
Date: November 27, 1998

To: Senate Steering Committee

From: Dan Farrell, for the Ad Hoc Senate Oversight Committee on Budget Restructuring

Re: "Preliminary Recommendations on Budget Restructuring"

On May 21, 1998, Ed Ray, then Senior Vice Provost, and Bill Shkurti, Vice President for
Finance, distributed a memorandum entitled "Budget Restructuring VII."  This brief
memorandum was primarily intended as a cover-document for three attachments that
accompanied it:

• the revised reports of the Provost's three advisory committees
on budget restructuring;

• a six-page response from Ed and Bill to our Committee's
March 19, 1998 report to Steering;

• a twenty-page document from Ed and Bill ("Preliminary
Report on Budget Restructuring") that was addressed to then-
Provost Richard Sisson.

This last item, sometimes also called "Budget Restructuring" by its authors, contains the first
substantive (but still draft) proposals that have been issued by Ed and Bill, detailing their ideas
about budget restructuring at Ohio State.

Given the importance of this document, we judged it appropriate to give you at this time a
written commentary containing our views about its principal recommendations.  As you know,
we have been reading, thinking, and talking about budget restructuring, at the Senate's request,
for the past three and a half years.  In addition, we have met with innumerable colleagues, from
Ohio State and elsewhere, with experience of varying degrees with so-called "revenue-based"
budgeting systems.  We certainly do not consider ourselves experts on this subject, but we do
feel our work over the past three and a half years has given us a better perspective on this issue
than is likely possessed by most people on campus.

Our remarks below fall into three categories: (i) a short introductory section ("General
Remarks") in which we provide a brief summary of our views about the overall desirability of a
move to some form of revenue-based budgeting at Ohio State;  (ii) a second section ("Principles
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for Budgeting Restructuring") in which we articulate some of the most important principles we
believe a new, revenue-based budgeting system must honor; and (iii) a concluding section
("Some Concerns") in which we discuss, in light of our proposed principles, our most serious
concerns about Ed and Bill's recommendations.  Our comments in this last section are the result
of discussions at a series of meetings this past summer and during the present quarter.  In
addition to meeting regularly during this period to discuss "Budget Restructuring"'s proposals
amongst ourselves, we met as well with a number of college deans, including the three deans
who served on the Provost's ad hoc advisory committees on budget restructuring, to discuss their
and their colleagues' reactions to Ed and Bill's proposals.  In addition, Bill Shkurti, who is a
member of our committee, shared with us data collected for the Council of Deans on likely
effects of his and Ed's proposals given various assumptions about specific allocation formulae
and known college enrollments and graduation rates in the past two years.

General Remarks

We believe that "Budget Restructuring" is a significant step forward in the budget restructuring
process at Ohio State.  The preliminary draft reports of the Provost's advisory committees, as
well as the recent revised reports of those committees, were interesting and important
contributions.  These were not unified reports, however, and, being advisory, did not have the
punch the current recommendations have.  The latter are unified, substantive proposals that
provide a much-needed starting-point for the initiation of serious cross-campus discussions of a
distinct kind of budgeting alternative for Ohio State.

As its authors acknowledge, "Budget Restructuring" is very much a work-in-progress, and there
is a great deal more to be done, both in terms of substance and in terms of elaborating the details
of the sometimes very general substantive proposals contained in this report.  Nonetheless, it sets
a clear if very general course for budget restructuring at Ohio State, and it contains proposals that
have the great virtue of being sufficiently detailed, even when still very general, as to provide
foci for serious discussion of the course these colleagues have in mind.

The vision that motivates these proposals is a vision we share: a vision of a budgeting system
that supports the mission and goals of our University much more effectively than does our
current budgeting system and that does so by providing unequivocal incentives for responsible
fiscal behavior, as well as for high-quality academic undertakings, including undertakings that
promise to enhance the University's overall revenues consistent with our core values.  Such a
system is, first and foremost, one in which the rules for fiscal success and failure are both clear
and consistently enforced and hence in which unit leaders can make fiscal and academic
decisions in a rational way.

