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I. Executive Summary
Introduction

At the request of President Lester A. Lefton, Senior Vice President for Administration David K. Creamer convened a broad-based university committee in November 2006 to study possible new approaches to the university’s budget-planning process.  This request was, in part, a response to the changing expectations of public universities by taxpayers and government; the reality that traditional revenue sources (i.e., state appropriations) no longer provide sufficient funds for fulfilling the multi-faceted missions of today’s public universities; and the resulting need for public universities to proactively identify and generate new revenue sources.  

As recently as 1980, more than 60 percent of Kent State University’s unrestricted general operating budget consisted of state funds.  Today, that figure is less than 28 percent.  As the nation’s public universities receive less state support, they are finding it necessary not only to develop new sources of funding, but to adopt new budget approaches that encourage greater academic planning by colleges, better align financial resources with priorities, and that are consistent with the creative and entrepreneurial activities occurring on university campuses.

An approach that is increasingly being adopted by large universities is Responsibility Center Management (RCM).  RCM is a decentralized approach to budgeting that assigns greater control over resource allocation decisions to deans of colleges or campuses.  The committee was asked to evaluate RCM and other budget approaches it identified as alternatives to the current approach.

Evaluation Process
With an understanding of current fiscal realities and the resulting challenges facing Kent State as it pursues its mission, the Budget Review Committee organized its work around three primary questions:

1. Are there budget refinements or approaches that would be better suited to Kent State University than the current model?
2. Is Responsibility Center Management (RCM) an appropriate budget approach for Kent State University and would such an approach better enable the university to respond to today’s academic and financial issues?

3. If it is determined that RCM is the most feasible approach to budgeting for Kent State University, how should it be implemented? 

Evaluation Criteria
The Budget Review Committee developed criteria for evaluating alternative approaches to budget planning.  The committee determined that in order for a new approach to be appropriate for consideration at Kent State it must: 

· Advance the university’s mission through a greater alignment between financial resource allocation decisions and university priorities;

· Place a premium on program quality and long-term accomplishments rather than short-term financial gains;

· Promote fiscal responsibility and accountability;

· Promote innovative and entrepreneurial activities that are financially viable;

· Preserve high-quality programs central to the university mission that may not be financially self-sufficient;

· Achieve greater transparency in departmental, school, college, campus, and university fiscal decision making;

· Maintain and promote shared governance as established by university policy and the collective bargaining agreement with faculty;

· Provide deans and other academic decision makers with more control and influence over financial resource decisions; and

· Improve the understanding of fiscal matters among faculty and staff.

Conclusions
The Budget Review Committee completed its initial work in December 2006.  Based on its evaluation criteria, the committee determined that RCM is a budget approach with notable advantages compared to the current planning process and merits further consideration as a budget approach for Kent State.

The committee found for example:

· RCM is a highly flexible budget approach that can be adapted to unique circumstances or characteristics of a university;

· RCM is compatible with shared governance values;

· RCM aligns with unit (college and campus) planning; and

· The effectiveness and efficiency of RCM have been demonstrated in university environments similar to Kent State (i.e., large universities where there is a growing dependence on revenue sources other than state support).

No new budget approach alone is the answer to the complex financial issues confronting Kent State, but the Budget Review Committee concluded that RCM has the potential for enabling better resource allocation choices and, in turn, improved accomplishment of university priorities.

While the Budget Review Committee identified many potential benefits, it also recognized that significant changes would be necessary to implement RCM successfully across the university.  For example:  

· New knowledge and skills would be required of deans, other academic administrators, faculty, and staff in the “responsibility centers” created through this approach; 

· Improved planning would be required by each college and campus; 

· A greater understanding of how to use financial, enrollment, and other information for decision-making and planning; 

· Changes in the university’s approach to support services and their funding; and, 

· Greater accountability to accompany the increased responsibility and decision-making authority throughout the university.

University-Wide Communication and Feedback 

The Budget Review Committee stressed that a proposed change of this magnitude must be discussed broadly across the university.  For such consultation to be effective, the university community must be provided: 

· a clear and in-depth explanation of why a change in the university’s budget model is beneficial; 

· the types of issues that a proposed change would try to address; 

· information about how RCM would change roles and responsibilities within the university; and, 

· some of the problems and risks that could accompany such a change.   

The committee prepared this white paper to provide this background to the university community.

The committee will conduct a comprehensive consultation process during February and March 2007 that includes group and open meetings involving all eight campuses and an RCM website http://www.kent.edu/Administration/business_finance/rcm/ through which individual feedback may be communicated.   The Budget Review Committee will continue to meet to compile and share all the feedback that is provided.

Following the consultation and feedback and analysis period, the committee will incorporate what it has learned from the university community and submit its final recommendations to the president in April 2007.  These recommendations are expected to include suggestions about how any budget changes should be implemented and a realistic implementation timeline.  A decision by the president is expected before the end of spring semester 2007.

II. Introduction

Objective

In November 2006, President Lester A. Lefton asked Senior Vice President David K. Creamer to convene a broad-based, university-wide committee (see Appendix A) to study various approaches to university budgeting, including a decentralized approach referred to as Responsibility Center Management (RCM).  Dr. Lefton charged the committee with considering a new budget approach to improve resource allocation decisions to more fully realize the mission and goals of the university.  

The Budget Review Committee identified the following desired outcomes of its review and analysis:

· Improve the alignment of budget planning with strategic planning and shared governance;

· Identify and review budget approaches consistent with a university that is creative or entrepreneurial in the generation of new revenue sources;

· Study the merits and issues associated with alternative budget approaches as they pertain to Kent State University; 

· Recommend an approach to university budgeting that:

-
assigns more control of resource decisions to academic leaders and faculty in colleges and at regional campuses, with the expectation they can make better choices to enhance and expand education and research outcomes

-
demonstrates that Kent State is administered efficiently and is responsive to students and faculty needs, and 

· incorporates appropriate management roles and budget controls that are necessary for financial accountability.

