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   INTRODUCTION
   After a two-year process of examining its budget allocation
   principles, the University introduced in 2006, a budget model that
   established new base budgets for each unit starting with FY07. The
   second component of the budget model is a process for sharing future
   incremental budget changes generated from tuition, state support, and
   indirect cost recovery beyond the 2006-2007 academic year. The budget
   rebasing process and outcomes are detailed on the web (http://oregonstate.edu/budget/Rebasing/budgetrebasing.htm).
   This document is a series of recommendations about how incremental
   budgets should be allocated.
   The rebasing analysis and distribution established base budgets
   informed by an examination of income generated by units, direct
   expenditures, and estimated indirect expenses. The establishment of
   base budgets for units through rebasing established baseline budgets
   that reflect the assigned mission and that consider the appropriate
   balance of revenues and expenditures. The FY07 (2006-2007) unit
   budgets plus the $7.5 million addition to the Colleges of Liberal
   Arts, Science, Business, and Health and Human Sciences, represent base
   budgets for each unit for the next five years. While unit budgets will
   be reviewed and adjusted each year in the context of annual Education
   and General Fund revenue and each unit’s effectiveness in providing
   its programs and services and making progress towards its strategic
   goals, maintaining base budgets for a period of time will provide a
   level of stability and predictability. It is expected that starting in
   FY07, units will begin the adjustment of their long-term staffing and
   program commitments to develop fiscally sustainable programs.
   Rebasing is only part of the new budget process. Rebasing does not
   address allocation of annual incremental changes in Education and
   General (E&G) budget from one year to the next. Annual changes in E&G
   budget could be positive, resulting, for example, from increased state
   support or increased tuition revenue. In such situations, incremental
   revenue is simply the funds available after the needs of the base
   budget have been met. However, changes in E&G budget could also be
   negative if, for example, there was a significant drop in state
   support or a decrease in student enrollment. Development of the
   following guidelines for addressing incremental changes in the annual
   E&G budget were led by the University Budget Committee, and are being
   adopted after discussions with faculty and University leadership
   teams.
   The budget policies and practices for addressing incremental budget
   changes should:
       * 
         Support the University’s instructional and research missions
       * 
         Address long-term institutional needs (reserves, facilities
         improvements, etc.)
       * 
         Provide specific financial incentives for program development
       * 
         Remove financial disincentives to achieving strategic goals
       * 
         Be simple enough to be manageable and to be understood by the
         campus community
   The recommendations described in this document define a process for
   allocating incremental changes in revenue (positive or negative), for
   identifying priority needs for budget investments, for establishing
   some standard approaches to allocating different kinds of revenue, and
   for considering how to manage the apparent ongoing shortfall of
   revenue to meet the required investments. The discussion here focuses
   entirely on the financial side of decisions, but budget decisions must
   be made in the context of the goals and values that define OSU’s
   future aspirations.
   PROCESS
   Incremental budget allocations presume the existence of a stable base
   budget, adjusted for inflation, and appropriate to the mission charged
   to the unit. The FY07 budget allocation establishes such base budgets
   for academic and support units. Future base budgets need to be
   adjusted for inflation to remain viable and to preserve the principles
   used in establishing the base budgets. Incremental revenue is then
   defined as the funds available after the needs of the base budget have
   been met.
   The first step in allocating incremental revenues each year should be
   a review of operations and allocations between the Provost and Dean or
   Director of major units, and other appropriate participants. The
   review would take place late in winter term and should include:
   a. Income-expense analysis for the prior fiscal year, to assess
   progress on the goal for all units that any imbalance between direct
   revenue and direct expenses plus overhead be less than 10% of the
   total revenue;
   b. Review of the metrics for each unit for the prior five years, to
   assess trends and changes. These metrics might include (not all
   metrics would be relevant to all units):
     * 
       Lower-division, upper-division, graduate student credit hours
     * 
       Graduate and undergraduate majors and minors
     * 
       Outcomes of instruction for student engagement and success
     * 
       Total grant and contract dollars (Federal, State, private)
     * 
       Effective indirect cost return
     * 
       Transactions managed or people served (for service units)
     * 
       Average cost of service per appropriate metric
   c. Assessment of unmet demand or essential service shortfalls. These
   might be assessed based on waiting lists for classes, required core
   courses that were not offered, key support service gaps or failures,
   missed opportunities, or other metrics.
