rebasing, guided by both the principles of the new budget system and a hard-
nosed evaluation of the quality and centrality of units, the university will have lost its
opportunity for budget change and for adopting a funding system that better reflects its
mission and values.

13. To assure that a restructured budget system is serving the university‘s values
and mission, continuing review of its effects is critical. This is a shared responsibility
of central administration, primary budget center leaders, and faculty as well as
other members of the university community.  It is the obligation of central
administration, primary budget center leaders, and the university governance
process more generally to make sure that such continuing review takes place and
new oversight procedures are created if necessary.

We expect the budget system we have outlined to support the values and mission of the
university more effectively than the current system does. Yet we are cognizant of the
possibility that the operation of any budget system, the new one we have described as well
as our current system, might have unfortunate results. It is conceivable that an enrollment-
sensitive revenue allocation system might undervalue the research, outreach, and service
activities of the university’s faculty or elevate quantity over quality in the teaching of our
students if colleges and departments are dedicated single-mindedly to increasing their
revenues and lowering their costs. If the budget system is allowed to determine rather than
support our values, moreover, interdisciplinary course-work and research, attention to
majors, costly yet valuable programs and departments, and graduate student hiring by



colleges other than their own possibly could be undermined. Enrollment-sensitive formulas
also may lead colleges to attract students by creating popular courses on topics that are
the legitimate expertise of another unit or by offering easy courses and high grades.

It is the prime responsibility of the university’s academic leaders to guard against
"perverse" outcomes produced by any budget system, and this responsibility must be
fulfilled under the restructured budget system. In particular, active monitoring of the
curriculum by deans, the Provost, and strong curriculum committees must continue under
the new system. More generally, regular and continuing evaluation of how well the new
budget system promotes the university’s values and mission should be performed by both
the administration and key governance committees as well as by any other mechanisms
that are deemed necessary. In performing their oversight function, these groups and
individuals should be especially vigilant for the potential problems that we have identified
in this report.

In the end, of course, the budget system is only one of the mechanisms, albeit a primary
one, through which an institution promotes its values. While it is easy to question how
well the alternative system we have outlined will end up serving our values, we should not
forget the known defects of the current budget system. High promotion and tenure
standards, a compensation system that fairly acknowledges merit, and the rewards of
student and professional recognition too are important mechanisms for realizing our values
under any budget system. They will continue to play a vital role if Ohio State moves to a
new budget system.
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Committee Report

COST ALLOCATION ADVISORY COMMITTEE ON BUDGET RESTRUCTURING
April 1998

The Cost Allocation Advisory Committee was charged in February of 1997 to examine issues
involving allocation of Academic Support costs to colleges and other revenue generating units and to
make recommendations to the Provost on principles that should guide the University’s allocation process.
Academic Support costs, for purposes of this report, are defined as costs related to operation of
Academic Support services, such as buildings and grounds, library, Academic affairs, etc.

The charge was to be accomplished in concert with two parallel committees; Central Distribution
Advisory Committee and Revenue Generation Advisory Committee. An additional dimension of each
committee's charge was to educate and inform the campus community, including liaison with the
appropriate Senate committees. Each Committee produced a Preliminary Report of Principles and
Issues in June of 1997. The reports were shared with the University Community. Principles described in
those documents have been integrated into the recommendations of this report.

Observations about the Nature of Our System and Cost Allocation

The Committee noted that in our environment of heightened awareness of accountability of
public institutions it seems appropriate to address the issue of cost allocation at this time. The Committee
grappled with understanding the variety and complexity of costs across the system and their
interrelationships. However, the Committee was favorably impressed with a number of recent trends in
the system and current activities that may form a foundation for further progress in budget restructuring
and, in particular, cost allocation. It is hoped that what we learned about cost allocation as it might be
applied at Ohio State will be of value to the University.

The Committee attempted to use terminology consistent with definitions given in the FY 95
Sources and Uses statement developed by the Office of University Resource Planning and Institutional
Analysis. This includes defining Direct Costs as those costs attributed to Academic Units directly. They
are currently allocated directly to units. Direct Costs include salaries, benefits, supplies, equipment, etc.
University Indirect Costs are costs of the Central University, Academic Support units; the Graduate
School; Main, Health Science and Law Libraries; arid University College. These include a wide range of
costs for items currently categorized under Operations and Maintenance, Administration & General,
Academic Administration, Research Administration, Student Administration, Libraries, and Student Aid. It
should be noted that these are not the same as Indirect Costs as defined for research grant purposes.
University Indirect Costs are approximately twenty-one percent of the total of Direct and University
Indirect Costs.

The work of the Committee focused on the allocation of University Indirect Costs elements of the
budget and resulted in the following recommendations.

Recommendations

Recommendation 1: Any proposed changes in the University's budgeting system, in particular
cost allocation, should be judged to have a signlficant potential to positively assist the University
in accornpllshing its mission and goals.

Although originally charged with cost allocation of Academic Support costs, the Committee has
come to the point of view that our prime objective should not be how to allocate or "recover" costs but
rather how to make sure that Academic units and Academic Support units understand the cost
implications of their decisions and that they face Incentives that are congruent with institutional
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values, incentives and constraints. The goal should be that each unit acting in its own interest, would also
improve institutional well-being. A system of cost allocation could be one element in meeting this
objective. It is very important that all actions and changes in the budgeting system need to be screened
against the goal of advancing the University. We should not err on the side of investing our energy in
details where only marginal improvements in University stature would result.

The Committee cautions that looking at a broad systematic approach to management of cost,
rather than just a focus on allocation of costs, is needed. The attention given by management to costs
and the approach taken to the management of costs may be as, or more, important than the specific
tools or algorithms. A system for allocation of costs will only be effective if it is supported by and
supports good management of resources. The process of cost allocation does not automatically generate
cost reduction or service improvement. The University should focus its efforts on those cost areas where
significant gains can be achieved through changes in usage, greater efficiency, increased quality, or
reduction of waste. Cost of developing, implementing and maintaining sophisticated budgetary
algorithms for cost allocation need to be balanced against any potential savings.

Recommendation 2: Academic units should be allocated costs in a manner that correlates with
their ability to impact or manage the cost, in a manner that represents as much as possible the
true costs, and when it best serves the combined interests of the unit and the University.
Although this is a very complex issue, the Committee recommends further study of a system that
would  break Academic Support costs into three major categories within which costs would be
budgeted differently.

Cost Category A: Common Good Costs

The first would be "common good" costs, those not directly linked to specific academic units and for
which units may have little or no control. These elements of the budget could be accounted for by a
central "tax" to the budget prior to it's distribution to Academic units. These could be viewed as a fixed
cost to the Academic units. These funds should be used to support necessary Academic Support units,
managed centrally with appropriate campus community input and oversight It is recognized that all units
will not be equal beneficiaries of each service in this category. However in balance, across all services,
units may well nearly "break even". It will be incumbent on the University central administration to
establish what is essential to the University community and appropriate for common good funding.
"Criteria for central funding" presented by the Central Distribution Advisory Committee forms a guide for
this process.

Examples: This category "common good" might include elements of Academic Administration, basic
campus safety, common use buildings and grounds, utilities, and Provost office functions including
student services.

Cost Category B: Quasi-variable Costs

The second category, those for which the unit may over time have some control of use, could
be allocated in a system of set rates. This could be viewed as a quasi-variable cost category. The
principal expenditures in this category are those related to operations and maintenance of space
assigned to Academic units. To reduce complexity for Academic units, a system of periodically adjusted
rates based on generally accepted use parameters could be used to provide both information and
incentive to Academic units and administration regarding these expenditures. Although this would not
necessarily link explicitly to the actual cost of a good or service during a particular academic year, it
would in a general sense meet the goal of establishing appropriate information and incentive for action
by the Academic units and bring a significant element of predictability to the system. Management of the
actual cost would remain with the Academic Support units responsible. This requires accurate and timely
information.
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Examples: Incentive for a unit to yield direct control of classroom space currently assigned to a specific
Academic unit could be developed under such a system. Levels of service or maintenance beyond some
common base level could be established and used at the discretion of the unit

Cost Category C: Variable Costs

The third category includes those services which could be effectively managed at the local, i.e.
College or Department, level and where the unit can exercise more immediate control. The need for
these services may 'vary widely throughout the University community. They could, therefore, be viewed
as variable costs of the Academic unit. To implement this, careful consideration must be given to the
current Indirect Cost allocation pool to determine what selected services should be recategorized as
direct costs. This would potentially allow units to seek such services from the lowest cost provider. In this
category service provided internally would likely need to be competitive with potential external suppliers.

Example: Charging for laboratory animal administration or specialized instrumentation services may be
examples of a service considered for this category.

Campus policy should encourage service providing units to develop a system for charges via the
second and third categories where such systems seem appropriate and potential efficiency gains are
sufficient to justify' the additional administrative costs. Fiscal accountability and quality of service will
need to be carefully considered as this concept is further developed.

It should be recognized that earnings units, such as bookstores, athletics, residence halls,
telephone services and general stores, are entirely responsible for their costs (have no general funds
allocation) and pay an overhead cost and historic cost reallocation which is in turn reflected in charges to
Academic units. It is recommended that the current system of charging to other University units by
earning operations as well as the continuing process of reallocation be reviewed as part of implementing
any new system.

Recommendation 3: The Committee feels; that a centralized system of Academic Support
services, supplied and funded centrally, needs to be maintained and management of those
services needs to be held to a high standard of peformance. While supported at levels
commensurate with the cost of such performance levels, user inputs and satisfaction should be
explicit In management of central services.

The Committee expended considerable effort considering approaches to centrally provided
service cost allocation. 'Within our current system, a large segment of the Academic Support costs are
supported and managed centrally. This includes a diverse array of items including student related costs,
such as recruitment and financial aid, office of research arid physical plant of the University. Costs of
such items as building and grounds maintenance, security, and utilities are currently managed centrally
with widely varying degrees of feedback to the user community and varying mechanisms for limited cost
recovery.

The University has a major investment in physical plant and the management of that resource.
This investment requires professional management expertise and appropriate resources. To allocate to
academic units all budget and management decision responsibility would cause physical facilities needs
to compete with programs at the unit level and may result in widely varying choices not fundamentally in
the best interest of the entire University.