Given this shared vision, we believe that some revenue-based system like the one proposed is a
reasonable choice for Ohio State at the present time.  Our current budgeting system lacks the
rationality, the discipline, and the incentive structure that a University budgeting system must
have if its goals and values are to be effectively advanced as we move into the next century.
Thinking for a moment only of the apparently inevitable and continuing narrowing of state
support, as well as of the clear fiscal costs of the academic improvements we all desire, it seems
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quite clear that change is necessary and that, all things considered, it must be change, at least in
general terms, of the sort that "Budget Restructuring" proposes.

Nonetheless, we see problems, both specific and general, in the particular system Ed and Bill
propose.  After indicating, in the next section, what we believe are the most important principles
any new system must honor, we turn, in the final section, to a discussion of our principal worries
about the recommendations "Budget Restructuring" contains.

Principles for Budget Restructuring

1. The aim of any new budgeting system must be to improve the effectiveness with which the
University achieves its research, teaching and service goals.  Thus, any proposed changes in
our budgeting system must be assessed on the basis of how likely they are to promote these
goals and to promote them more effectively than available alternatives.

2. An acceptable budgeting system must provide all units with

(a) stability and predictability in their budgets and budgeting activities;
(b) reliable and timely data, with effective, in-place technology with which to manage

that data at the unit's site;
(c) clear measures of the system's performance in achieving an open, effective, and

transparent decision process.

3. A new budgeting system must devolve decision-making as much as possible to responsibility
centers that have the expertise to make appropriate fiscal and academic decisions.  We
assume that, for most academic areas, the colleges will be the appropriate responsibility
centers, but in the final analysis this decision must be made in light of Principle 1 above: like
all other decisions relative to a new system, decisions about the formation of responsibility
centers should be made in light of evidence about what is most likely to enable the University
to achieve its goals most effectively.

4. For some areas, such as Honors and interdisciplinary units (including research centers) the
Central Administration may have to assume a special role in seeing to it that decentralization
does not undermine activities central to the achievement of the University's mission.  In these
cases the Provost may need to assume fiscal authority normally granted to colleges and other
responsibility centers in the new system.

5. Any new system must be designed to encourage revenue-enhancing activities by providing
responsibility centers with clear incentives to expand their revenue streams through new
forms of instruction, research, and service (including outreach activities) that are consistent
with the University's mission and goals and with its commitment to offering programs of the
highest possible quality in all the areas in which its faculty, staff and students work.



4

6. The Central Administration should be held specifically responsible, among other things, for

(a) reallocation of unit base budgets in the support of University core values and goals;
(b) provision of common goods that cannot be provided by responsibility centers

themselves (with costs of these goods financed by a flat-rate tax administered by the
Central Administration);

(c) supporting programs that further University goals but that are for various reasons
unable to be self-supporting.

7. Apart from legitimate taxes and transfers, General Funds revenues--state subsidy, tuition and
fees--should be distributed to responsibility centers on the basis of their instructional
activities at the undergraduate and graduate levels.  'Legitimate taxes and transfers' can
include funds to be used to support excellence and other contributions to University goals
and core values, provided that the paramount importance of using General Funds revenues to
fund instructional activities is respected.

8. Sponsored research funding, development funds, and funds from other revenue-generating
activities should be distributed to the relevant responsibility centers after costs have been
deducted.

9. Responsibility centers are to be held responsible for the costs of their activities.  They may
retain cash reserves but should normally not be allowed to operate at a deficit.  They should
be allowed to purchase services externally when doing so has not been expressly prohibited
by the Central Administration after public discussion of which services may and may not be
externally secured.

10. Any transition to a new budgeting system must be accomplished with as little disruption as
possible to the effective functioning of the University's academic and academic-support units
and with a full and realistic awareness of the likely costs of such a transition, both human and
otherwise.  The human costs, in particular, should be monitored carefully: an otherwise
promising system that entails overwhelming human resource costs would be undesirable.