· Develop and oversee a process for sharing background information and gathering faculty and staff feedback about an alternative budget-planning process.

· Incorporate feedback from the university community in recommendations to President Lefton.  

Questions to be Answered

The Budget Review Committee organized its work and analysis around three primary questions:

1.  Are there budget refinements or approaches that would be better suited to Kent State University than the current model?
2. Is Responsibility Center Management (RCM) an appropriate budget approach for Kent State University and would such an approach better enable the university to respond to today’s academic and financial issues?

3. If it is determined that RCM is the most feasible approach to budgeting for Kent State University, how should it be implemented? 

Background 

History of Budgeting at Kent State 
The budget process at Kent State has evolved, but certain longstanding characteristics remain prominent today.  Overall, the university employs an incremental budgeting process, the most commonly used budgetary approach in higher education.  This is especially true for the Kent Campus, while the university’s seven regional campuses operate under a modified “tub-on-its-own-bottom” approach that enables each regional campus to keep and deploy the majority of the revenues it generates.

In general, incremental budgeting builds upon historic spending patterns, allowing gradual changes in resource allocations as circumstances warrant.  Additional revenues, when available, are distributed from a central authority based upon compelling priorities and/or the success of the units’ advocates.  When resources decline, across-the-board reductions or targeted reductions usually are implemented.  

Incremental budgeting promotes financial stability as units generally receive similar resource allocations each year.  From a management perspective, incremental budgeting is simpler to implement and oversee than any other budgetary approach.  Some of the problems with this budget approach are that resource decisions do not require full consideration of what is being accomplished with the base budget or the impact that resource allocation decisions may have on future revenues.  Because the status quo is assumed for much of the overall budget, incremental budgeting may not integrate effectively with strategic planning or optimize what could be accomplished with an institution’s resources.  Incremental budgeting also often leads to inadequate consultation and/or an understanding of resource allocation decisions by the university community.  This can result in a disconnect between central decisions and the implementation of these decisions by colleges and campuses.

A broad-based committee, the University Priorities and Budget Advisory Committee (UPBAC), has been the intended vehicle through which communication of central budget decisions has occurred.  Academic Affairs has annual budget priorities presentations, open to the university community, articulating college and campus planning priorities and resource needs.  Many university constituencies have not found these approaches particularly effective, nor has the rationale for final allocation decisions been well communicated.  

In recent years, declining state support and rising fixed costs have led to a series of budget reductions at Kent State.  While these cuts have resulted in some changes to historical funding patterns, most base budgets still reflect historic funding levels rather than an alignment with current priorities.  Finally, budget allocation decisions at Kent State and most universities using an incremental budget approach are made based on public budgeting theory that assumes there is little or no relationship between where revenue is derived and where it is spent.  Thus, for Kent Campus units, there is no formal relationship between revenues generated and their base budgets.  While this disconnect may not have been important in the past, it does not reflect the funding environment in which Kent State operates today.

The university has adopted some changes in fiscal policies and practices that have increased budget flexibility.  These changes include allowing units to retain unexpended funds at year end, a new summer funding approach, and a series of incentive programs that have provided direct rewards to units that increased nontraditional enrollments.  While these changes have led to some positive outcomes, Kent State’s continuing problem is that the vast majority of budget allocations and the allocation process remain largely unchanged and are not necessarily aligned with today’s institutional goals, financial realities or the shared governance principles valued by the university community.

Recent Changes in Kent State’s General Operating Funding Sources
There have been very significant shifts regarding Kent State’s funding sources.  The most obvious change is the increased dependence on tuition revenue.  As late as 1980, the State of Ohio provided more than 60 percent of the university’s revenue, with students and families making up the balance.  Today, the amount is less than 28% and the university is rapidly approaching the point where tuition revenues will be twice the amount of all other revenue sources.  

This dramatic shift in Kent State’s funding is depicted in the following charts:
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The shift to greater tuition dependence is an important factor in determining the best budgeting approach for Kent State’s future.  Allocation decisions and actions by colleges and community and technical colleges now have a much greater impact on resource generation than in the past.
Less visible than the overall and steady decline in state funding per student has been decreased state funding for doctoral programs.  Kent State’s annual appropriation for doctoral programs has declined from about $16 million in fiscal year 1999 to $13.5 million today. Further, it is no longer based on enrollment but is a fixed share of the state appropriation.  There also are greater restrictions on how these funds can be used and an expectation that 15 percent of funding will be reallocated over 10 years to priority programs.  The first reallocation occurred this year.  
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Declining state support for doctoral education reflects a philosophical shift at the state level, with Ohio’s funding formula growing more responsive to undergraduate enrollment in recent years.  Of total state dollars for higher education, a greater portion today is allocated to two-year campuses that continue to increase enrollments at a much faster rate than Ohio’s public universities.  

While funding for doctoral education has declined sharply and is no longer based on actual enrollments, funding for master’s programs is still based on enrollments and the funding per student has not declined any more than funding for baccalaureate programs.
These changes in state funding patterns—shifting a higher proportion of costs from the state to students and families and moving state dollars away from doctoral education to faster growing two-year enrollments—not only affect current funding, but influence how a university must position its academic programs to prosper in the future.  In many ways, Ohio’s state-assisted universities must operate more like private universities: relying on student tuition as their major source of income and generating new sources of revenue to help offset the decline in state support and enhance the quality of its academic programs.