Further consideration needs to be given to how cost of services, primarily from Academic
Support units to Academic units, is accounted for and managed within the University system.
Accountability in both providing services which benefit the University community and utilization of those
services is needed. However, this should not mean the constant generation of data, reports, or constant
oversight on
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operational issues by suppliers or users of central services. Confidence in support service management
ability is as important as confidence in the management of Academic units. Nonetheless, communication
of both fiscal and non-fiscal information within the system is needed.

The Committee had the opportunity to review significant data that is currently maintained by
service units and believes the sharing of some of this information with the broader University community
has merit It is likely that most persons who use the various services of the University do not comprehend
the extent or complexity of the various services provided nor do they understand how they actually
create costs. Furthermore, lack of understanding of our current system of indirect costs is prevalent It
would be useful for central service operations and University level management to periodically report to
the community on the services provided3 their costs, the benefits of such service1 arid on both fiscal and
non-fiscal benchmarking.

Recommendation 4: The University will be best served by continuing to foster an open,
information rich environment regarding budgeting, revenue, expenditure and related information.
The University needs to develop a systematic approach with clear categories of costs,
benchmarking and effective cost management tools. Wifthin such a system, cost allocation
should be looked upon as only one element or tool in the careful management of costs within the
University.

Through its study of the current OSU system and the current and developing systems at other
institutions, the Committee concluded that reconciling the competing goals of simplicity, accuracy and
fairness presents many demanding issues. It becomes very clear that multiple ways to allocate costs can
and do exist and that they can result in dramatically different results. It becomes rapidly apparent that
what may appear to be a very rational approach in one area may have significant and perhaps
unintended consequences in other areas. The complexity and interrelationship can present fiscal
incentives to units, which when viewed from a University wide context, may be perverse and counter
productive and even violate University values.

Examples: 1) Allocation of library costs, based on some system of measured utilization, might present
incentive to not use the library system or to create parallel systems. 2) Allocation of cost for necessary
safety related expenditures may result in a system where some units might not make the expenditures in
a manner that would meet appropriate University wide standards. 3) Allocation of costs for pool
Departmentally, such as assigned classroom or conference room space, may result in elaborate and
costly schemes of cross charging of units for space use or in lack of cooperation between units.

Through review of our own system and comparison to others both positive and less desirable
characteristics appear. It is obvious that in recent years our information systems and repositories of
information regarding budget and expenditures for the University have become much more publicly
available. The Committee certainly commends this trend and supports its continuation. However, general
study of revenues and expenses appears to be only now being attempted in a comprehensive way. The
Committee will comment on the current "Sources and Uses Analysis" later in this report

The University needs to continue efforts to improve both accounting and information systems
with particular attention to interconnection issues. Increasingly high quality management of costs must
rely on readily available and meaningful information. In our current system it is clear that we can not at
this time adequately relate fiscal accounting, budgeting and other quantitative data. Clearly this is an
unacceptable situation. Attention needs to be paid to further improving institutional analysis, including
that which supports the unique needs of both Academic and Academic Support units.

The Committee found creative forms of benchmarking in selected Academic Support units of the
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University in spite of the fact that incentives for development of cost management do not appear to
explicitly exist. In Physical Facilities, for example, significant benchmarking has taken place to compare
services, utility usage, staffing levels to square footage of built space, maintenance resources available
arid services provided for grounds. Various public safety services have been bench marked to peer
institutions in the Big ID and across the country.

Recommendation 5: College/Vice-Presidential Areas should be the primary units of budget
allocation.

It is very important to consider our personnel responsibilities, budget management capabilities,
and the expressed need for reasonable predictability in any budgeting system that may be implemented.
Heads of Academic units must first be concerned with the academic mission. Undue complexity in
budgeting, cost allocation, or revenue generation will simply take away from the more important aspects
of ensuring that the primary focus of the unit is met. Again, our prime object should not be how to
allocate or "recover" costs but rather how to make sure that Academic units and Academic
Support units understand the cost implications of their decisions and that they face incentives
that are congruent with institutional values, incentives and constraints.

Given our current budget structure and personnel capabilities, colleges and the vice-presidential
areas (for Academic Support units) should be the primary centers of responsibility for revenue and cost
allocation analysis. Consideration should be given, in any system design, to facilitate these units sharing
information or doing their own analysis at a subunit (Department, Center. etc.) level.

Recommendation 8: The University indirect Costs Allocation System as presented in the FY95
and FY96 Analysis presents a useful tool for budget analysis and understanding costs, but would
need to be signIficantly revised to be used as the foundation for an annual budget allocation
system.

The Committee reviewed the FY95 and FY96 Sources and Uses Analysis developed by the
Office of Resource Planning and Institutional Analysis with particular focus on the University Indirect
Cost segment of the Uses. (Note: Not same as Indirect Costs as defined for research purposes.) This
analysis formed a starting point for furthering our understanding of Indirect Costs and how they might be
attributed to Colleges. As an analysis tool, this system, which uses broad cost pool groups of a similar
type and assigns an "allocation statistic" for purpose of distributing costs among colleges, is more useful
as an analysis tool than as a method of budgeting. Since the system, by necessity, uses an allocator as a
proxy for distributing costs, there may well be cases where the system does not treat a particular unit
appropriately. For example, when net assignable square feet is the allocator of Operations and
Maintenance the implicit assumption is that all assigned space is of the similar enough character and
quality to be costed equally. Clearly the difference in costs assigned to this category vary widely and may
distort the true unit's costs. Such shortcoming may be adequately overcome by careful refinement of the
system.

A second major observation comes from comparison of the variation between the two years.
Since considerable variation occurs, for which units would have no control and which units may create by
use of accumulated funds, the use of this process as a tool for direct budget allocation would seem
suspect For example, if fuel costs rise or fall for a given year, should units have to adjust or be able to
take advantage of the opportunity. Similarly a unit may accumulate funds for a major expenditure in one
fiscal year, causing a major one-time cost that year. For these reasons, the Committee did not see this
system as it currently exists as a workable system for budget allocation decisions on an annual basis.

The following sire specific observations about the Indirect Costs Allocated to Colleges which
should be considered if the system is to be refined for future use.
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1) The General Categories of Cost (Operations and Maintenance, Admin. & General, etc.), which follow
the University budget ledger seem to present adequate categories for such an analysis. However, criteria
should be developed for the addition or deletion of items within each major category. For example it is
not totally clear why specific items appear under Academic Administration as compared to Research
Administration and vice versa Once the major categories are established for Sources and Uses, further
detailed analysis of each element needs to be done with particular attention to which cost category is
appropriate (common good, quasi-variable, variable).
2) Use of very broad based allocators seems in most cases to be appropriate for a general estimate of
costs. This may need to be refined to deal with large variations when they are known to occur.
3) In order to improve predictability of budgets for Academic Units, a system using rolling averages of
multiple years would need to be implemented. This would obligate Central Administration and Academic
Support units to plan for the contingencies of annually varying costs.

Closure

Simply allocating the costs of all functions to units of the University through some algorithmic
approach without presenting options to the units will not likely result in improved performance of the
service provider or customer satisfaction. Similarly, dispersion of actual budget from central service
providers to units coupled with allowing free market choices would not necessarily consistently result in
improved effectiveness or efficiency of service The most desirable system appears to be one that I)
maintains those services centrally where efficiency and quality control deem it important, but allow units
to make meaningful input into the management of central supplied services, and differentiate their needs
for services or perhaps use alternative sources or levels of service, and 2) moves other services to a
direct cost system. The Committee would caution that any system, to be effective, needs the flexibility
for the application of good judgement by those using the quantitative data provided.

Cost Allocation Advisory Committee

Robert Gustafson (Chair), Department of Food, Agricultural and Biological Engineering
Carole Anderson, College of Nursing
Cheryl DeVore, College of Dentistry
Judy Klcen, College of Veterinary Medicine
Karen Ahijevych, Department of Ad u It Health and Illness
Phyllis Newman, College of Humanities
Larry Brown, Department of Geography
Don Gibson, School of Music
Paul Young, School of Architecture
Karen Carroll, University Libraries
John Kleberg, Business and Administration
Elizabeth Hart, University Resource Planning and Institutional Analysis
John Lowe, University Resource Planning and Institutional Analysis







REPORT TO THE PROVOST

CENTRAL DISTRIBUTION ADVISORY COMMITTEE

COMMITTEE MEMBERS

Lawrence Tomassini (Chair), Department of Accounting & MIS
Jessie Au, College of Pharmacy
Eric Busch, Division of Student Affairs
James Campbell, CGS Representative
Linda Harlow, College of Humanities
Donald Haurin, College of Social and Behavioral Sciences
Caroline Hopkins, Undergraduate Student Representative
Lawrence Mathes, Department of Veterinary Biosciences
Jack Miner, Department of Physics
Joan Patton, College of Medicine
Matthew PIatz, Department of Chemistry
Gerald Reagan, School of Educational Policy and Leadership
Stacy Weislogel, College of Engineering
Alan Goodridge (Consulting Dean), College of Biological Sciences
Elizabeth Hart (Staff), University Resource Planning and lnstitutional Analysis
Marie Mead (Staff), University Resource Planning and Institutional Analysis
Alice Stewart (Staff), University Resource Planning and Institutional Analysis

I.   OVERVIEW

This report reflects the results of committee Deliberations over the past 15
months on a variety of issues regarding the Central Administration's role in a
more decentralized budget system. A key element in these issues was ensuring
achievement of the University's mission and enhancing the quality of our
academic programs.

In researching the issues, the committee studied the existing budgetary structure
at Ohio State and interviewed a broad cross-section of campus leaders about
the relative merits of the current system and a more decentralized alternative. In
addition, we reviewed documentation from other peer universities which have
implemented, or are in the process of implementing, some form of responsibility-'
based budgeting system.

In accomplishing its charge, the deliberations and recommendations of the
Committee were guided by the following principles. The University-wide
distribution of resources should:

1. support achieving the University mission and goals;



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
resources;

 
4. enhance the quality of the total educational experience of students;

 
5. enhance the quality of the climate of the University population;

 
6. promote high academic standards in scholarship (research, teaching,

and service) and artistic creativity;
 

7. promote and nurture diversity in the University population and its
programs;

 
8. provide the Provost with resources that are sufficient to promote new

initiatives, exceptional programs arid activities, consistent with a world
cIass 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 arid enrollment window; and

 
16. provide full disclosure of relevant information throughout the

University community.