Specific concerns

1. Revenue attribution

"Budget Restructuring" (henceforth "BR") recommends a "60/20/20" distribution of instruction-
based revenues (sum of tuition and fees and state instructional subsidy): 60% to be attributed on
the basis of credit hours taught (BR, p. 9); 20% to be attributed on the basis on majors graduated
(ibid.); and 20% to be attributed on the basis of "historical share" ("Executive Summary," p. 1;
BR, p. 19), "excellence" (in research, teaching and service) (BR, p. 9), and "other mission-related
activities" (ES, p. 1; BR; p. 9).  The Committee feels, as did the deans we interviewed, that it is
far from clear that this particular formula is appropriate, given the purposes budget restructuring
is supposed to serve.  The reasons given in the report for this formula are certainly not
convincing.  On behalf of the 60% figure for credit hours taught, for example, we find the
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following argument: "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."  The first of these two reasons could be given for any number of other choices for this
particular figure.  The second strikes us as rather strained and in the end not at all convincing.
We feel better arguments ought to be available for any formula that is put forward, especially
given the importance of this most fundamental of decisions about revenue attribution under the
new system.  We also feel that alternatives to a formulaic approach to General Funds revenue
attributions ought to be explored: for example, approaches that take seriously the possibility of
significant rebasing of responsibility center budgets and that provide direct returns on General
Funds revenues only for enrollments above a mutually-agreed-upon minimum for any given
center (see Section 6 below).

2. Incentives for increasing overall revenue

One of the reasons frequently given for moving to a revenue-based budgeting system is that such
a system, much more effectively than the present system, will "provide sufficient incentives to
generate additional revenue needed to address the University's academic priorities" (BR, p. 4).
While not the only goal of a new system, this is surely an important goal, especially in light of
the near certainty that state and federal support for higher education is unlikely to increase
significantly in the foreseeable future, at least in terms of real dollars.  Unfortunately, we did not
find, in BR, any serious discussion of how this goal of increasing overall revenue for the
University is likely to be furthered by the system that has been proposed.  This, we believe, is a
cause for serious concern.  Some members of our Committee, and many of the deans we
interviewed, believe that a set of sound proposals for retention of a significant portion of new
revenues will do more than any other single budgetary innovation in easing the problems that
have been created by increasingly limited state support and in creating incentives for dealing
with those problems in effective and creative ways.  We strongly urge more work on this crucial
area in any new document that is produced.

3. Cost attributions

We do not understand the proposals for cost attributions, at least as presented in BR.  Very
briefly, the suggestion seems to be that "direct" or "local" costs will be attributed directly, as per
our current practice (BR, p. 11); "common-goods" costs ("academic administration, libraries,
etc.") will be attributed "as a [25-35%] uniform assessment against General Funds revenues"
(BR, p. 11); and "quasi-variable" costs ("space operation and maintenance, student services, and
research support") will be attributed partly directly and partly as a uniform assessment against
General Funds revenues (BR, p. 11).  Apart from the critical uncertainty about how much of
quasi-variable costs will be attributed directly and how much as a uniform assessment, the
written recommendations initially led us to believe that what is being proposed is a roughly 30%
("25-35%") assessment for common-goods costs and an as yet to be determined assessment for
the fixed portion of quasi-variable costs, both of these (we thought) independent of any further
assessments that might need to be imposed for other purposes (see below).  However, in
conversation Bill Shkurti explained that in fact the 25-35% figure was intended as an estimate of
total "taxation" in the new system: for common goods, the uniform portion of quasi-variable
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costs, and any other costs that would need to be covered in the new system.  Given this
clarification, we feel the relevant portions of BR need to be significantly revised, since they
currently suggest something quite different from what is evidently intended, both as regards the
total for common-goods costs and the uniform portion of quasi-variable costs and as regards
other assessments that are either mentioned or hinted at in the document.

In this last connection, we were struck by the following particular: page 2 of the Executive
Summary suggests that "a portion of revenues would be assessed to support University-wide
needs, including strategic redirection, preservation of core values, and insurance of a stable fiscal
environment," and page 12 of the report proper says that the new system will require "something
similar in size to the current Academic Enrichment/Selective Excellence pool to finance the
strategic direction and redirection of University goals."  We gathered from our conversations
with Bill Shkurti that these are not intended as assessments or taxes over and above the roughly
30% discussed above, for both common-goods costs and the uniform portion of quasi-variable
costs, but, rather, that the 30% assessment is intended to include funds for these additional
activities as well.  However, if this is so, it not only needs to be made much clearer in the
document; we are also owed, we feel, some explanation of how all these different costs can
reasonably be expected to be covered by a roughly 30% assessment of General Funds revenues.