The problem for the Kent Campus is that its enrollment pattern is not following the increased importance of tuition income.  The one area where enrollment has increased since fall 2004 is in doctoral enrollments (4.3 percent), but this growth only helps to preserve existing funding and generally results in little new tuition.  At the same time, master’s and other graduate enrollment headcounts have declined by 18.0 percent and undergraduate enrollments have declined by 4.9 percent.

Outlook for State Funding
It is difficult to envision the next five years of state support declining as much as in the last few years.  While state appropriations for higher education overall could grow at a modest annual rate, the increased sensitivity of state funding to undergraduate enrollments is expected to create new, possibly even more difficult challenges for Kent State.

If enrollments continue to grow at Ohio’s community colleges as they have in recent years, state funding per student may continue to decrease even though the overall appropriation for Ohio is increasing.  For a university like Kent State where enrollment at the Kent Campus is likely to decline rather than increase, this could mean declines in state support of 1-3 percent per year beginning in 2009 or 2010 and continuing for the foreseeable future.  Should the statewide increase in state support fail to grow by at least 3-4 percent per year, the annual declines for Kent State are likely to be even larger.

State-mandated limits on tuition and fee increases also are likely to continue.  What may change is that there is a growing expectation by policy makers in Columbus that the tuition fee cap needs to be more restrictive than it has been in the past.  So, while state appropriations earned by Kent State could eventually be flat or declining, tuition increases also may be limited to much less than the 6 percent annual increase that has been the recent pattern.  

Declining state funding and restricted growth in tuition and fee income, combined with additional enrollment declines, could mean that Kent State’s total annual revenues will increase very little or even decline.

More than 75 percent of the university’s costs are for salaries, benefits, and utilities, which generally increase in cost every year.  In most years, Kent State’s budget must increase by at least 

4-4.5 percent just to cover the rising cost of these basic needs.  Flat revenues for any extended period will be challenging to manage even with significant budget restructuring or budget reductions.

The Need for Change
Many public universities today are recognizing that their future financial success will be less about gaining increased state support and more about how to attract and retain students, generate new revenue sources, and better deploy existing financial resources.  While Kent State must continue to advocate for larger appropriations and greater, more affordable financial aid, it must at the same time follow a course of increased self-reliance.

Some prominent public universities (e.g., Illinois, Indiana, Iowa, Michigan, Minnesota, Ohio State, and Purdue) are attempting to achieve greater success through improved priority setting and decision making.  This is being accomplished through greater decentralization of decision making, especially decisions about the allocation of financial resources.  

If Kent State is to become an academically and financially stronger institution, it must rethink how financial resources are allocated, transferring a greater role in these decisions to academic leaders and faculty.  

III. Expectations for New Budget Model

Desired Impact

In evaluating various budgeting approaches, the Budget Review Committee identified the following evaluation criteria:

· Advance the university’s mission through a greater alignment between financial resource allocation decisions and university priorities;

· Place a premium on program quality and long-term accomplishments rather than short-term financial gains;

· Promote fiscal responsibility and accountability;

· Promote innovative and entrepreneurial activities that are financially viable;

· Preserve high quality programs central to the university mission that may not be financially self-sufficient;

· Achieve greater transparency in departmental, school, college, campus, and university fiscal decision making;

· Maintain and promote shared governance as established by university policy and the collective bargaining agreement with faculty;

· Provide deans and other academic decision makers with more control and influence over financial resource decisions; and

· Improve the understanding of fiscal matters among faculty and staff.

Annual Budget Decision-Making Process

Greater clarity regarding important financial resource choices is essential in today’s environment.  While the details of the decision-making process that would accompany a budget change still need to be determined, there are certain existing practices that must change for university goals to be accomplished more successfully.

Greater decision-making authority needs to be transferred to colleges and campuses.  The planning and budget discussions in colleges and on regional campuses that accompany a shift would take on an even greater importance and must fully involve deans, chairs, directors, and faculty advisory bodies.  Such discussions should lead to formal academic plans, business plans for accomplishing the academic plan and annual budget plans for each college and regional campus.  Such plans would need to be approved by the senior vice president for academic affairs and provost, senior vice president for administration, and the president.  With these approvals, deans would have greater autonomy over daily decision making.

Along with greater decision-making authority would also come greater accountability.  Deans will need to report on their progress in achieving their academic plans and adjustments needed to achieve their goals within the resources they generate.

While development of academic plans and annual budgets will be primarily centered with colleges and campuses, a university-wide budget committee with a greater role in budget policy than the University Priorities and Budget Advisory Committee (UPBAC) has had will be needed.  The membership and exact role of this committee will depend on the nature of the budget changes.

While a much greater role for colleges and campuses and increased consultation is envisioned under a new budget model, ultimately the president, with advice from the senior vice president for academic affairs and provost, the senior vice president for administration, and others, must make and defend budget recommendations to the Board of Trustees.  Even as the consultation regarding these decisions is expected to improve, a need would still exist for better communication to the university community about the basis for these decisions.
Guiding Principles for Transition Phase
The transition to a new budget process is likely to be time consuming and difficult.  Among the values and principles that should be considered during the implementation phase are:

· A transition period for colleges, schools, departments, and campuses to incorporate the increased responsibilities that result from a new budget model;

· University-wide discussion of mission-based values that will guide the implementation process;

· Sensitivity to any negative impact on students and their timely matriculation; 

· Unit planning and preparation both supported and encouraged as a part of the implementation;

· Knowledge, skills and staffing necessary to be successful in the new environment addressed at the outset of the change;

· Implementation over a long enough period of time that any significant shifts in the allocation of resources can be accomplished without damaging a program or an academic department;

· Vigilant monitoring and assessment of changes following the implementation to refine or make essential changes to the new model;