Based on the elements of our charge, the committee divided its efforts into three
segments, as follows:

1. The need for Provost funding and other centrally-distributed funds in a
revised budget system.

2. The mechanisms needed for assuring academic quality in a revised budget
system.

3. Appropriate compensation management and training policies in a revised
budget system.

II. PROVOST AND OTHER CENTRAL FUNDING

A major dimension of our committee’s charge was to make recommendations
about selected central administration fiscal activities in a decentralized
budgetary system and about the transition to a new system. Recommendations
about central support activities, such as physical facilities, safety, student
services, financial aid and the libraries, are part of the charge of the Cost
Allocation Advisory Committee. Our committee focused on central enhancement
activities, as elaborated below.

The current OSU budget system is characterized by mixed budgetary authority;
some is centralized and some is decentralized. The budgetary system under
consideration would further decentralize the budgetary authority. In the following
discussion, "central administration" refers to all of the various components of
centralized decision making and funding including the Office of Academic
Affairs, the Office of Research, the Office of Finance, the Office of Business and
Administration, and the units that report to these offices.

Our recommendations also require assumptions about the form of a
decentralized budgeting system. We assume that revenues will flow to the
generating unit in the decentralized system, these revenues including tuition,
fees, external funding, and state subsidy (that is, budgets are not set by their
historical base). Central activities would be funded by a "tax" on the revenue
flow. We assume that colleges will be the primary responsibility centers among
academic units, and that interdisciplinary
centers also are considered responsibility centers.

Criteria for central funding

The following criteria guide that central funding is appropriate when:

A. it assists strategic direction and redirection toward university goals;
 
B. it yields a significant gain in efficiency and associated cost savings;

 



C. it facilitates desirable cross-college efforts within the University;
 
 
D. it is dictated by the funding source and ensures compliance with State and

Federal mandates;
 
E. it is needed to ensure a stable fiscal environment in the university; or
 
F. it is needed to preserve the quality of core academic units in the University.

Recommendations regarding central funding

To clarify the impact of applying the criteria to central administration fiscal
activities, we make the following recommendations:

Recommendation 1: In cases where the incentive structure embodied in
a more decentralized budgeting system or the budgetary outcomes
generated by that system are not consistent with the outcomes
specified in the university mission and vision statements, there should
be central funding of initiatives that strategically advance the university
in meeting its mission and achieving its vision. Examples include:

• consideration of forward looking investments by central administration in
selected areas of emerging scholarship (criterion A). The period of
investment would be limited to ten years.

 
• consideration of continuing central investment in high quality core

responsibility centers when these responsibility centers are not self
supporting in the decentralized budgeting system (criterion F:).

 
• consideration of seed funding of interdisciplinary activities including cross-

responsibility center research, curricula, outreach and engagement,
international affairs, undergraduate honors courses and activities,
predoctoral arid postdoctoral fellowships (criterion C). In general, seed
funding would be for no more than five years; thereafter, the expectation is
that the program would become self-supporting through revenues raised by
instruction, external grants, endowment funds, or earnings.

 
• consideration of central funding of units that successfully enhance the

diversity of faculty, staff, and students (criterion A).
 
 Recommendation 2: We recommend continuation of central budgetary

control over the capital budget, the Regents' equipment budget, and
Research Challenge (criterion D).



 Recommendation 3: Recognizing that responsibility center budgets will
likely be more volatile than the University budget, we recommend that
central administration establish a cash reserve fund against which
responsibility centers can borrow. We also recommend that central
administration establish guidelines for a responsibility center's minimal
and maximal ratio of reserves to revenues. These reserves held by
central administration would be in addition to existing reserves for risks
such as hazards, Legal issues, and fluctuations in the state subsidy
and student enrollment (criterion E).

 
 Recommendation 4: Some current central funding activities occur in

response to the failures of the current budgetary system. We
recommend that once the new budgetary system is in place, the need
for such programs be reviewed. If not needed, the program would be
downsized, then eliminated. An example is the current central fund for
closed courses (criterion B).

 
 Recommendation 5: We recommend that central administration continue

to engage in activities that will tend to stabilize the university budget
including University Development and informational lobbying (criterion
E).

 
 Recommendation 6: We recommend continued central funding of the

University Honors Center and other student recruitment activities by
Admissions (criterion B).

 
 Recommendation 7: We recommend that central administration

establish a user friendly information system that provides the data
needed for responsibility center planning and accountability. Central
administration should monitor changes in responsibility center budgets.
The system should be in place before the transition to the new
budgeting system begins.

 
 Recommendation 8: The transition from the current budgeting system to

the new system should be gradual so that responsibility centers have
sufficient time to respond to new incentives. We recommend a three to
five year transition period. Central administration should rebase all
responsibility centers' budgets at the beginning of the period.
Transitional smoothing would be accomplished by "subventions." A
subvention is a fixed sum tax or subsidy levied by central
administration on a responsibility center during the transition period.
These subventions should decrease to zero by the end of the transition
period.

 
 Recommendation 9: Central administration should seek input from the

established faculty governance system prior to making decisions



regarding the allocation of central funds. It should seek advice from a
faculty peer review system when deciding among competing uses for
funds and a similar system to review the outcomes of prior allocations
of resources.

 
 Recommendation 10: The method of funding the above recommended

activities by central administration would be by a tax on all revenues
received by responsibility centers. This tax should be simple to
implement arid be added on to the tax proposed by the Cost Allocation
Advisory Committee on Budget Restructuring. We recommend a flat
rate tax.

 
 
 Ill.       MECHANISMS FOR ASSURING ACADEMIC QUALITY
 
 Another part of our committee's charge was to make recommendations regarding
policies and procedures in a revised budget system that will assure academic
quality and be consistent with University-wide goals.
 
 In our committee discussions and in our interviews with 21 broad cross-section
of campus leaders  it is clear that there is a universal concern for quality. We
recognize that overly formulaic systems might damage quality unintentionally.
Hence, we wish to discourage inappropriate responses to financial incentives
through safeguards of accountability arid peer review.
 
 The current budget system can constrain behavior that improves quality.
Nevertheless, under this system, decisions that preserve and improve quality are
made daily by scores of individuals; such decisions now are made in a
decentralized fashion. Even without special guide ines, decision makers decline
to exercise opportunities to increase revenue or decrease cost at the expense of
quality.
 
 At a minimum, transition to a new budget system should do no harm. Importantly,
however. a new budgeting system gives us the opportunity to improve quality.
We must create a workable system in which incentives and disincentives
encourage improvement of quality.
 
 A new budget system should be more nimble and more responsive to the
application of resources vis-a -vis the relatively static, largely historic system
now in place. On the other hand, daily or weekly responses to resources
fluctuations could create too much instability and overwhelm the planning
process.
 
 Recommendations about academic quality assurance
 
 When adopting a more decentralized budgetary system, we make the following



recommendations:
 
 Recommendation 11: Consistent with the mission-driven rationale in

Recommendation 1, above, a central reserve should be created (from a
tax process as in Recommendation 10, above) to reward performance
quality of responsibility centers. This quality incentive reserve should
be small relative to total budget, but large enough to have a significant
impact on behavior (approximately the magnitude of the current
Academic Enrichment Program). Further, in times of financial exigency,
the highest quality core programs of the University should be
preserved.

 
 Recommendation 12: Deans and the Provost should discuss and

recommend an appropriate performance planning and review process
that serves as a basis for allocating the quality reserve funds. This
process should ensure that there are incentives for quality
improvement and assessment throughout the university so that this
does not become purely the domain of the Central Administration. As
with other central funding in the revised budget system, the Central
Administration should be accountable to the responsibility centers for
its funding allocation decisions.

 
 Recommendation 13: For effective monitoring of the quality

management process, we should utilize existing quality assurance
mechanisms (e.g., committees of the University Senate, Colleges and
the Central Administration). In some instances, their charges may have
to be modified to reflect important new activities. Special attention
should be paid to following kinds of issues that could adversely affect
quality:

• reduction in support for undergraduate honors courses,
• unnecessary and unwise course proliferation,
• creating easy courses to attract students,
• cutting costs by hiring non-tenure track faculty who are not as qualified to

teach a course as the tenure-track faculty,
• failure to preserve high quality programs that do not generate high levels of

income or which have high costs relative to the amount of income they
generate, and

• actions that decrease the incentive to do high-quality research and
scholarship.

In addition, an oversight committee should be established within the
University Senate to enable effective implementation of the quality
assurance review process. The committee's activities would range, as
needed, from detailed reviews of specific responsibility units to analysis
of particular quality assurance issues across units.



IV. COMPENSATION MANAGEMENT AND TRAlNlNG

Another part of our committee's charge was to make recommendations regarding
the appropriate University compensation management and training policies
under a more decentralized system.

In keeping with the incentive-based framework of a more decentralized budget
system, we anticipate that some changes are needed in the annual salary
decision mechanism. Although our recommendations here are not meant to give
total discretion to Deans and Directors of non-Academic units, our goal is to
provide more flexibility in compensation management at a decentralized level
without nullifying all the current human resource policies and procedures. We
assume that human resource policies not affected directly by these
recommendations will remain in place. These recommendations relate only to
those faculty and unclassified staff salary increases which are associated with
the annual salary budget determination process.

Recommendations about compensation management and training

When adopting a more decentralized budgetary system, we make the following
recommendations:

Recommendation 14: Consistent with the goal of bringing incentives at
the College level to the faculty and staff, Deans and Directors of non-
academic units should be given the latitude to use appropriate funds
for salary increases or bonuses (cash awards). A relatively narrow
range of average salary increases would be established initially to
prevent dramatic differences between and among Colleges and be
reviewed over time as experience is gained with managing the new
flexibility in salaries. The Faculty Compensation and Benefits
Committee, Staff Advisory Committee, and Fiscal Committee should
continue to recommend the target percentage increase of salary and
should also take on the added task of recommending the allowable
range around the target amount. Central Administration would be
ultimately responsible for setting the target and range, taking into
consideration the recommendations of the aforementioned committees.
Colleges that wish to be exempt from the target percentage arid range
in a given year must obtain approval from Central Administration.

Recommendation 15: We support the current salary appeals process
based on equity. Human Resources should remain the responsible unit
for collective bargaining talks. Colleges should continue to be
responsible for funding employee benefit costs.

Recommendation 16: The University should establish an enhanced



separation incentives program that would permit incentives that could
be accepted on a volunteer basis by the employee. These incentives
could be offered by a Dean or Director of a non-academic unit when an
early retirement or separation from the University is deemed in the best
interests of all.