   The Provost will make allocations of incremental budgets based on
   these meetings and the guidelines noted below for various kinds of
   revenue. For Forestry/FRL and CAS/AES it might make sense to do the
   review based on aggregate productivity, because most of the faculty
   members in those programs hold joint appointments. The same would hold
   true for units in which Extension Services provide a major budget
   contribution. The incremental budget decisions should be shared with
   the Provost Council and University community. The goal of such
   transparency is not to create opportunities for micro-management and
   argument but to provide accountability to the community.
   REVIEW OF BASE BUDGETS
   Base budgets may be adjusted up or down on an annual review process
   for each unit based on annual allocation to the University of its E&G
   budget and informed by changes in Student Credit Hours and other
   productivity measures established for each unit. It is expected that
   each program will continue to provide the levels of service
   established in the original rebasing review. Reduction in services
   from these levels should be examined to determine if changes in the
   base budget are warranted. Marginal changes will be based on a three
   year rolling average of Student Credit Hours and other key metrics to
   ensure that changes reflect trends rather than random annual
   variations and to allow units to absorb revenue decreases.
   Inflation adjustments to base budgets should be given to all programs
   that show satisfactory performance in their annual review. The
   magnitude of any inflationary increases will be determined by
   examining the available funds and the cost of maintaining the current
   services levels.
   ALLOCATION PRIORITIES
   There are two fundamentally different kinds of revenue in the
   Education and General (E&G) budget. The first comes from funds that
   are generally distributable, including the state per-student funding,
   student tuition, and interest income. The other includes funds that
   are restricted, either by the rationale for collecting them
   (Technology Resource Fees (TRF), resource fees), by legislative
   mandates (ETIC funding to Engineering), or by internal commitments or
   decisions (returned overhead to units). The E&G budget as a whole is
   over 25% restricted funds; in major academic colleges the restricted
   funds make up from 5% to over 40% of the base E&G budgets.
   Growth in restricted or targeted funds will generally come with
   decisions “built-in” about how they are allocated. There are some such
   funds that we have decided internally to “earmark.” These are
   addressed in the section on allocation, as are issues about overhead
   costs on the programs these funds support.
   Changes in tuition and distributable state revenues (primarily the RAM
   funds) remain the principal components of budget growth or decline. In
   most years there will be real dollar increases. There are two
   principal categories of budget needs that will compete for those
   dollars. In most years the available dollars will not meet the
   aggregate need. Nonetheless, both categories should be addressed, even
   if doing so requires some program consolidation and expense reductions
   in existing programs.
   1. Required investment pools and reserves
   OSU has, in an effort to continue all of the programs that have been
   developed in the last fifteen years, put almost all available funds
   into program operation and support. This has left the University
   without reserves, facility repair funds, or funds to create
   flexibility. The University should establish out of revenue increases
   funds for:
   a) Centrally held reserves: The institution must have central and
   distributed reserves of at least 5% and preferably 10% of the annual
   budget to be fiscally responsible. The University currently has
   adequate distributed reserves but no central reserve. The University
   Budget Committee (UBC) suggests a prudent target might be a central
   discretionary reserve of 3% of E&G operating budgets ($7.2M).
   Developing such a reserve by 2011 would require setting aside $1.44M
   per year beginning in FY07.
   b) Technology infrastructure: A number of initiatives that could
   improve work flow and support processes, as well as the work of the
   faculty, are stalled for lack of funds for technical development
   (campus wiring, electronic administrative systems, electronic data
   management systems, etc.). The group suggests that addressing this
   issue requires a review of current priorities and investments in our
   central and distributed Information Technology (IT) operations and
   identification of what is a necessary and prudent investment to make
   in IT on an annual basis. The appropriate size of this investment
   needs definition; the UBC suggests 0.5% of total E&G revenues
   ($1.25M).