· Preservation of important elements of the academic culture (e.g., interdisciplinary activity) throughout implementation;
· Emphasis on greater alignment of goals and priorities with resource allocation decisions;

· Discouragement of actions that do not benefit students or advance academic priorities but only lead to an inappropriate competition for a greater share of revenues while still encouraging creativity and appropriate competition;

· Adequate information for colleges, schools, departments, and campuses to assess and monitor their financial activities;

· Changes communicated broadly employing multiple approaches to ensure that information is available to everyone in the university community; and 

· Adequate financial monitoring of the responsibility centers following implementation.
IV. Review of Responsibility Center Management 

and Other Budget Approaches
The Budget Review Committee studied Responsibility Center Management (RCM) as well as other higher education methodologies.  The following section provides an analysis of RCM and the incremental budgeting approach currently employed by Kent State.  Suggested resources and links about RCM at other universities are included for additional reading on these topics (see Appendix B).  A table contrasting RCM and Kent State’s incremental budget process is also included (see Appendix C).  While other budget approaches were studied, none were recommended by the committee.
Responsibility Center Management
What is RCM?

Responsibility Center Management (RCM) is the decentralization of budgetary responsibility and resource decision making, with the delegated authority usually residing with college deans.  Under this budget approach, colleges (and in the case of Kent State, regional campuses) are referred to as “responsibility centers” with all or most of the institution’s revenues and expenses assigned to them.  The underlying premise of RCM is that the decentralized nature of the budgetary model entrusts academic leaders with more control of financial resources, leading to more informed decision making and better results or outcomes.

In centralized budgeting models, academic program decision-making is largely decoupled from financial responsibility.  By allowing responsibility centers to control most of the revenues they generate, college and campus decision makers are better able to understand both the academic and financial impacts of their decisions.  Academic planning and resource decision making also are placed in a context that is more transparent within the unit and throughout the institution.  Armed with improved information and the potential to retain increased financial resources, decision makers at the college/campus level may leverage even limited resources more effectively, improving university accomplishments and outcomes.

RCM is extremely flexible and is easily adapted to even the most unique circumstances or characteristics of a university.  However, this also can be one of its shortcomings.  Since no two universities have implemented RCM in exactly the same manner, there is no single best practice for a university to follow when implementing the RCM approach.  

While RCM has more frequently been utilized by private colleges and universities, the approach has gained popularity in the public sector of higher education in the last 20 years.  The focus on decentralized management and budget systems first garnered national attention with Harvard University’s “each tub on its own bottom” model, meaning that each college generally was accountable for operating on the revenues it generated.  Migration of a responsibility center model, then known as RCB (responsibility center budgeting), to the public sector of higher education gained prominence by 1990 through the experiences of early adopters such as Indiana University.  Today, RCM is used by many large public institutions, including Ohio’s largest and most complex public university – The Ohio State University.

Organizational Principles and Guidelines in an RCM Environment
In their 2002 overview, Responsibility Center Management:  Lessons from 25 Years of Decentralized Management, Jon C. Strauss and John R. Curry stressed the importance of establishing organizational principles and guidelines to shape the implementation of an RCM system.  Budgeting policies and practices must be consistent with institutional priorities and goals and ensure that the university in toto has a sustainable economic model.  According to the authors, a key to success in an RCM environment is that decision makers must maintain a university-wide focus and not apply RCM in a manner that makes college goals more important than university goals.
An institution contemplating implementation of RCM must consider the following issues:  

· Definition of “responsibility centers” and where resource allocation decisions are assigned;
· Methodologies for allocating revenues and direct and indirect expenses;
· Creation of a central fund (subvention pool) to address issues such as high-cost academic programs and to encourage university-wide and interdisciplinary initiatives;
· Allocation strategies for funding service and support functions (e.g., information technology, financial aid, registration, facilities, and other operations); 

· Timely and appropriate information to support allocations and decision making.

Possibly the most critical decision that institutions make in implementing RCM is the nature and use of the subvention pool.  Subvention refers to discretionary funding retained centrally to fund mission-critical programs that are not financially self-sustaining and/or university-wide initiatives.  All responsibility centers must generate enough revenue to cover their own expenses, university overhead and contribute to the subvention pool.  The levels and targets for subvention must be set carefully so institutional priorities are served without undermining the basic goals of a decentralized RCM approach.  

Advantages and Disadvantages of RCM 
The RCM approach can lead to better decision making and improved university outcomes, but requires well-designed principles, policies, and procedures and never-ending vigilance and evaluation.  Because of the decentralized nature of RCM, decisions should be more broadly supported and more transparent.  Important values such as academic program quality need not be compromised by the RCM approach, but academic decision makers will need to give greater consideration to the financial implications of their decisions.  The RCM process works best when central administrative leaders and college/campus decision makers work in tandem to advance the common goals of the entire university.  Features and outcomes of RCM are compared with the incremental budget approach used by Kent State in Appendix C.
While there are many positive aspects associated with RCM, there are issues that would need to be overcome if it is adopted as the university’s budget model.

The major criticism of RCM is that the process can focus too much on the financial performance of academic programs.  Other limitations are that college activities can become insular, resulting in inappropriate internal competition that weakens the university as a whole.  Another potential negative is that university-based issues and cross-unit collaboration can become more difficult to implement in an RCM environment.  Institutions that have multiple campuses also may need a higher level of coordination than is typical for a single campus.

To assist readers in better understanding implementation issues that could arise during a transition to RCM, some “frequently asked questions” were developed by the committee (see Appendix D).  

Incremental Budgeting

As discussed earlier, Kent State currently employs an Incremental Budgeting (IB) process.  In general, incremental budgeting builds upon historic spending patterns, making gradual changes in resource allocation choices over time as circumstances warrant.  When additional revenues are available, they tend to be distributed to units from a central authority.  