Recommendation 17: Due to increased flexibility of decentralized
budgeting, Human Resources and/or Academic Affairs should provide
appropriate training to Cotleges, Schools, and Departments in the area
of compensation management. This training should include all facets of
compensation management.



ATTACHMENT B

Response to the Preliminary Report of the
Ad Hoc Senate Oversight Committee on Budget Restructuring



Subject: Preliminary Report

Date: May 21, 1998

From: Ed Ray
Bill Shkurti

To: Dan Farrell

This is in response to the March 19, 1998 Preliminary Report of the Ad Hoc
Senate Oversight Committee on Budget Restructuring.  We want to begin by expressing
our appreciation to you and to the members of the Committee for the tremendous effort
put into this comprehensive and constructive review of the work of the three Advisory
Committees.  Although each of the three Advisory Committees evaluated the Ad Hoc
Committee's report in the process of drafting their revised documents, we thought it
would be helpful if we provided a perspective that crossed committee lines, particularly in
regard to the ten general comments your committee raised in the cover memo.

1.  Common goals and principles - we have been asked this question probably
more than any other. Obviously, the University's general goal is excellence in teaching,
scholarship (including research) and public service, but this by itself is not enough to guide
mission related budget decisions.  This is the case regardless of what kind of budget
system the University adopts, including the current system.  That is why, with full support
of the University Board of Trustees, we have embarked on a process that includes the
establishment of strategic indicators as a method of focusing effort and measuring
progress for the University as a whole, as well as its individual colleges and vice
presidential units.

Ideally this process would already be in place; however, a great deal of work still
needs to be done, including more consultation throughout the University.  There seems to
be widespread support across the institution for a more focused interpretation of our
mission, which would include moving into the top ten public research institutions.  While
there is general support for this, what is meant by top ten has not been defined, a plan for
how we get there has not yet been developed and the measures to be used to determine
when we have arrived have not yet been established.

On the other hand, there are a number of activities, including efforts to improve
the quality of our academic programs, enhance  the quality of the student experience and
increase the quality of our resource base, that we know we will want to pursue in any
event because they will help make us a top tier institution and we cannot afford to wait.
Consequently, strategic focusing will proceed concurrently with budget restructuring.  The
goal is to link the two processes over the next 12 months.



2.  Reasons for change - Although the current budget process is adequate, it
needs improvement in order to help the University overcome the challenges that lie ahead.
There are four characteristics of our current system that we feel are substantial barriers to
the University's efforts to advance to the next level of top public research institutions:

Current practice is not sufficiently supportive of the University's
Instructional Mission  - current General Fund allocations are based primarily on
historical patterns and modified by decisions in individual cases.  No recognized guidelines
exist for adjusting to changes in student enrollment in a clear and predictable way.  The
consequence is a series of crisis driven ad hoc decisions that permit the University to get
by, but are not necessarily in the long term best interests of our students, faculty and staff.
This applies in cases where there are good academic reasons to expand enrollments, as
well as cases where there are good academic reasons to restrict or reduce enrollments.

For example, between FY 1995 and FY 1999, the University invested $2,000,000
a year of central funds to address closed course problems at a time when overall
enrollment declined by 10%.  Although this program did reduce closeouts, it was a very
expensive way of addressing a problem that should not have been a problem.  The current
system lacks clear guidelines to determine where resources should go and where they
should come from to address issues such as the closed course problem.  The result has
been to use scarce new resources that might have been better used elsewhere.

This does not mean we feel the system needs to be purely enrollment driven, but it
does mean the budget system needs to be more enrollment sensitive than it is at present.
This will become even more important in the future as the University strives to improve its
academic standing by more carefully managing enrollments.

Current practice is not sufficiently supportive of the University's Research
Mission - in our consultations across campus, it became clear that many of our best
researchers are frustrated by a budgeting system that seems to them to be unnecessarily
complex, convoluted and unfair.  Some of this reflects complex accounting requirements
of sponsors such as the federal government, but a great deal of the problem is a lack of
clarity and consistency in University policy and practice.  For example the funding of fee
authorizations for Research Associates comes from a variety of sources and is not widely
understood.

Support for research comes from a number of sources including General Funds,
Indirect Cost Recoveries, Research Challenge and Development -- all of which are
managed as separate silos rather than as parts of an integrated whole.  For example, an
over-commitment against Indirect Cost Recoveries in FY 1994 required a reallocation
from college budgets in FY 1997.  The current system is too cumbersome to address
funding needs in an increasingly competitive environment.  The University does not have
one clearly defined source or process for entrepreneurial seed funds to support research.
Consequently, securing funds for major pieces of research equipment takes elaborate



negotiations with multiple vice presidential offices over many months, even if the
equipment in question is expected to pay for itself.

The Research Commission will present more detailed recommendations on
research funding support this Spring, but it is clear that if the University is to thrive in this
increasingly competitive field, expectations need to be more clearly defined and the
timeliness and accountability for funding decisions need to be improved.

Current practices do not provide sufficient incentives to generate additional
revenue needed to address the University's academic priorities - the recently
conducted benchmarking exercise made clear that OSU lags behind the benchmark
institutions in revenues per student FTE.  We do not feel the University should pursue
funding for its own sake, but we do feel that additional resources will be necessary to
achieve goals such as more competitive compensation levels, adding faculty in critical
areas, increasing support for research, improving the student experience, investing in
technology and improving the learning environment.  Under the current system, the
greatest rewards go to those who are most successful at presenting a case for a share of
the very limited resources at the discretion of central administration.  Although this will
always have its place, we feel a more effective strategy is to let the academic units share
more directly in the fruits of their labor, which in turn would encourage them to increase
the resources available for everyone.

For example, three years ago, for both good academic and financial reasons, an
incentive program was adopted to increase Summer enrollments.  While the program has
provided an effective incentive to expand Summer course offerings to students, its success
has been limited because it is isolated from the "normal" way of doing business, and a
great deal of staff time is expended trying to define what is and what is not covered by the
agreements.

Current practice does not provide sufficient accountability for the financial
impact that individual decisions have on the entire university community - in an
institution as large and complex as OSU, the budget system should help assign
accountability for financial decisions, not obscure it.  The current system allows central
administration to carefully track a unit's compliance with its budget and the opening up of
the University's financial records initiated in the early 1990's has increased accountability
of senior administration with respect to new funding.  However, over time, the cumulative
effect of efforts to address the budget needs of individual units has resulted in an array of
cross subsidies, borrowing and incentives whose net effects are difficult to assess and,
therefore, difficult to control.  No one seems responsible for current budget allocations
and there is no mechanism to make systematic changes.  Our academic units feel they lack
sufficient financial control and do not feel rewarded for their achievements.

For example, in a number of cases over recent years, units have restricted
enrollments in programs for good academic reasons, but no steps were taken centrally to
move resources or identify alternatives for meeting the academic needs of the displaced



students.  If those students drop out, the University suffers a loss of income that affects all
units.  If those students migrate to other programs, those faculty and staff have increased
responsibility without additional resources.  A more clearly defined set of expectations on
the relationship between teaching, scholarship, public service and budget decisions would
benefit everyone.

3.  Criteria for measuring success or failure - the fundamental criteria for
measuring the success of any budget system should be the degree to which it assists in
accomplishing the academic goals of the institution.  Obviously, this is related to the
common goals and principles discussed above and should be fleshed out over the next six
months.  One of our recommended changes for a new budget system 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 that can serve as a reference
point for evaluating changes in the budget system.  We feel the following measurable
beneficial outcomes should be association with the proposed changes in our budget
system:

♦  The University should be able to make more progress towards achieving its
academic goals.

♦  Academic units should have more discretionary resources and program
innovation should increase.

♦  Cost savings should be better understood and realized 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 for outreach and engagement..
♦  Central budget decisions can be made more quickly and accountability more

readily understood.

Having said this, we want to emphasize  that changes in the budget are not a
panacea for every challenge facing the University.  A new budget system will not by itself
appropriately define University goals, protect the University from external changes in
financial support or substitute for good leadership.  It cannot even guarantee additional
resources.  What it can do is make it easier for the University to identify, weigh and
understand the implications of various courses of action.

4.  Identifying responsibility centers - we concur with the recommendation of the
Revenue Generation Committee that the colleges and vice presidential units be the
principal resource management centers.  As this process begins, many departments are too
small and do not have the capability to manage in this environment.  Clusters are too large
and too diverse for the incentive effects to be sufficient.  We are open to exploring some
variations for large centers and for groups of small colleges.



We also concur with the Ad Hoc Oversight Committee and the Revenue
Generation Committee recommendations that if we begin with the colleges as the principal
administrative units, then colleges should be required to provide a written plan, similar to a
pattern of administration, that defines how subordinate units will be treated and this plan
needs to be approved in advance by OAA after consultation with appropriate bodies,
including that college’s faculty.

5.  Rebasing – we believe rebasing is an important tool in improving the credibility
of the budget process. We also agree with the Ad Hoc Committee and the Revenue
Generation Committee that if rebasing occurs under a new system, it should be done as a
conscious decision by the Provost only after broad consultation.  It should not be a
formula driven process.  And, it should be phased in over time.

6.  Academic restructuring - in discussing these budget changes, we have made it
clear that academic priorities should drive the budget process, not the other way around.
We feel the same way about academic restructuring:  academic needs should drive
academic restructuring.  We do not feel an effort at massive academic restructuring as a
companion to budget restructuring is manageable or desirable.  We realize there is some
concern that initial identification of colleges as resource management units may serve to
perpetuate our current structure in the future, but we feel this is a manageable risk.

7.  Management restructuring  - many of the arguments regarding academic
restructuring apply to central management and academic support units as well.  However,
there are some activities already underway that might give impetus to restructuring of
central management.  As you may already know, the OSU Board of Trustees has
completed a review of its management structure by McKinsey and Company.  In addition,
President Kirwan will have the opportunity to conduct a review when he arrives, and this
is where these issues should be addressed.

Having said that, we feel it is imperative that central administration has the
capacity to assist the University in making the transition to a new budget system, in
whatever form that system may take.  Although that may or may not require management
restructuring in a literal sense, it will require different ways of doing things in a number of
areas.