A further, more general point about the cost allocation proposals is one that emerged from our
discussion with various college deans: apart from the proposals for direct or local costs, it is not
clear that the proposals are really proposals for cost allocation, per se.  Rather, they appear to be
an alternative to cost allocation, an alternative that essentially replaces the work of cost
allocation with a general fixed tax.  If this is so, it would appear that this approach, while perhaps
sound, is ultimately inconsistent with the idea, suggested in the advisory reports, that we should
make a serious attempt in budget restructuring to attribute actual costs, so far as possible, while
at the same time attributing actual revenues.  If this idea has in effect been abandoned, this
should be admitted and the implications for realistic revenue attributions seriously addressed.

Finally, we are concerned that, in its discussion of costs, BR limits itself to standard and very
straightforward fiscal costs.  It is inevitable, we believe, that a transition to a new budgeting
system will generate other costs as well, including both non-fiscal costs and non-standard fiscal
costs--human resource costs, for example, that will have both fiscal and non-fiscal parameters.
We do not suppose that all such additional costs can be avoided, but we are concerned that there
is little discussion of their inevitability and of how they will be minimized, much less of how, at
least in a general way, these costs will be outweighed by corresponding gains in the new system.
In the event a new system is implemented, we believe the Provost should appoint a special body
to oversee the transition and to ensure that the human resource costs of the transition are kept to a
minimum and are justified by the likely results of the proposed changes.

4. "Excellence" and "other mission-related activities"

We assume that some of the activities that will need to be funded in a new budgeting system will
be funded by revenues attributed to units in the competition for a share of the 20% of General
Funds revenues to be set aside for excellence, historical share, preservation of core values, and so
on (the third figure in the 60/20/20 formula).  Our concern with this part of BR is not with the
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basic idea of setting aside a portion of instruction-based revenues for purposes like these, but
with the absence of any specifics whatsoever about exactly what the standards for success in this
competition will be.  This, we feel, is one of the most striking and most important weaknesses of
the Ray-Shkurti proposals.  Nothing whatever is said about how "excellence" will be measured,
about what our "core values" are and how we will determine which units are and are not
supporting them, and, more generally, about how decisions about "quality" are to be made.

We are aware of the expectation that current discussions about "benchmarking" and "strategic
indicators" will lead to a consensus about issues so noteworthy in their absence in "Budget
Restructuring."  Here we simply note with alarm that these discussions appear to be moving
much more slowly than the cognate discussions about budget restructuring.  We strongly urge
Steering to ask Ed Ray, who is now Executive Vice President and Provost, to move discussions
about these very urgent and critically important matters forward as quickly possible.

5. The making of actual allocations in the new system

Another area of serious concern for us has to do with the question of how actual budget
allocations are to be made in the proposed system.  On one way of reading BR, the answer to this
question is both simple and quite straightforward: General Funds revenues will be attributed on
the basis of the 60/20/20 formula (other revenues being attributed as indicated in the report);
costs will be attributed as sketched in the report; and the balance of total attributed revenues
minus total attributed costs, when positive, will be allocated to the unit in question for use as it
sees fit.  (It is not clear what will happen, on this reading, when that "balance" is negative!)

We do not believe that Ed and Bill intend BR to be read as suggesting allocations actually be
made in this way--conversations with Bill confirm this--but we are, at the same time, not entirely
sure what the proper alternative reading is.  We suspect that the question of "rebasing" is relevant
at this juncture, and we comment on this possibility below.  Here, though, we want to note that a
possible alternative reading would be the following.  For actual budget allocations, imagine
revenue and cost attributions being made "hypothetically," as it were, in accordance with the
formulae described above (and in the report).  Then assume that while actual budget allocations
will be made in light of these attributions, they will not be made strictly on the basis of these
attributions.  Instead, assume that, once the "hypothetical" attributions have been made as just
imagined, actual budget allocations will be made only after considerations of relative (unit)
excellence, contribution to institutional mission and core academic values, strategic direction and
redirection, and so forth, have been brought into play.  On this reading, funding for actual budget
allocations, if it is not provided by a mechanical application of the revenue/cost rules
summarized above, will be based on "taxes" or "revenue transfers" mandated by the Provost.