If Kent State continues to employ an IB approach, the current budget process must be improved to enhance consultation and to better communicate decisions. Even if consultation and communication are improved, the disconnect between resource allocations and the generation of revenues likely will persist, reducing revenues generated and the university priorities that could be accomplished.

Other Budget Models or Budget Philosophies Reviewed
As part of the budget review process, the Budget Review Committee identified and evaluated other common higher education budget methodologies.  Due to their shortcomings, none of these approaches was considered appropriate for implementation at Kent State.  A summary of these reviews is included as Appendix E.

Conclusions of the Committee
No budget approach alone will increase the university’s financial resources.  However, certain budget approaches do lead to greater consultation and/or improved understanding of the benefits and ramifications of resource allocation decisions resulting in improved outcomes.

After studying several budget approaches, the committee concluded that the RCM model merits further consideration.  A move to the RCM approach holds the potential to improve the university’s budget process by better aligning budget allocation choices with university planning and priorities, supporting the generation of new sources of revenue, and by making budget decisions in a manner more compatible with the university’s shared governance values.

While the potential for improved outcomes is much greater in an RCM environment, the committee also recognized that this would be a difficult change with broad implications.  For this reason, some education and much consultation is needed before the committee forwards its final recommendations to the president.  
It is recommended that broad consultation occur during the spring semester.  The committee believes that the consultation process can be completed by spring break and final recommendations submitted to the president in April of 2007.

 V. Description of Communication and Discussion Process
Institutions must adapt the RCM model to their environment and culture.  Consequently, each implementation process and the resulting budget model are unique.  Cultural change implications for each university also are significant.  In 1997, UCLA Chancellor Charles Young wrote the following message to his faculty and administrative leaders:

One of the most important things we have learned is that RCM cannot be implemented “off-the-shelf… Nor can it be transferred from one research university to another without great care and attention to the culture of each institution.

Community understanding of the RCM model is critical before specific discussions can occur. To ensure that misperceptions about RCM do not become the central focus of the discussion, the committee recommends a multi-staged communication plan that combines written information with opportunities for open dialogue and feedback.  The committee recommends that the following elements be incorporated into an RCM communication plan:  

· An RCM Website, which will include this paper, other information about RCM and the review process and a forum for university community input;
· Presentations by committee spokespersons on key components of the RCM model and to gather feedback from the Kent State community;
· Development of multiple forms of communication—electronic, written and oral—to allow maximum participation by faculty, staff, and students;
· Extension of communication efforts to all eight campuses;
· Development of mechanisms that will enable the Budget Review Committee to gather and then ultimately answer questions posed by members of the university community; and
· Incorporation of this process in the search that is underway for a Senior Vice President for Academic Affairs and Provost.
The initial stages of the communication plan should be a general discussion of the model and its desired outcomes.  Because RCM operational criteria would be developed after an implementation decision is made, some specific implementation details are not known at this time.  The committee recommends that regular communication channels be used to hold RCM discussions.  These arrangements should allow significant time for discussion on the topic to enable a meaningful dialogue.  

Communication and Discussion Plan
Broad Distribution of the White Paper


How







When
e-Inside Article






Early February 2007

RCM Website







Early February 2007

Presentations to Leadership and Advisory Bodies


Who







When
AAC








February 6, 2007

RC Deans







February 6, 2007

Regional Campus Faculty Advisory Committee


February 9, 2007

A & A Deans







February 13, 2007

Chairs and Directors






February 16, 2007

UPBAC







February 16, 2007

Business Administrator Services Forum



February 21, 2007

University Staff Advisory Council




February 23, 2007

President’s Administrative Council




February 26, 2007

Undergraduate Student Senate




February 28, 2007

Operations Effectiveness Council




March 6, 2007

Faculty Senate







March 12, 2007

Provost Advisory Council





March 19, 2007

Graduate Student Senate





TBD

Presentations to University Community


How



Where



When
Faculty Senate Forum


Moulton Hall Ballroom
February 19, 2007

HR Listening Post


TBD



TBD

Regional Campus Sites

TBD



TBD 

Presentation Requests:
Groups interested in hosting a presentation about RCM and the budget review process should contact either the Chair of the Faculty Senate or the Senior Vice President for Administration.

APPENDIX A

Responsibility Center Management Committee

I. Chair – David Creamer, Senior Vice President for Administration

II. Committee Members*
· Jeffrey Berghoff, Senior Business Manager, College and Graduate School of Education, Health and Human Services

· Betsy Boze, Dean, Stark Campus
· Cheryl Casper, Professor, Economics
· Laura Davis, Associate Provost, Planning and Academic Resource Management

· John Gosky, Executive Director, Administration, Enrollment Management and Student Affairs
· Mark Kretovics, Associate Professor, Educational Administration
· Larry Marks, Associate Professor, Marketing

· Timothy Martin, Executive Director, Administration and Business Services, Regional Development
· Nancy Mitchell, Associate Dean, College of the Arts
· Charlene Reed, Secretary to the Board of Trustees and Senior Assistant to the President
· Richard Rubin, Director, School of Library and Information Science
· Mary Stansbury, Associate Professor, Library and Information Science
III. Technical Staff to the Committee

· Sally Kandel, Associate Vice President, Research, Planning and Institutional Effectiveness

· Wayne Schneider, Sr. Institutional Research Information Officer, Research, Planning and Institutional Effectiveness