8.  Cost allocation - we concur with the Ad Hoc Oversight Committee and the
principles outlined by the Cost Allocation Committee that the allocation of costs should
make it clear for units what the financial implications of their decisions are and that the
incentives they face are congruent with the values, mission and constraints of the
institution as a whole.  The next step, as we see it, is to define criteria and then determine
which costs are best managed in a distributed or central manner along the lines of the three
category system developed by the Committee.

9.  Monitoring the new system - we concur with the Ad Hoc Committee's
observations.  We feel the Central Distribution Committee's revised report will provide



more detail about how the quality of academic programs will be maintained and enhanced
by central administration, but we feel this method alone is insufficient.  Appropriate
incentives need to be built into the system from the beginning and an appropriate role
needs to be defined for the faculty and University governance structure.  The specifics of
how this will be done need to be developed over the next six months.

10.  Interdisciplinary research and teaching and Honors Programs - we agree
that more explicit mechanisms need to be developed to support interdisciplinary work in a
new system.  The same is true for honors programs.  We feel this must include proper
incentives at the unit level, as well as centrally.  Having said that, we want to point out
that the current system also presents barriers to interdisciplinary work and to honors
programs.  The key is to reduce these barriers without creating new ones.  The specifics of
how this will be accomplished will also be developed over the next six months.

We hope this information is helpful to the work of the Ad Hoc Committee.  In that
regard, this document should be viewed as another step in what we expect will be a
continuing dialogue over the next several months.  We look forward to continuing to
work with you and your committee to make sure OSU's budget process is improved
substantially by this effort.
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Preliminary Recommendations on
Budget Restructuring



Subject: Budget Restructuring

Date: May 21, 1998

From: Ed Ray
Bill Shkurti

To: Dick Sisson

The purpose of this memo is to share with you our preliminary recommendations
for the principles that should underlie our system of resource allocation on the Main
Campus in the years ahead.  We expect the University to face an increasingly competitive
environment in which external forces will continue to demand high quality at a reasonable
cost.  Consequently, our recommendations are designed to support and reward academic
and support units for their contribution to the University's mission.

This document builds on the work of the three Budget Restructuring Advisory
Committees you appointed, the input of the Ad Hoc Senate Oversight Committee on
Budget Restructuring and input from the Council of Deans and others during this three
year process of consultation and discussion.  Although this material has benefited from
those discussions, we do not have a finished product by any means.  We expect to make
further modifications as part of a vigorous consultation and discussion process across
campus.  The document is organized as follows:

The introduction establishes the context for judging these recommendations,
including the reasons for change and the goals to be accomplished.  The second section
states a brief set of six principles that we feel reflect the consensus of the three Advisory
Committees and the consultations we have held over the last three years.  The third
section contains our specific recommendations, which we believe to be consistent with the
recommendations of the three Advisory Committees.  The fourth section addresses a
number of related issues that cut across different elements of the system and
recommendations on how issues might be addressed.  Specific implementation issues are
covered in section five and section six discusses where we go from here.  In addition, we
have prepared an Executive Summary which is attached.

With your permission, we would like to circulate this document across campus for
further discussion and debate.

Attachment

c: Eric Kunz



draft

Budget Restructuring
Executive Summary

GENERAL PRINCIPLES

1. The allocation of resources should be mission driven.
2. Appropriate oversight should be provided by the University's

administrative and governance structure.
3. A carefully planned transition is essential.
4. A significant portion of revenues should be explicitly linked to the

generating units, specifically the colleges.
5. A portion of all revenues should be allocated centrally in support of

University-wide goals.
6. Costs should be explicitly linked to the generating college or vice

presidential area where appropriate.

RECOMMENDATIONS

1. Revenues

• All tuition and subsidy be allocated to individual colleges as
follows:

 60% based credit hours taught
 20% based on degrees granted
 20% based on historical share and other mission related
factors

• All revenues related to sponsored research be allocated to the
generating colleges.

• All other income be allocated to the generating unit.

1. Costs be allocated to colleges and other units, as appropriate, in one of
three categories:

• Direct billing for those costs that units can most directly control.
• Uniform assessment for costs related to shared mission-related

functions (e.g. libraries).



• Blended allocation for quasi direct costs (space, research support,
student services to be evaluated).

• Mechanism needed to enhance and reward quality of service
provided.

1. Central Distributions - a portion of revenues would be assessed to
support University-wide needs, including:

• Strategic redirection
• Preservation of core academic units
• Insurance of a stable fiscal environment

 

 Other important functions of the center under this system would
include:
 

• Assurance of quality
• Compensation management and training
• Accountability in use of funds

 

 RELATED ISSUES requiring careful attention:
 

• Interdisciplinary work
• Honors programs
• Information systems
• Budget rebasing
• Course proliferation and quality of instruction
• Research quality
• Public service

 

 IMPLEMENTATION - given the size and complexity of OSU means:
 

• Implementation should be phased in over 3-5 years.
• Continuous monitoring and feedback will be needed.
• Broad consultation and discussion will be needed.
• Good and timely information is a necessity.
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 I. Introduction
 

 A.  The Name Game
 

 One of the challenges we faced in discussing the resource management issue across
campus was a certain amount of confusion about what it means to restructure our budget
system and what that new system should be called.  This was exacerbated by comparisons
with systems at other institutions such as Responsibility Centered Management (RCM) at
Indiana -- a system that has met with mixed reviews.
 

 What we propose here is not an acronym, but a series of related changes in the
way OSU does business that we feel will assist the University in meeting its academic
goals in the future.  Although these changes are significant, in many ways they will be
more evolutionary than revolutionary.  For example, OSU already ties some budgets to
revenues in the incentive programs for seven professional colleges and the Summer
enrollment programs for all colleges.  The Regional Campuses have been on such a model
for years.
 
 We concur with Nancy Cantor and Paul Courant of the University of Michigan, in
their November 26, 1997 progress report to that campus, when they said,
 

 "The phrase 'Value Centered Management' implicitly claims too much for itself,
leading both proponents and detractors to see the issues raised by the choice of
budget systems as being of higher stakes than they are or can be. Budget systems
are not themselves academic policy."
 

 Consequently, we have not developed an acronym to describe these recommendations, nor
do we intend to do so.

 

 B.  Context
 
 In the three years of consultation on this issue, the questions asked most frequently
have been:
 

♦  What are the academic goals is the University trying to accomplish?
♦  What is wrong with the present system that interferes with meeting those

goals?
♦  How do we know that what is proposed will be an improvement over what

the University already has?
 
 We think these questions are appropriate and will attempt to address them here.
 

 What Are the University’s Common Goals and Principles?   We have
been asked this question probably more than any other.  Obviously, the University's



general goal is excellence in teaching, scholarship (including research) and public service,
but this by itself is not enough to guide mission related budget decisions.  This is the case
regardless of what kind of budget system the University adopts, including the current
system.  That is why, with full support of the University Board of Trustees, we have
embarked on a process that includes the establishment of strategic indicators as a method
of focusing effort and measuring progress for the University as a whole, as well as for its
individual colleges and vice presidential units.
 
 Ideally this process would already be in place; however, a great deal of work still
needs to be done, including more consultation throughout the University.  There seems to
be widespread support across the institution for a more focused interpretation of our
mission, which would include moving into the top ten public research institutions.  While
there is general support for this, what is meant by top ten has not been defined, a plan for
how we are to get there has not yet been developed and the measures to be used to
determine when we have arrived have not yet been established.
 
 On the other hand, there are a number of activities related to efforts to improve the
quality of our academic programs, enhance  the quality of the student experience and
increase the quality of our resource base, that we know we will want to pursue in any
event because they will help make us a top tier institution and we cannot afford to wait.
Consequently, strategic focusing will proceed concurrently with budget restructuring.  The
goal is to link the two processes over the next 12 months.
 
 What are the Reasons for Change?  Although the current budget process
has merit, it needs improvement in order to help the University overcome the challenges
that lie ahead.  There are four characteristics of our current system that we feel are
substantial barriers to the University's efforts to advance to the next level of top public
research institutions:
 

 Current practice is not sufficiently supportive of the University's Instructional
Mission  - current General Fund allocations are based primarily on historical patterns and
modified by decisions in individual cases.  No recognized guidelines exist for adjusting to
changes in student enrollment in a clear and predictable way.  Instead, the University has
pursued a series of crisis driven ad hoc decisions that permit the University to get by, but
are not necessarily in the long term best interests of our students, faculty and staff.  This
applies in cases where there are good academic reasons to expand enrollments, as well as
cases where there are good academic reasons to restrict or reduce enrollments.

 
 For example, between FY 1995 and FY 1998, the University invested $2,000,000
a year of central funds to address closed course problems at a time when overall
enrollment declined by 10%.  Although this program did reduce closeouts, it was a very
expensive way of addressing a problem that should not have been a problem.  The current
system lacks clear guidelines to determine where resources should go and where they
should come from to address issues such as the closed course problem.  The result has
been to use scarce new resources that might have been better used elsewhere.



 
 This does not mean that the system should be purely enrollment driven, but it does
mean the budget system needs to be more enrollment sensitive than it is at present.  This
will become even more important in the future as the University strives to improve its
academic standing, in part, by more carefully managing enrollments.
 
 Current practice is not sufficiently supportive of the University's Research
Mission - in our consultations across campus, it became clear that many of our best
researchers are frustrated by a budgeting system that seems to them to be unnecessarily
complex, convoluted and unfair.  Some of this reflects complex accounting requirements
of sponsors such as the federal government, but a great deal of the problem is a lack of
clarity and consistency in University policy and practice.  For example the funding of fee
authorizations for Research Associates comes from a variety of sources and is not widely
understood.
 
 Support for research comes from a number of sources including General Funds,
Indirect Cost Recoveries, Research Challenge and Development -- all of which are
managed as separate silos rather than as parts of an integrated whole.  For example, an
over-commitment against Indirect Cost Recoveries in FY 1994 required a reallocation
from college budgets in FY 1997.  The current system is too cumbersome to address
funding needs in an increasingly competitive environment.  The University does not have
one clearly defined source or process for entrepreneurial seed funds to support research.
Consequently, securing funds for major pieces of research equipment takes elaborate
negotiations with multiple vice presidential offices over many months, even if the
equipment in question is expected to pay for itself.
 
 The Research Commission will present more detailed recommendations on
research funding support this Spring, but it is clear that if the University is to thrive in this
increasingly competitive field, expectations need to be more clearly defined and the
timeliness and accountability for funding decisions need to be improved.
 