We mention this alternative reading of the current proposals not in order to argue for it, but
simply to note that even after reading these proposals very carefully, and discussing them at
length, we are still quite unclear exactly how actual budget allocations are supposed to be made
in the new system.  On one extreme, actual allocations are to be made fairly mechanically, in
accordance with the rules for revenue and cost attribution sketched in BR, though even on this
extreme 20% of General Funds revenues are attributed not "mechanically" but on the basis of
considerations of relative (unit) excellence, contribution to institutional mission and core values,
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and so on.  At the other extreme, much more consideration is given, before actual allocations are
made, to what excellence, institutional mission, preservation of core values, and the like, require.
Only after these determinations have been made, presumably by the Provost in consultation with
appropriate bodies, are actual budget allocations made, with funds for these allocations being
taken, when necessary, from the General Funds revenues produced by the instructional activities
of all the units that engage in such activities.

We feel it is extremely important that BR be made much more explicit with respect to the issue
just raised: to what degree is a more or less "mechanical" implementation of the suggested
revenue and cost attribution rules intended, and, supposing a less rather than a more mechanical
implementation is intended, exactly how is implementation to be carried out?

6. Rebasing

We are convinced that the concept of "rebasing" is central to the concerns and questions we have
just been raising.  Exactly how that concept is relevant, though, remains rather unclear to us.
Central here, of course, are, among other things, the brief remarks about rebasing on page 16 of
the report, especially the following: "We propose ... [that] ... [i]f and when the operating
principles of the proposed changes in the budget system are resolved ..., 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 then 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."

In one respect, these comments are, of course, quite reassuring, since they preclude a simplistic
or mechanical application of the suggested rules for revenue and cost attribution and suggest,
instead, that considerations of "quality," including contribution to institutional mission and
support of core values, will be centermost in any actual allocations under the new system.  In
another respect, though, these comments are rather puzzling, at least as they stand.  For while
these comments are explicitly made in the context of a discussion of the applicability (and
importance) of the concept of "rebasing" of budgets in the proposed system, it is not at all clear
how this latter concept fits into a system of the relevant sort (a so-called "revenue-based" system,
that is to say).  After all, on a common and not unintelligent understanding of a revenue-based
system, there are no (continuing or guaranteed) "base" budgets for academic units.  Rather,
budgets are set in accordance with stated rules for revenue and cost allocations, rules that, when
publicly promulgated and consistently enforced, enable units to know what is required of them if
they are to prosper.  Where, one wonders, does the notion of a (continuing or guaranteed) "base"
budget fit into this sort of budgeting system?

One answer, of course, is that certain units must be guaranteed a suitable base budget, given their
contribution to institutional mission, core values, and the like, regardless of the vicissitudes of
their revenue (and possibly their cost) streams.  And this seems right.  The problem is how to
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integrate this in a coherent and understandable way into a system that can properly be called a
"revenue-based" budgeting system.

One solution to this problem, perhaps implicit in the current proposals but certainly not explicitly
defended in them, is the following.  Begin by identifying, for each academic responsibility
center, the historic base budget it is reasonable to associate with that center given actual budget
allocations over the past several years.  Call this that unit's "starting-point baseline budget" or
"historic base budget" for short.  Next, instruct the Provost to initiate a full-scale systematic
analysis of the appropriateness of all historic base budgets, in light of discussions with unit
leaders about each unit's relative contribution to the University's mission, including its teaching
mission, strategic goals, core values, and so on.  Then let the Provost, subsequent to this analysis,
and subsequent to wide-ranging discussions with appropriate University personnel, begin the
process of rebasing base budgets in units where this is deemed appropriate, with an eye towards
effecting this process as quickly as possible, consistent with the constraints imposed by
considerations of institutional stability, legality, morale, good sense, and the like.  This last
would, of course, have to be a carefully planned process, and the Provost would surely want to
consult widely with appropriate individuals and bodies as he undertakes this critical task.