· Maureen Kennedy, Director, Business Administrator Services

· Jeff Milam, Executive Director, Academic Budget

· Denise Zelko, Director, University Budget 
*
It was determined that additional representation on the committee would enhance the remainder of the committee’s work, especially the difficult implementation process that would follow the president’s decision to adopt an RCM approach.  The additional members will be a dean, a chair from Arts and Sciences, and a regional campus faculty member.  Two of the additional members who have agreed to serve are Timothy Chandler, Dean, College of the Arts and Bruce Gunning, Assistant Professor, School of Technology at the East Liverpool Campus.  A chair from Arts and Sciences is yet to be determined.
APPENDIX B
Resources and Links on Responsibility Center Management
· Kent State University Resource:

http://www.kent.edu/Administration/business_finance/rcm/
· Other Websites for universities that have implemented RCM or a similar budget structure:


Indiana University



http://weathertop.bry.indiana.edu/mas/rcm/

Ohio State University



http://www.rpia.ohio-state.edu/Budget_planning/Budget_restruct.htm

Okanagan College (British Columbia)



http://www.okanagan.bc.ca/Page10201.aspx

Syracuse University 

http://sumweb.syr.edu/ir/RCM/RCM.htm

University of New Hampshire



http://www.unh.edu/rcm/links.htm

University of Pennsylvania



http://www.finance.upenn.edu/comptroller/rcm/

University of Rhode Island

http://www.uri.edu/pspd/planserv/finance_trends_12.13.04.ppt.


University of North Texas



http://inhouse.unt.edu/index.cfm?commentID=83
· The following universities were identified from the literature and Websites as having implemented RCM or a similar decentralized budget approach.  The committee was not able to ascertain the effectiveness of the change or if the university is still using an RCM approach.

American University



Temple University

Auburn University



Tulane University

Cal Tech University



University of Alaska

Central Michigan University


University of California at Los Angeles (UCLA)
Clarkston University (considering)

University of Connecticut

Clemson University



University of Illinois – Urbana Champaign


Duke University



University of Iowa

Florida International University

University of Michigan

Harvard University



University of Minnesota

Indiana University of Pennsylvania

University of Oregon

Iowa State University (in process)

University of Pennsylvania

Marquette University



University of Southern California

McGill University



University of Toronto

Mercer University



Vanderbilt University

Purdue University



Washington University of St. Louis

Renssalear Polytechnic Institute

West Chester University (PA)

Southern Illinois University





APPENDIX C
Comparison between Incremental and RCM Budgeting

	
	Incremental Budgeting

(current model)
	Responsibility Center Budgeting 

(proposed model)

	University revenues are…
	deposited in a central pool (i.e., university general fund); a central authority determines how much will be budgeted for each individual unit.
	allocated directly to the earning unit; some portion of the unit’s earnings are “taxed” to support overhead costs for the entire university.

	Relationship between earned revenues and expenditures are…
	variable – while overall university earnings and expenditures must be in balance, the relationship between earnings and expenditures will vary for individual units.
	highly correlated – each unit must try to maintain a balance between its earnings and expenditures; some units may need to be “subsidized” for limited periods of time.

	Strategic planning…
	currently focuses on broad-based, generally stated goals; usually, extra resources must be identified to fund new goals/projects.
	will continue, but deans and other decision makers will need to integrate fiscal issues more directly into their planning strategies.

	Resource allocation decisions are based primarily upon…
	the availability of new incremental resources at the university level; allocations are determined by a central authority (i.e., president, executive officers, etc.) based upon perceived needs; generally, there is a lag between needs and available resources.
	the availability of resources at the unit level; allocations are determined by deans in consultation with faculty and staff; since decisions are made closer to the unit impacted by the decision, units will have more flexibility to respond to immediate needs.

	Shared governance…
	is based upon the CBA and the Faculty Senate Charter which requires consultation with faculty advisory bodies at department, school, college, campus, and university levels on a wide range of issues, including resource allocations.
	would continue under its current structure but greater emphasis would be shifted to consultation at department, school, college, and campus levels; at the university level, there would be the need for an effective budget advisory body that would address issues such as:  What are the appropriate cost-sharing parameters for overhead needs?  What criteria should be used for determining which units/programs will be subsidized and for how long?



	Academic program planning
	Currently, budget allocations follow the curricular review process which is built upon curricular review bodies at various levels within the university; the process requires that there be “encroachment” checks before sending forward new or revised courses, programs, etc.
	Under RCM, the current curricular review structure would be maintained but there would be greater discussion about the fiscal impact of proposed curricular changes on related (potentially competing) programs; in some cases, the provost’s office may need to intervene to ensure that academic standards are maintained.

	Data/information needs are…
	minimal – the current process requires only minimal data for budgetary decision-making; managers monitor expenditures to make sure that they do not overspend.
	comprehensive – RCM will require that units receive regular updates on enrollment trends and revenue generation; managers will need to monitor trends in enrollments, overall income, and expenditures much more closely.


APPENDIX D

Frequently Asked Questions about the

Implementation of RCM
A key to the successful implementation of RCM or any new budget approach is the development of broad organizational principles to guide deliberations and, ultimately, to shape the new system.  With this understanding, the Budget Review Committee identified some of the myriad of implementation issues that will need to be considered when a new budget process is adopted.  This section does not attempt to fully explain or provide answers to all of the questions that have been raised about RCM, a task that would be impossible and premature at this stage of deliberation.  However, through the questions and answers provided below, the committee is sharing examples of key issues that must eventually be addressed.

During February and March 2007, the Budget Review Committee plans to consult widely with key university stakeholders about the proposed implementation of RCM at Kent State University.  An RCM Website (http://www.kent.edu/Administration/business_finance/rcm/) has been launched to share information and to collect input to the committee.  Members of the university community can send the committee suggestions, comments, and questions through use of this site.

1. How would a new budget model relate to the university’s values and mission?
RCM encourages, and, in fact, requires units to plan their budgets in alignment with the institution’s values and mission.