 Current practices do not provide sufficient incentives to generate additional
revenue needed to address the University's academic priorities - the recently conducted
benchmarking exercise made clear that Ohio State lags behind the benchmark institutions
in revenues per student FTE.  We do not feel the University should pursue funding for its
own sake, but we do feel that additional resources will be necessary to achieve goals such
as more competitive compensation levels, adding faculty in critical areas, increasing
support for research, improving the student experience, investing in technology and
improving the learning environment.  Under the current system, the greatest rewards go to
those who are most successful at presenting a case for a share of the very limited
resources at the discretion of central administration.  Although this will always have its
place, we feel a more effective strategy is to let the academic units share more directly in
the fruits of their labor, which in turn would encourage them to increase the resources
available for everyone.
 



 For example, three years ago, for both good academic and financial reasons, an
incentive program was adopted to increase summer enrollments.  While the program has
provided an effective incentive to expand Summer course offerings to students, its success
has been limited because it is isolated from the "normal" way of doing business, and a
great deal of staff time is expended trying to define what is and what is not covered under
the agreement(s).
 

 



 Current practice does not provide sufficient accountability for the financial
impact that individual decisions have on the entire university community - in an
institution as large and complex as Ohio State, the budget system should help assign
accountability for financial decisions, not obscure it.  The current system allows central
administration to carefully track a unit's compliance with its budget.  The opening up of
the University's financial records initiated in the early 1990's has increased accountability
of senior administration with respect to new funding.   However, over time, the
cumulative effect of efforts to address the budget needs of individual units has resulted in
an array of cross subsidies, borrowing and incentives whose net effects are difficult to
assess and, therefore, difficult to control.  No one seems responsible for historical budget
allocations to colleges and vice presidential units and there is no mechanism to make
systematic changes.  Our academic units feel they lack sufficient financial control over
their own destinies and do not feel rewarded for their achievements.
 
 For example, in recent years, units have restricted enrollments in programs for
good academic reasons, but few steps were taken centrally to move resources or identify
alternatives for meeting the academic needs of the displaced students.  If those students
drop out, the University suffers a loss of income that affects all units.  If those students
migrate to other programs, those faculty and staff have increased responsibility without
additional resources.  A more clearly defined set of expectations on the relationship
between teaching, scholarship, public service and budget decisions would benefit
everyone.
 
 What are the Criteria for Measuring Success or Failure?  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 above and should be fleshed out
over the next six months.  One of our recommended changes for a new budget system 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 that can serve as a
reference point for evaluating changes in the budget system.  But there are measurable
beneficial outcomes we feel should be associated with the proposed changes in our budget
system:
 

♦  The University should be able to make more progress toward achieving its
academic goals.

♦  Academic units should have more discretionary resources and program innovation
should increase.

♦  Cost savings should be better understood and realized 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.



♦  Central budget decisions should be made more quickly and accountability more
readily assigned.

Having said this, we want to emphasize that changes in the budget process are not
a panacea for every challenge facing the University.  A new budget system will not define
University goals, protect the University from external changes in financial support or
substitute for good leadership.  It cannot even guarantee additional resources.  What it can
do is assist the University's effort to identify the challenges ahead, weigh different options
for dealing with them and understand the implications of various courses of action.

II. General Principles

We concur with the conclusions of both the Provost's Advisory Committees and
the Senate Ad Hoc Committee that significant improvements can be made in our budget
system and that central to that improvement is a specific mechanism to involve the key
academic units in the financial benefits and costs of their activities and initiatives.

We are also sensitive to the concerns of these committees and others that the
budget process not become so heavily driven by revenues or enrollments that core
academic values such as excellence and community are sacrificed.   In fact, these values
should be enhanced by a new system.  In other words, we want to pursue budget changes
to diminish the counter productive aspects of the current system without creating a set of
new problems that are just as bad, or worse.

For example, in the present system the commitment to quality, such as honors
courses, is very strong even though there are no explicit financial rewards for doing so.
We expect colleges and departments will be in a better position to respond to student and
faculty demand for more quality when they can expect to keep a share of the revenue
generated by such efforts.

After reviewing the committee reports and consultations across campus, we
recommend that the following core principles drive the budget system in the first part of
the next decade.  We feel these principles can be divided into two categories: principles
that should apply to any budget system we adopt and principles that should guide the
creation of an improved system.

The principles that should apply to any budget system are the following:

1. The allocation of resources should be mission driven - this means
that budget decisions should reflect contributions to international distinction in
teaching, scholarship and public service, rather than historical patterns.  This
also means the University needs to more clearly define its strategic focus,
articulate how quality will be evaluated and explain how enhanced quality and
revenue generation will be mutually supportive.

 



2. Appropriate oversight 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 informed and engaged in major financial decisions.
Although the current oversight structure has a number of strengths, it may
need to be modified in order to be able 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 of Academic
Affairs and the Council of Deans.

 
3. 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 carefully plan for the adaptation to any University-
wide change.  The budget process envisioned here will require continuous
monitoring and feedback and a process by which budgets will be re-based
reflecting academic goals.

 
 The three principles that drive the specific recommendations we present here are

the following:
 
4. A significant portion of revenues should be explicitly linked to the

generating units, specifically the colleges - at the outset the colleges should
receive a significant portion of the revenues they generate as a result of
instructional, scholarship and public service activities.  This includes tuition,
State instructional subsidy, indirect cost recoveries and earnings on short-term
investments. By significant we mean at least 60%.  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.

 
5. 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:

♦  Supplemental financial support to those academic units that make a
distinctive contribution to the academic goals of the institution but do not
generate sufficient income.

♦  Specific support of University-wide priorities including interdisciplinary
teaching, research and public service, honors programs and diversity.

♦  Recognition of high quality teaching and scholarship.

This is a departure from current practice in that it explicitly supports these
goals through the regular budget process.  The University already provides
such support through competitive awards programs such as Academic
Enrichment, Distinguished Teaching, Research and Service Awards, etc.



1. 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 allocation ought to fit into a broader
context of University goals instead of an elaborate pricing scheme for its own
sake.  How costs are allocated should be based on the degree to which the
costs are under the control of the generating units and promote high quality
and cost effective support services.  Costs such as salaries, benefits, supplies
and equipment would still be billed directly to unit budgets, as is the current
practice. University functions such as the libraries, campus police and
accounting systems would still be budgeted centrally, but funding would be
accounted for by a uniform assessment (or tax) against a percentage of the
revenues of generating units.  Costs of other services that are provided
centrally to selective units should be allocated to those units.  Examples might
include space utilization, student services, etc.  This is a departure from
existing practice where central costs are not attributed to General Fund units.

How these broad principles might be operationalized are discussed in the next
section.

III. Recommendations

In order to move forward to implementation, the principles must be translated into
administrative guidelines.  In this section we use the recommendations of the three
Advisory Committees to further develop the guidelines that might be used to implement
changes in the current system.  We explain how the proposed budget process might or
might not depart from current practice.  This section is divided along the same lines as the
Advisory Committee assignments -- Revenue Generation, Cost Allocation, and Central
Distribution.

A.  Revenues

1.  Tuition and Instructional Subsidy

We concur with the report of the Provost's Revenue Generation Advisory
Committee that a more decentralized revenue driven budget system, based on college and
vice presidential areas, would be a major improvement in meeting the University's
academic goals.

The key issue in our minds is the level at which to explicitly tie the establishment of
a college's budget to revenue.  Although revenue generation at the college level is
primarily credit hour driven, it is important to insure that instructional needs are met while
supporting quality of instruction and providing necessary resources to further research and
public service goals.



It is important to note here that although tuition and instructional subsidy are
primarily credit hour driven, they include components that are also earned by academic
support units.  For example, 20% of OSU's main campus instructional subsidy is directly
related to the operation and maintenance of space, which is currently paid centrally.  We
do not think it would be advisable to subdivide tuition and subsidy into multiple
components, but do think it is important to keep these considerations in mind when we
discuss why instructional units should be required to pay a portion of the income
attributed to them back to the center for support services.

Taking this into account, we recommend that the current budget system be
modified so that academic units are credited for 100% of all instructional based revenues
as follows:

♦  All colleges should automatically receive 60% of instructional based revenue to
include tuition, net of fee authorizations, and State instructional subsidy.  The
reason we chose this number is that we feel it is large enough to be an
appropriate incentive to recognize instructional demand without being
dominated by it.  It also represents a rough approximation of the time faculty is
expected to devote to the instructional mission.  Distribution of subsidy might
be based on something like a five year moving average to provide stability;
distribution of tuition and fees might be done on a two-year average to provide
responsiveness.

♦  An additional 20% should be distributed on the basis of degrees granted, on a
moving average over a three-year period.  This would provide recognition of
the importance of progress toward degree and the importance of the role of the
home college.

♦  The remaining 20% of instructional based revenues should reward excellence
in teaching, scholarship and public service and other mission related activities,
instead of credit hours or degrees granted.  These measures might include
special recognition for honors programs, interdisciplinary work, diversity and
national and international awards and recognition.

 
 Obviously, it may take some additional work to further refine an allocation

methodology, but it is by no means impossible.  The University has evaluated the quality
of individual faculty for years as part of the tenure process.  More recently, awards have
been made for outstanding research, teaching and public service.  We feel the current
strategic indicators process will also be useful in this regard.  Since this may take some
time to develop fully, this portion of revenues could initially be allocated on a base related
to historical budget patterns, but phased out as more specific allocation decisions are
made.

 
 2.  Revenues Related to Sponsored Research
 
 As we mentioned previously, funding for sponsored research is characterized by a

certain amount of confusion and distrust.  One reason for this is the variety of funding



sources: General Funds, restricted funds, Research Challenge funds, indirect cost
recoveries and so forth.

 
 The source and use of indirect cost recoveries adds another layer of complexity.

The purpose of indirect cost recoveries is to reimburse the University for costs associated
with sponsored research that are not billed directly.

 
 Grants for direct expenses are treated as restricted funds and go directly to the

Principal Investigator(s) under the current system.  This would not change.
Reimbursement for indirect expenses is a more complicated issue.  Technically, this is
supposed to be a reimbursement to the General Fund for costs already incurred in support
of this research.  Complications arise because no distinction is drawn between average and
marginal costs, because of federal caps on some costs and because some sponsors do not
pay full costs for a variety of reasons.