   c) Strategic investment funds: The Provost and the President should
   have funds to invest in new initiatives, crucial programs not
   supported in the base budget process, and discretionary funds to
   promote and develop programs across campus. Currently, there are
   several pools of funds distributed by these offices, including New
   Program Initiatives ($1.8M), OSU Foundation ($1.8M), Athletics
   ($2.5M), and miscellaneous allocations to various colleges, support
   units and research groups ($3.4M). These distributions of about $10M
   are more the accumulation of history than a conscious allocation. The
   UBC recommends that a percentage of the budget be set aside for
   investments by the Provost and President and that those funds then be
   managed from year to year and reinvested as previous years’
   commitments expire. For reference, 4% of the FY07 E&G budget is about
   $9.7M. Note that the allocations to the Provost’s and President’s
   office exist now, so these would not require new funding. To the
   extent that some of these commitments expire in the future, funds
   could be reallocated to other units, if it was agreed that the size of
   this pool of funds could be diminished.
   d) Investments in faculty salary increases to address the most serious
   inequities and areas in which the university lags behind peer
   institutions. The appropriate size of this pool needs definition; the
   UBC suggest investment of $3M annually through 2011 (requiring an
   additional $12M in funding by 2011).
   2. Funds for unmet needs, course access, program growth, and new
   programs
   There are two components to be addressed in this category:
   a) The FY07 budgets do not entirely support the existing programmatic
   commitments. As programs adjust their services to fit the allocated
   budget, issues such as program demand in class waiting lists, closed
   courses, delayed graduation schedules, increased use of community
   college courses, dropped support services, or long delays in work
   orders and business services will emerge. An assessment of these
   issues should be part of the budget review noted above, and a decision
   should be made as to whether the program reduction is appropriate and
   should be permanent or whether some course access-type funds should be
   allocated to the program. If so, that allocation should be a permanent
   increase to the base. Some thought to preventing units from creating
   artificial shortfalls is probably required.
   b) There will be opportunities for program growth in some areas. Units
   are unlikely to embark on new programs or initiatives if there is no
   clear and predictable relationship between increased budget and
   program growth. For program areas where it has been agreed that growth
   or a new initiative is appropriate, there should be a clear commitment
   to an allocation of a portion of tuition or other revenues to fund
   growth in those programs, perhaps for some defined period of time.
   Some suggestions about such allocations are made in the following
   sections.
   Each budget year, the available incremental revenue (particularly the
   distributable revenue) will have to be divided up between these two
   broad categories. The amount of money put into each area has major
   strategic implications for the University and will encourage different
   kinds of behavior. It will be important to make those decisions
   strategically and with considerable thought and consultation.
   ALLOCATION MECHANICS AND GUIDELINES
   The process and priorities outlined above will provide a framework for
   the Provost to make decisions about how to allocate the distributable
   incremental revenue. This is not too difficult for block-funded items
   (like a commitment to a reserve fund), but it is more complicated for
   allocating funds for program growth. There are also issues to consider
   about how to allocate and tax revenues from targeted or restricted
   revenue growth. These considerations are discussed in this section.
   1. Allocation for growth in undergraduate or graduate programs
   The guiding principle suggested for addressing program growth is that
   the units generating revenue should be the primary recipients of that
   revenue. A relatively simple guideline for allocating revenues to
   programs identified for growth would be to provide 70% of the net
   tuition revenues to the program, with the remaining 30% allocated for
   administrative cost overhead and to other units that provide required
   coursework. This would provide a planning number that could be used
   for undergraduate growth, graduate growth, or interdisciplinary
   program growth. It should be noted that funds would only be provided
   for growth in programs agreed upon with the Provost. Furthermore, this
   would be for a fixed time, after which the annual or five-year budget
   reviews should build the needed increase into base budgets. This
   recommendation has the advantage of being (relatively) simple and
   consistent with existing policies on summer and Extended Campus
   revenues.
   2. Restricted Revenue Growth
   Many other revenue streams have clear incentives built into them. Some
   of the financial structures recover costs from the programs the
   revenues support and some do not.
   Indirect costs: The University should implement the recommendations of
   the ICR Task Force and budget F&A costs in a clearly defined column in
   the budget worksheets. Costs for research and the incentive structure
   for returned overhead would then be clearly defined. The specifics of
   those recommendations are detailed in Appendix A.
   Summer term: The 80/20 split of summer tuition revenues provide a
   clear unit incentive. Summer session recovers costs, units have a way
   to plan, and the University receives some RAM for programs. The UBC
   recommends that this split not be changed now, but should be studied
   for sustainability in the future.