2. How will the decision to change the university’s budget process be made?

Ultimately, the format of the university’s budget process falls under the president’s administrative authority delegated by the board of trustees.  In a shared governance environment such as Kent State, however, it is imperative that there be broad discussion and input before such a major operational change is decided.  Formation of a broad-based Budget Review Committee, and the consultation it will undertake, are the first steps in informing the decision about a new budget approach.  The committee plans to issue its recommendations to President Lefton by April 2007.  In consultation with appropriate groups and authorities, Dr. Lefton will make the final decision.  
3. How would implementation of an RCM model begin?

As described in Section IV, an RCM system must be based upon an extensive set of agreed-upon definitions, principles, guidelines, policies, and procedures before decentralized management can be implemented.  If the decision is made to transition to an RCM model, a steering committee would be created to develop detailed recommendations for implementation.  The process should be clearly articulated and consistent with the university’s values and system of shared governance.
4. Will implementation of a new budget model automatically create new dollars for allocation? 
No.  The university’s budget process in and of itself does not create new money.  It is well documented, however, that the design of an institution’s budgeting methodology can improve resource allocation and decision making, ultimately resulting in more effective and efficient use of existing resources and generation of new dollars.

5. How would RCM change the roles and responsibilities of deans and other academic administrators? 

The roles and responsibilities of deans and chairs would change significantly under RCM or some other decentralized budget model.  Through their revenue generation and resource allocation decisions, deans and chairs would bear primary responsibility and accountability for developing and achieving the academic plans and budgets for their units.  

6. What knowledge and skills would be required of deans and other academic administrators in this new environment?

Given the extent of decentralized decision-making in the new environment, deans and all academic administrators would have to have a keener sense of enrollment patterns and other revenue indicators as they develop academic plans and budgets for their colleges and campuses.  Deans would also require more information about the revenue-generating potential and cost of all programs.  The analysis of this information would also have to consider the impact on program quality for any decisions. 
7. How would the role and expectations of faculty change under RCM?

The traditional role and responsibilities of faculty will not change solely because of the format of the university’s budget model.  However, it is expected that the increased role for deans and chairs in decision making will also expand the role of faculty consultation in these decisions and require a better understanding of the issues central to these decisions by faculty.
8. How would the role and expectations of academic staff change under RCM?

For deans and other academic leaders to effectively accomplish these new expectations, support staff in the responsibility centers likely will need to develop knowledge and competencies they may not possess today.  This will include much deeper knowledge of their unit’s cost structure and income stream and fiscal management.

9. How would the Regional Campuses be treated under RCM?
Currently, each regional campus functions as a “revenue/cost center” so, in effect, the regional campus system already follows an approach to budgeting that is very similar to responsibility center management.  Each campus today is a “tub on its own bottom,” with a portion of campus revenues being allocated to support university-wide functions and the regional campus system office.  While there may be some changes in these rules under RCM, the fundamental approach is likely to be similar to what is currently used.  In that respect, this new budgetary system may entail a less dramatic shift for the regional campuses.

10. Will curricular processes be affected by adopting RCM? 
RCM is not intended to reduce or alter decision-making processes used for curricular issues in a college, department, or school, but to increase the role and accountability of deans, chairs, and faculty in decision making.  Collegial debates on issues such as changing enrollment patterns, program costs, and other financial considerations would be expected as a result of a college’s increased responsibility for resource allocation decisions.  Thus, while the curricular process itself will not change, curricular discussions likely will include more dimensions than are considered today.

11. How would revenues for LER courses be distributed?
Usually, in an RCM system there is a shared benefit between the college in which a student is majoring and a college delivering a general education course.  This ensures that both colleges are funded for the services provided to students in the early stages of their academic programs and have a financial interest in meeting the needs of these students.

12. Would RCM increase internal competition for students? 
Students already move among colleges and campuses depending upon their interests, program availability, family and financial responsibilities, and a host of other factors. Academic advising or any other strategies by a college should not change in order to create interests solely for financial purposes rather than the interests of students.  At the same time, helping students to see all of their options can only benefit student decisions and could naturally evolve from the change.  

13. How would RCM affect colleges’ ability to compete externally?
RCM encourages colleges to examine external competition for each academic program.  College decision makers also need to understand why students choose their program, stay in the program, or why they might change majors or leave to attend another institution.  Such information is not intended to force certain decisions but to lead to improved discussions within academic units and better outcomes for students.  The goal of the RCM approach is to improve discussions on a wide range of issues that affect the academic and financial performance of the university and through better information and an improved understanding of issues, enable better decisions about the allocation of financial resources.

14. Can colleges and departments set their own enrollment targets independently?

Capacity is a critical issue for most academic programs and the RCM model does require that colleges understand the “right size” for their programs.  Determining the right size requires an understanding of student interest, external competition, academic and physical resource limitations, and financial realities.   Program size also must be considered within a university context to ensure that collectively the university is sized appropriately for academic and financial success.

15. Will Kent State continue to subsidize academic programs that do not have the ability to be self-supporting?  By what criteria will this be determined?

The RCM model includes the concept of subvention, which provides central support for programs that cannot generate sufficient income to cover their costs.  Subvention decisions will likely be made for a variety of reasons, including the high cost of a program that is a priority of the university, desire to enhance the quality of a program beyond the financial resources it generates and assisting in the development of a new program or initiative.  However, there are financial limits on how much subvention can occur.  One of the benefits of the RCM approach is that these issues are more transparent, making decisions about subvention clear when they are made.  Most colleges will likely have a mix of academic programs that are financially successful and unsuccessful.  Finding the right balance is not easily determined and can only come from more discussion and an improved understanding of the issues.