The result of the preceding process would, one supposes, be a significant realigning of
University resources, with each responsibility center emerging from the discussion with a clear
understanding of what is expected of it and of what it can expect from the University in light of
its own subsequent performance.  The idea, obviously, is not that a center's new base budget will
be an indefinitely guaranteed base budget but, rather, that there will be base budgets in the new
system, with these budgets being both conditional, inasmuch as continuation over time will be
grounded on conditions about performance negotiated with the Provost, and renegotiable,
inasmuch as changes in any base budget will be a function of the need for changes in light of the
University's mission and goals and in light of any given center's proven or predictable ability to
further those goals in a determinate way.

The process just described may well be what is intended by the remarks quoted above from page
16 of "Budget Restructuring."  If so, this seems to us to be a reasonable--indeed, an essential--
first step in a new budgeting system.  Where, though, one must now ask, are the incentives for
revenue enhancement in this system, and for cost control, quality improvement, and the like?
Where, that is to say, is there anything that makes this system a form of "revenue-based
budgeting"?

The answer to these questions, we assume, has got to have something to do with principles for
the retention of some portion of some of the revenues that each unit brings in.  But what would
those principles be like, and how would they cohere with the understanding of base budgets
explicated in the preceding paragraphs?

We cannot see how these last questions can be adequately answered by anything like the
proposal for a simple 60/20/20 distribution of General Funds revenues.  For, as we have noted
above, on its simplest and most obvious interpretation, direct application of the 60/20/20
formula, or of any similar formula, is inconsistent with the very idea of "permanent" base
budgets of the sort just described.



10

A rather different answer to these latest questions, and an answer that is consistent with the
rebasing process just described, would be the following.  Imagine that as the Provost is
overseeing the analysis of base budgets described above, the Office of Resource Planning and
Institutional Analysis is asked to conduct a parallel analysis aimed at providing, for each
academic responsibility center, an indication of what might be called that center's "historical
baseline General Funds revenue contribution" (or "baseline revenues" for short).  This would be
an approximation, for each center, of that center's average annual contribution, over the past few
years, to the University's total General Funds revenues.

Next, suppose that, after discussion with each responsibility center of the appropriateness of the
figures produced by RPIA, the Provost identifies what might be called a "baseline revenue
target" for each center, a target that might or might not be identical to RPIA's baseline revenue
approximation for that center.  The Provost could then enforce the following policy, previously
adopted as one of the central elements, after rebasing, of the new budgeting system: after
minimal taxation for any extra costs created by the relevant revenue-enhancing activities,
General Funds revenues brought in by any center over and above its baseline revenue target
would be funds that would be distributed to that unit for its own use, as an addition to the base
budget already identified by the Provost for that unit.  To avoid unrealistic attempts to
approximate actual costs, the minimal taxes on these additional revenues could be fixed flat
taxes; however, it is critical that any tax on additional revenues be kept as low as possible,
consistent with the reasonable expectation that costs added by the revenue-enhancing activities
be paid in one way or another by the unit enjoying the revenue gains.

This, it seems to us, is one way in which a new system could provide clear and realistic
incentives for high-quality revenue-enhancing activities, on the one hand, while at the same time
recognizing, on the other hand, the need for budget stability, potentially quite extensive rebasing
of budgets over the long term, and a continuation of the idea of "base budgets" in any system we
adopt.  To be sure, implementation of a system with the relevant features would require the
Provost to make difficult decisions and to stick to those decisions in the face of partisan
opposition.  And it would require, as well, careful oversight, to ensure that the relevant
incentives are not allowed to act as perverse incentives leading to undesired behavior such as
"dumbing down" of courses, inappropriate academic "poaching," and the like (see Section 8
below).  These, however, are challenges we believe Ohio State can and must meet.