 
 The goal of any changes in funding support for research should be to support

quality research while providing incentives for PI's to recover as much cost from sponsors
as possible, taking into account the sponsor's ability to pay and government accounting
rules -- and doing so without creating something so complex that it is incomprehensible to
a normal person.

 
 Fortunately, the way the University's indirect cost rate is determined disaggregates

into three relatively simple components: costs related to space, costs related to college and
department administrative support, costs related to central administrative support
(including OSURF and libraries).  Therefore, one option would be to reimburse where
costs are generated.  Since the University’s federally approved recovery rate of 46% is
already subdivided into these categories, this means the 46% could be distributed as
follows:

 
 33% to the colleges and departments to reimburse their administrative costs.
 27% retained centrally to support OSURF, libraries, etc.
 40% related to space to whoever bears the cost (currently central).
 
 Another option would be to attribute all indirect cost recoveries back to the

college of the Principal Investigator, then bill the college for the portion owed back to the
center.  Whatever method is chosen should be judged only after more extensive
consultations in the context of the recommendations of the Research Commission.

 
 Another source of income related to research is Research Challenge.  Currently

this goes to the Office of Research to be redistributed to the colleges through a variety of
programs.  Since this money is really generated by the colleges, we recommend
consideration be given to allocating this to the generating colleges with a portion set aside
to be redistributed by the Office of Research.

 
 3.  Other Revenue Sources



 
 The sources listed above: tuition, instructional subsidy, indirect cost recoveries and

Research Challenge, combined account for more than 90% of General Fund revenues.
The Revenue Generation Advisory Committee made a series of recommendations
regarding these other sources.  We are generally in agreement with those
recommendations, which include various specialized fees, interest earnings on cash
balances, cost containment and reallocation, earnings overhead, Regents equipment money
and unrestricted endowment.  We recommend specialized fees be allocated to the unit of
origin as they are now, but that they be kept at a minimum.  We recommend interest
earnings be allocated to the units that earn them.  Earnings overhead for central units
should be allocated to the generating unit but deducted from costs before those costs are
allocated to the colleges.  Regents’ equipment money should be allocated to the colleges
by the Office of Academic Affairs as it is now.   We recommend unrestricted endowment
continue to be allocated centrally.

 
 The Revenue Generation Advisory Committee also made recommendations

regarding implementation (including re-basing), funding centralized functions, and
continuing review, which we share but address in other portions of this report.

 

 B.  Costs
 
 If the University moves to more directly link revenues to the mission-related
activity of its academic units, a methodology must be developed to allocate costs in a
similar manner.  We believe the recommendations of the Cost Allocation Committee
provide a workable framework to do so.
 

 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.  We believe the three
categories developed by the Committee - common goods, quasi variable costs and local
costs - is a workable approach and that appropriate accountability be exercised through
the colleges and vice presidential areas (including the Office of Academic Affairs).
 
 As a starting point, we recommend that all direct costs currently billed by the
colleges, such as salary and benefits and various supplies and services, continue to be
billed to colleges.  We recommend all central activities not currently billed directly, such as
academic administration, libraries, etc., continue to be funded by a uniform assessment
against General Fund revenues.  We estimate this would be between 25 and 35% of these
funds.
 
 We also recommend three categories of costs be examined for allocation as a
quasi-variable cost.  In other words, some fixed amount would continue to be funded
centrally, but a portion may be billed directly.  These three elements of cost would be:
 
 Space Operation and Maintenance - this accounted for x% of indirect costs in
FY 1996.  Although the amount of space requested by a unit is more or less under its



control, other significant portions (such as utility rates) are not.  In addition, there is no
generally accepted way to measure quality, etc.
 
 Student Services - although services provided by offices such as the Registrar,
Admissions and Financial Aid are not under the control of academic units, they are at least
partially driven by head count.
 
 Research Support - costs for support of the operation of the Office of Research
and OSURF are not under the direct influence of the academic units, but are affected by
the volume of research generated at the units.  Indirect cost recoveries offset some of
these costs, but are not sufficient to fully fund these operations.

 
 We also concur with the Committee's recommendation of a more effective

management of costs and improvement in services and that this should be an ongoing
process.  Currently, support unit budgets are increased (or decreased) based on the
strength of the case individual vice presidents make to Senior Administration.  While we
feel this will always have a place, we also feel a more explicit chain of accountability to
customers should be established and that some form of reward for qualitative
performance, in the same spirit of the reward structure for the colleges, should be
developed under the sponsorship of the Council of Deans.
 

 C.  Central Distribution
 
 A good budget system has to be more than an accounting of revenues and
expenditures.  The ability to direct resources to meet University academic goals is critical
to a successful system.  The Central Distribution Advisory Committee defined three
critical budget functions that must be performed at the center, if the system is to be
successful.  These three functions are:
 

♦  Allocation of Provost and other central funds in support of University goals.
♦  Mechanisms for assuring academic quality.
♦  Compensation management and training.

 
 We concur with both the Committee's assessment of the importance of these

functions and its recommendations on the principles that should guide their administration.
The Committee defined a set of criteria on the role of the distribution of central funds.
These include:

 
♦  Assists in the strategic direction and redirection toward University goals.
♦  Provides accountability on use of funds, especially to outside constituencies.
♦  Ensures stable fiscal environment for the University.
♦  Preserves the quality of core academic units.

In the section on revenue allocation we described a process where 20% of tuition
and instructional subsidy income would, over time, be allocated in such a way as to



support quality and other mission driven goals and, over the short run, provide transitional
stability to academic units.

This should reduce, but not eliminate, the need for centrally controlled funds
distributed by the Provost.  Therefore, we see the continuation of something similar in size
to the current Academic Enrichment/Selective Excellence pool to finance the strategic
direction and redirection of University goals, particularly those that cross college
boundaries.

We also see a role at the center for stabilizing fluctuations in year to year funding
due to external changes such as increased utility rates, or to soften the short term effect of
enrollment shifts not adequately addressed by mechanisms built into the allocation
mechanism.  However, we also agree with the Committee that under the revised system,
some current central funding responsibilities would not be necessary or could be
substantially reduced (closed course funding for example).  Other examples might include
phasing out across the board reallocations to support academic enrichment and the current
college specific revenue enhancement and Summer enrollment programs, since those needs
would be addressed in a more comprehensive framework.  We feel that one of the goals of
a modified budget system should be to increase discretionary resources available to units
that perform well rather than increase discretionary resources to the center.

One of the concerns frequently expressed about a more revenue sensitive system is
that it could also create incentives to enhance revenues at the expense of quality of
programs or 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 every opportunity.  In fact, it is
more likely they would be willing to pay a premium for high quality programs when they
are available.

Obviously, one step to enhance quality is to provide specific incentives, as we have
proposed.  By itself, this is not sufficient.   The Council on Academic Affairs, which under
existing rules has the authority to review and approve all new course offerings, is the key
to quality assurance.  The challenge the University faces is that this committee already has
a full workload.  Adding additional work to the committee's agenda would lead to
unnecessary delays and place an unfair burden on committee members.  We suggest that
we use the next six months to work with the Council on Academic Affairs to develop a set
of recommendations to address these responsibilities in an efficient way.  This issue is also
discussed at more length in the next section.

The Central Distribution Committee also addressed the issue of Compensation
Management and Training under a restructured budget system.  The Committee
recommended a combination of new policies and continuation of existing policies that
would be appropriate for compensation management and training under a more



decentralized system.  It recommended 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 recommended by the Committee is
increased flexibility for Deans and Vice Presidents to use their own funds for salary
increases or bonuses, at first within a narrow range that would be increased over time with
experience.  We support this recommendation.  In fact, the University has been moving in
this direction for several years.  Progress in this regard 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 feel adoption of the changes proposed earlier provide an opportunity to better
balance these needs and recommend that unit flexibility be increased by allowing variation
from university wide salary guidelines on the following schedule:

FY 1999 .20%
FY 2000 .25%
FY 2001 .33%
FY 2002 .50%

Practices of this nature are more consistent with those of our benchmark
institutions and 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.

Since many of the issues addressed by the Central Distribution Committee do not
fit neatly into the category of revenues, cost allocation or central distribution, we explore
many of these issues in greater depth in the following section.

IV. Related Issues

In reviewing the reports of the three advisory committees, it was clear to us and to
the Ad Hoc Committee on Budget Restructuring that there were a number of important
issues that did not neatly fit into the general category of revenues, cost allocation or
central distribution.  In this section we address those crosscutting issues in a more
comprehensive way.

These crosscutting issues are:

• Interdisciplinary work
• Honors Programs
• Information Systems
• Budget Rebasing



• Course Proliferation and Quality of Instruction
• Research Quality
• Public Service

A. Interdisciplinary Programs

One of the concerns expressed most frequently to us during consultations on
budget restructuring is the impact of any changes in the budget system on interdisciplinary
work.  We share these concerns on two levels:

1. Interdisciplinary work is extremely important to the future of the University
because it is in the boundaries between traditional disciplines that a significant
portion of new knowledge will arise.

2. A budget system which is more revenue sensitive than the current system and
which uses colleges as the principal budget and administrative unit may create
disincentives to interdisciplinary work that crosses college lines.

We feel it is important to minimize such disincentives and to create more incentives
for interdisciplinary work; however, we also feel it is important to point out the current
system provides significant disincentives as well.

The first step is to define what we mean by interdisciplinary work. This includes
research and teaching by faculty in different colleges, joint degree programs and funding
for interdisciplinary centers.

We agree with the recommendations of the Revenue Advisory Committee that the
issue of sharing indirect cost revenues on research can be worked out between the
Principal Investigators beforehand using simple decision rules.  We feel the same
arrangements can be made for interdisciplinary teaching and granting of degrees that cross
college lines.  In fact, a clearer university-wide system of revenue and cost allocation
would permit such arrangements to occur more easily than is now the case.

It is also possible to use the 20% of revenues to be allocated on a basis other than
credit hours or majors to provide, in part, as an additional incentive for research and
teaching that crosses college boundaries.  Use of some of the Provost’s allocation to
support activities of this nature is another possibility.

Funding interdisciplinary centers presents a slightly more complex challenge, but
not substantially different from what exists under the current system.  Most center budgets
come from college and departmental resources, but those units receive none of the income
stream.  One possibility is to allow some of the larger centers to become responsibility
centers in their own right, but still accountable to a college or group of colleges.  Another
possibility is to support all or part of a center out of the Provost’s discretionary funds.