16. Does the implementation of RCM mean that responsibility centers have complete autonomy?
No.  While deans would have more authority in an RCM environment, planning and decision-making by colleges and campuses will still need to be congruent with university-wide priorities and goals.  As a public university, Kent State also is bound by many rules and regulations, and deans will have to comply with them when they are applicable to the decisions being made.

17. Is RCM consistent with the state-regulated environment in Ohio?
Ohio’s funding formula is very consistent with RCM philosophy and would accommodate the allocation of state appropriations better than could occur for most public universities in other states.  The distribution of state challenge funds also must be addressed in the development of an RCM system at Kent State.  Challenge funds (Success, Access, and Research Challenge) were established to reward those universities or campuses that demonstrate progress toward articulated state goals (e.g., success challenge grants are awarded based on the number of at-risk students graduating and the number of students graduating on a timely basis).  In developing revenue-generating strategies, colleges and campuses will need to determine how to maximize their earnings from these initiatives.  In short, RCM does appear to better position Kent State to accomplish new revenue generation, which is the greatest safeguard against declining state support.

18. How will service and support areas be impacted by RCM?
As is the case with colleges and campuses,  all support areas will face greater accountability under the RCM model.  Under an RCM system, models and formulae must be developed to determine how the costs of central support services are to be allocated to the responsibility centers.  This can be done through very complicated or simple approaches, depending on the intended incentive.  No matter what approach is utilized, it is expected that such service unit costs will be subjected to increased benchmarking relative to their costs and performance.  It is also expected that deans and faculty will have a greater role in determining the appropriateness or necessity of these costs.  As is true for college/campus costs, increased discussion and scrutiny of support service costs should improve future decision making, leading to greater service, efficiency and results from these services.

19. How will RCM affect auxiliary enterprises such as Residence Services, Dining Services, or Intercollegiate Athletics?
These operations already operate as centers that must balance revenues and expenses.  However, changes in cost allocation could result as these approaches are developed and refined for academic responsibility centers.
20. How will facility and construction costs be handled under RCM?

The RCM model addresses facility and constructions costs in a variety of ways.  These costs could remain centralized and not be charged directly to a college.  Or, in a highly decentralized approach, space could be assigned to a college that is then responsible for all costs associated with maintaining that space, including renovations and utilities.  Most RCM institutions develop a methodology that is some combination of the centralized and decentralized methods depending on institutional goals.

21. Will funding for college and regional campus priorities be assured as greater control over financial resources is shifted to deans?
No.  While it is expected that better decisions will be made regarding the allocation of financial resources, much of the university community also will gain a greater appreciation for the difficult trade-offs with today’s choices.  Finding the best resource allocation mix is not easy, whether it is the right amount of support services or the appropriate emphasis on program quality.  However, an improved discussion and understanding of the issues can only benefit the decision making and eventual outcomes.

APPENDIX E
Review of Other Budget Models or Budget Philosophies 
Program Planning Budgeting 

The Program Planning Budgeting (PBB) model uses a cost-benefit analysis as the foundation for budget allocation decisions.  This model works best when there are discrete programs and clear measures for quantitative evaluation.  The PBB model forces units to analyze the financial implications of their goals and objectives as well as their operational structures.  A central authority evaluates the programs and then makes resource decisions accordingly.

The PBB model is difficult to implement in higher education because costs are assigned across a range of shared activities and the process does not account for a second central authority, which in public higher education is the legislative process.  Another challenge in implementing PBB is gaining agreement on what constitutes a program and appropriate outcomes.

Zero-based Budgeting 

Zero-based budgeting (ZBB) is the opposite of incremental budgeting.  Allocations from the previous year do not automatically roll over and base funding is not assumed to continue, in essence forcing units to begin each year with a blank slate.  Unit leaders annually are required to prepare a cost-benefit analysis of all activities and then prioritize them.  

While a ZBB approach can provide users with a better understanding of their organizational unit, there are major implementation challenges with this model.  First and foremost, in reality most of a unit’s budget—often 80 percent or more—continues from year to year in the form of largely fixed costs for personnel and other expenses.  Because the PBB model does not recognize past history, unit planning is extremely difficult.  The process is further complicated because units and programs often are not discrete entities, making cost allocations problematic.  The ZBB model also involves a great deal of paperwork.  Post-implementation evaluations have shown that in practice ZBB does not lead to decisions that differ significantly from an incremental approach.   

Strategic Resource Allocation 

Strategic Resource Allocation (SRA) is not a budget model but a planning approach that evaluates programmatic activities according to a framework with four critical factors:  mission, financial performance, internal competencies, and market trends.  A total of 16 quadrants are created in this framework, each noting different implications for the institution.  Some of the representative categories in the framework include: 

· Provides resources (i.e., this activity produces significant financial return now and into the foreseeable future);
· Defines the enterprise (i.e., this activity represents a historic strength but is in a current declining market); and
· Drains resources (i.e., this activity generally diverts resources from the programs that define the enterprise).
The strength of this framework is that decision makers can view the activities in their organization in a holistic context, ranging from internal strengths and capabilities to an assessment of current market position.  This framework could work in conjunction with a number of budget models because of its program assessment value.   SRA helps to formulate and align an organization’s strategy and priorities, which should be the basis for all budgetary decisions regardless of the budget model employed.  The SRA model provides decision makers with insights into strategic decisions and provides a mechanism for communicating these decisions to others.  The drawback to an SRA approach is that the large, 16-quadrant framework is cumbersome.  Many categories overlap, making some of the distinctions arbitrary.  Finally, reaching agreement on the priorities likely would be difficult, if not impossible, for most universities.  Even if an immediate agreement could be reached, market and other changes would likely require frequent adjustments to the priorities.
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