7. Honors; interdisciplinary research and teaching

We continue to be deeply concerned about the future of the University Honors system in any
revenue-based budgeting system the University is likely to adopt, including that proposed in BR,
and we continue to be concerned, as well, about the future of at least certain forms of
interdisciplinary research and teaching.  Apart from a few very brief remarks, "Budget
Restructuring" contains nothing of substance about how we are likely to be able to support and
indeed enhance Honors in the proposed system, nor does it contain much of substance about the
cognate challenge of supporting and enhancing interdisciplinary research and teaching.  As with
other important issues, we realize more time is needed for deliberation about this critical issue.
However, because we believe that the University Honors system is critically important to Ohio
State, both for the sake of our students and for the sake of our national and international
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standing, and because we believe that a strong commitment to interdisciplinary research and
teaching is equally important, we urge Steering to make progress on the challenges posed by
these areas one of your own priorities, as you begin to engage more seriously with the budget
restructuring process.  We expect that progress on this front will be difficult, since, as the authors
of BR note, it is not obvious how to provide a funding formula for Honors and for
interdisciplinary research and teaching that is both workable and consistent with the spirit of a
revenue-based system.  Nonetheless, this is progress that must be made if we are to enter the new
system with adequate safeguards for these critically important parts of a successful, high-quality
University.

8. Oversight

A well-known danger of revenue-based systems is the creation of unintended incentives to
behavior that will undermine rather than enhance the stature of the relevant institution--
"dumbing down" of courses, disciplinary "imperialism," and so forth.  The authors of BR are
well aware of these dangers and are clearly committed to minimizing the probability that we will
fall into them in the new system.  They are also aware, though, that it is not realistic to expect
oversight of the requisite sort to be exercised by the Council on Academic Affairs, at least in its
present form and with its current modus operandi.  There would be far too much work and far
too few people to do it, especially since service on CAA is not compensated with course
reductions or the like.  Thus, there is an urgent need, in our view, for more thought about this
problem and for concrete proposals on how the requisite oversight activities are to be made
possible in the new system.  As with several other issues addressed above, we urge Steering to
make progress on this front one of its own priorities as budget restructuring comes closer to
becoming a reality at Ohio State.

9. Data

Another very serious concern is a concern not with BR itself but with a current, University-wide
problem that we fear will bear directly, and quite possibly disastrously, on any new budgeting
system that relies crucially on the timely availability of accurate data in relevant areas: we refer
to the extraordinary difficulties virtually everyone on campus has experienced with ARMS.  The
closer our new budget system gets to the sort of system that has been proposed, the more
important it will be for deans and their staffs to have timely, accurate data of the requisite sort.
And yet our experience with ARMS suggests, as does our experience before ARMS, that it is
extremely difficult for OSU to provide accurate data of the requisite sort in a timely way.  Unless
this problem can be solved, we do not see how a transition to a more data-dependant system can
do anything but create greater morale problems rather than greater opportunities for growth and
institutional progress.  The human resource costs, already enormous, would be staggering, in the
absence of progress on this front, and could well outweigh any gains a new system might bring
us, if the relevant problems are not solved before the move to the new system is undertaken.

10. Impact

One of the worries expressed by all of the deans with whom we met concerned their inability,
given current knowledge, to predict with any degree of confidence the likely impact for their
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units of the adoption of the proposals contained in BR.  These deans, of course, like the members
of our Committee, have at least had the benefit of seeing the impact-predictions, under various
scenarios, distributed by the University's Office of Resource Planning and Institutional Analysis.
If these deans nonetheless feel unclear about the likely impact of these proposals for their units,
imagine the uncertainty and insecurity felt by department chairs and ordinary faculty and staff in
this regard.  We feel strongly that before we move forward with the budget restructuring process,
much more clarity needs to be achieved, and much more widely within the University
community, with respect to the likely impact of the budgeting changes that are being proposed.
This is critically important, we feel, not only as a matter of openness and due process, but also
because the success of any new system will depend crucially on the degree of support it has, or
does not have, within the University community generally.  We strongly urge Steering to do
everything it can to enlarge the discussion of these matters across campus and to ensure that
convincing, accurate data is made available to everyone on campus concerning the likely impact,
so far as it can be known, of any and all proposed changes in Ohio State's budgeting system.