   Student fees: Most of these do not support program growth but provide
   improvements in quality to existing programs. It would be appropriate
   to identify what the overhead costs are (if any) in administering and
   managing student fee funds and decide to specifically waive those or
   build a small percentage charge into future proposals.
   Sales and Service: These are cost-recovery programs that support
   facilities. The costs of these are clearly tied to specific services.
   It is an appropriate model for certain kinds of activities that can
   probably be expanded.
   Extended Campus: The Extended Campus (Ecampus) model (an 80/20 revenue
   split), like summer term, provides a clear incentive and planning
   mechanism to units through the tuition sharing and recovers costs to
   support central services and Ecampus overhead. The UBC recommends that
   this model not be changed now but should be studied for sustainability
   in the future. The issue to be addressed is the boundaries on the use
   of the Ecampus model and clear policies need to be defined to address
   issues as courses taught entirely off-site or courses developed only
   in eCampus mode but used as part of programs on campus.
   Legislative mandates: These funds often create support for program
   expansion and growth. When such proposals are made to the Legislature,
   they should include a cost component for the increased overhead costs.
   It would probably be useful if appropriate variable costs for
   different kinds of program growth (students, research, etc.) were
   estimated and explicit expectations were established a priori on
   recovering those overhead costs.
   Internal contractual commitments: To a lesser extent, when funds are
   allocated to Athletics, or the Foundation, or New Program Initiatives,
   we are also potentially creating program growth that will create
   increased support costs. Any such proposal should assess those
   increased variable costs and include an allocation to address them.
   IMPLEMENTATION
   The funding priorities identified will almost certainly exceed the
   available incremental revenues every year. The two broad strategies
   that the University needs to use in aligning resources with the
   spending decisions are
     a. 
       Distributed strategies: the budget gap is distributed across most
       units, requiring local contraction and strategic focus;
     b. 
       Central strategies: the budget gap is closed in part by specific
       programmatic or service reductions.
   Both approaches can work, though they do have different outcomes. The
   University needs to make a conscious choice of the path it intends to
   follow. The UBC believes that the projected resource gaps are large
   enough that the second strategy will have to be a part of the
   approach.
   Beginning in FY08, the Budget Office will calculate a 3 year rolling
   average of Student Credit Hours by unit so that base budgets may be
   re-calibrated annually to reflect changes. Initially, the changes in
   Student Credit Hours will be used to inform the annual base budget
   review process. Automatic formulaic changes will not be made the first
   year as the effects of implementing an allocation formula are studied.
   The Provost will also initiate in FY08 the more formal review process
   of operations and allocations with deans and other unit heads as
   articulated in this document.
   Appendix A: Distribution of ICR
   The numbers are intended to be new allocations of funds. A guiding
   principle for the allocation of incremental revenue is that the
   allocated funds be closely tied to the generation of the funds. The
   UBC recommends, therefore, that incremental revenue due to increased
   ICR funds be allocated according to the recommendations of the ICR
   Task Force as prioritized by the Research Office to support the
   research enterprise. The recommended distribution of ICR from the ICR
   Task Force is shown in the table below.
   Expense Category
   On-Campus
   F&A Rate
   Composition
   F&A Rate
   as % of ICR
   Recommended Distribution Category
   Recommended Distribution %
   Building
   1.79
   4.21
   BUC
   4%
   Equipment
   3.03
   7.12
   RERF
   Infrastructure Debt Service
   8%
   4%
   Interest
   .33
   .78
   Operations and Maintenance
   9.36
   22.01
   Facilities operations
   Facilities repairs
   15%
   5%
   Utility Adjustment
   1.30
   3.06
   Library
   .72
   1.69
   Library
   2.5%
   General Admin.
   6.45
   15.17
   Information Services
   Research Accounting
   Res. compliance
   Pre-award support
   2.0%
   4.0%
   1.5%
   4.0%
   Dept. Admin
   15.66
   36.82
   ROH to units:
   Shared facilities:
   40%
   5%
   Faculty Admin
   3.60
   8.46
   Student Services
   0.13
   .31
   Sponsored Program
   Administration
   1.54
   3.62
   Research programmatic investments
   5%
   42.53
   100
   100%
   8
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