We propose to work with the deans and center directors over the Summer to
develop a more specific set of recommendations to identify the funding mechanism for
interdisciplinary work, including centers, in a restructured budget system.

B. Honors Programs

We have heard many of the same concerns about interdisciplinary work in a
restructured system expressed with regard to Honors Programs.  A vigorous Honors
Program is essential to the future of the University.  Therefore, this issue should be
addressed directly.

One alternative would be to provide special supplemental per credit hour funding
for honors courses to offset the additional costs of these offerings. However, this could
also provide added incentives to classify more courses as Honors than are really
appropriate -- which in turn would require a complex and impossible set of rules and
audits to enforce.  Another option would be to include support of Honors Programs as
one of the elements driving the 20% of tuition and subsidy that is supposed to reflect
program quality.

This issue also deserves additional attention and consultation.

C. Information

The changes in the budget system described in this document will require
significant improvements in the quality, timeliness and availability of information
throughout the University.  This means not only accounting information but integration
with a variety of systems that provide student and program information.

Our experience so far with the ARMS HR conversion highlights the kinds of
problems that need to be addressed in the first year of the conversion to a new information
system.  Yet the need for new systems is clear.  One of our goals under a restructured
budget system is to provide every college with individualized, easy to understand financial
statements at least at the end of every budget year, and more frequently as appropriate.
This would show revenues by category, expenses by category (including central
deductions), and remaining balances.  Our intent is that these statements for each college
would be made available across campus.

The first year with the new accounting system will be FY 2000, which is also
scheduled to be the first year under the new budget system.  Consequently, careful
planning, including planning for training, will be necessary.  We elaborate on this more in
the section on implementation.



D. Rebasing

Rebasing, or the changing of permanent budget allocations over time, has received
a lot of attention and appropriately so.  A methodical but gradual rebasing of budgets is
essential to maintain the integrity of the system and the ability of the University to make
changes in its academic programs.  We agree with the Ad Hoc Oversight Committee and
the Revenue Generation Advisory Committee that re-basing, if it is to occur, should be
driven by conscious academic decision making rather than a formula.

We propose the following.  If and when the operating principles of the proposed
changes in the budget system are resolved (hopefully this Fall), RPIA will produce a
shadow budget which reflects the outcome of these principles applied to all colleges for
FY 1999 budgets for comparison purposes.

The Provost would take the next 12-18 months to review these in consultation
with the appropriate groups across campus and make affirmative recommendations about
which programs would receive additional central support over the next five years, and
which programs would be expected to return resources to the center and why.  These
redistributions would then commence in FY 2001, to be phased in over a period of time.

The Provost could indicate for those colleges that are not self-supporting under the
shadow budget and who will not receive additional central support how their reallocation
target could be met.  The number of colleges thus affected is expected to be relatively
small and they would have the option to find additional funding from other sources.

E. Course Proliferation and Quality of Instruction

One of the concerns expressed about a more revenue driven system is that it would
create a powerful incentive for colleges to create courses for their own students in order
to gain financial advantage.  This is not a desirable outcome and one that needs to be
addressed.

First, the changes proposed make budgets more enrollment sensitive but are not
purely credit hour driven.  Therefore, the incentive to add courses simply to add revenues
is not nearly as strong as it would be under a purely credit hour driven system.
Second, OSU has a strong check on course proliferation through the Council on
Academic Affairs, which we feel, if properly supported, will be able to monitor changes
and take appropriate action.  We would like to explore with CAA mechanisms to deal
with turf issues.  For example, a subcommittee of CAA might include the Executive Deans
with a primary responsibility of monitoring and managing turf issues.

A similar concern has been expressed about incentives to “dumb down” courses to
increase enrollments and to teach large sections with low cost temporary employees
instead of faculty.  Although these are related issues that deal with the quality of
instruction, addressing them requires different strategies.  The current budget systems,



where units do not receive additional funding for additional enrollments, provides a
greater incentive to teach courses more cheaply, so while we feel this needs to be
monitored, the changes we propose will not exacerbate this problem.

The potential "dumbing down" of courses to increase enrollments can be difficult
to monitor.  There is no incentive under the current system to dumb down courses because
there is no reward for enrollments.   This would change with the new system, but only
modestly.  In addition, the emphasis on meeting graduation and quality incentives would
blunt incentives to engage in this activity.  We would expect the faculty and students to
alert Academic Affairs of any activity of this nature.

F. Research Quality

One of our concerns, and a concern expressed by others, is that quality research in
fields where external funding is not readily available may be devalued in a more revenue
sensitive system.  We share that concern.  Research of this nature is an important part of
our mission and plays a key role in a number of disciplines central to our aspirations to
become a more distinguished and distinctive university.

Consequently, a portion of the 20% of college budget allocations not related to
credit hours or degrees granted should be distributed by Academic Affairs and the Office
of Research on the basis of the quality of such research.  This does not mean that all
unsponsored research is of equally high quality or value to the institution.  Some method
of evaluation would have to be developed in consultation with the faculty and others.  But,
this important activity needs to be recognized explicitly in the funding model.

G.  Public Service

Some of the University's most visible public service activities and outreach, such as
Continuing Education, Extension and Technology Transfer, have access to some
earmarked funding sources, but many do not.  Therefore, part of the 20% of Tuition and
subsidy set aside for excellence in teaching, scholarship and public service needs to be
associated with excellence in public service.  But it is important to note that the
opportunity for units to share in revenues generated by outreach and engagement activity
will be an incentive for such activity.  We will ask the Outreach and Engagement Council
and others to help us identify means of measuring and reward excellence in this area.

V. Implementation

Our experience with budgeting decisions and other initiatives at this institution
supports the following conclusions:

1. The Ohio State University is a large and complex institution that incorporates
sub units with widely differing needs and capabilities.  Therefore,



implementation of any new system needs to be deliberate, but on a predictable
schedule so units can prepare for changes.

2. The unintended effects of a policy change often are as strong as the intended
effects.  Therefore, a mechanism for continuous monitoring and feedback
needs to be developed and employed.

3. The process of broad consultation and discussion is extremely valuable in
preparing a complex proposal of this nature, but at some point a decision needs
to be made to proceed or stop, so that units can plan accordingly.  Budget
restructuring has been under discussion for nearly three years and specific
proposals and decisions should be forthcoming.

We recommend additional consultations this Spring regarding the changes we have
proposed.  Based on those consultations, we will use the Summer to prepare a revised set
of recommendations and an alternative, or shadow budget, for the Fall.  President Kirwan
will then have the opportunity to hear from the campus regarding these revised
recommendations.  Depending on the conclusions drawn from the Fall consultations, the
University could begin phasing in modifications in the budget process in Fiscal Year 2000.
Even if rather substantial changes are called for, we do not recommend an abrupt change,
but rather a gradual transition over 2-3 years.

Individual units need time to adjust.  The budget system should disrupt as little as
possible the primary mission of the University, which is teaching, research and public
service, not budget changes.  Central Administration needs time to make adjustments,
which include improving information systems, training and development.  An added
challenge is the conversion to the new accounting system, which is scheduled for July 1,
1999 (FY 2000).



What specific assumptions should be made about the alternative budget process is
a challenging question.  In order to fully evaluate proposed changes, we have to be able to
look at the impact on specific units.  But in order to develop a budget model that shows
the impact on specific units, detailed decisions need to be made about allocations that
require careful consultations.

For example, even though we are comfortable with the principles we have
described, we recommend further work in two particular areas:

1. A portion of revenues to be allocated on the basis of support of the University
mission other than quantitative measures of revenue alone.

2. Costs that are not now directly attributed to units that should be (e.g. space or
student support services).

In order to bridge this gap, we will develop a base shadow budget that
encompasses changes from the present system only where specifically included in our
earlier recommendations.  Additional changes can be made as proposals are refined.
As a way of summarizing the effect of those recommendations, we have asked RPIA to re-
run the FY 1995 and FY 1996 Sources and Uses summaries based on the following
assumptions.  This means:

1. General Funds instruction based income would be allocated as follows:
a) 60% of instructional subsidy and instructional fees based on credit hours

taught
b) 20% of instructional subsidy and instructional fees based on degrees

granted
c) 20% of instructional subsidy and instructional fees based on historic

allocations (initially)
2. Indirect costs would be allocated on the basis of a percentage of shared

revenue.  What this number should be still needs further discussion, but we
estimate it will be somewhere between 25 and 35% of revenue.

3. Net equals revenues minus direct and indirect costs.

This would serve to inform this Spring’s consultation.  Further refinements,
including a more explicit articulation of how to allocate 20% of tuition and subsidy for
qualitative purposes and more direct charging of some costs, can be developed over the
Summer in preparation for the consultations this Fall.

If the consultations this Fall produce modifications to the current budget system,
the remainder of FY 1999 would be used for preparation and planning, so that the phased
in implementation of system changes would begin in FY 2000.  In order to avoid problems
associated with implementation of the first year of a new accounting system, it may make
sense to only implement those portions that could be tracked from a PC-based shadow
system in this first year.



Still to be determined:

♦  Phase in schedule.
♦  What happens to the concepts of annual rate and annual guidelines.
♦  Allocation principles for other mission based allocations of tuition and

instructional subsidy.
♦  Allocation principles for space, student services and central support of

research.
♦  How information needs are met.
♦  Proper incentives for interdisciplinary work and honors programs.
♦  Further definition of the roles of the Council of Deans, CAA and Fiscal

Committee in a new system.
♦  Shadow budgets.

VI. Conclusion

The University is at a critical juncture.  There is widespread support to move to
the next level of public universities in academic excellence and the quality of the student
experience.  There is also a shared sense that the current resource base is not sufficient to
do this.  There is also widespread recognition that the external environment is likely to be
more competitive and more uncertain, not less.

Therefore, the key issue, as we see it, is not whether we should modify our budget
system, because our budget system will change regardless.  Instead, the issue is whether to
make this change in a deliberate, proactive and integrative manner, or in an ad hoc,
piecemeal and crisis driven way.

What we have proposed here is not the only way this change can be accomplished.
It may not even be the best way.  But it does reflect the outcome of an open and deliberate
process that creates an integrated framework, and it represents an opportunity to make
financial decisions in a way that links academic goals and good financial practices so that
the University has the best opportunity to shape its own future.


