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Item Identification

Budget Report 2002/03.

Sponsor
Adel Sedra, Vice-President and Provost.

Jurisdictional Information

The Committee recommends approval of guidelines for the development of the University’s Operating
Budget for the planning period and recommends approval of the annual budget.

Background

The Budget Report serves two purposes. First it updates, utilizing the most current information
available, the assumptions in the Long Range Budget Guidelines and Projections, 1998-2004. Second,
it presents for approval the budget for each division including those budgets determined pursuant to
Contractual Obligations and Policy Commitments. It also indicates the funding available in the
Operating Budget Special Funds.

Highlights

The budget for 2002-03 is essentially a temporizing budget which ensures that the University will exit
the current six-year planning period in compliance with the budget guidelines: that is to say, that the
annual budget will be in balance by 2003-04 and that the accumulated deficit will be within policy
limits. Thc Budget Report for 2001-02 assigned one-time-only, rather than base, budget reductions of
approximately three per cent in the hope that our government funding situation would improve, but
unfortunately the announcement by the federal government that they would provide indirect cost
support for research activity was almost entirely offset by the lack of provision for inflationary costs
by the provincial government.

Revenues have increased by $90.1 million over previous forecasts, while expenditure requirements
have grown by $108.1 million, leaving a $18 million annual shortfall in 2003-04. If left uncorrected,
this would result in an accumulated deficit of $51 million as of April 30, 2004. In order to eliminate
this shortfall and to contain the accumulated deficit to within policy limits requires a base budget
reduction of 2.75% in 2002-03 and 1.5% in 2003-04. This stratcgy has eliminated the requirement for
one-time-only clawbacks in each of 2002-03 and 2003-04.



Initiatives signaled in this report include;

¢ Graduate student aid has been increased by a further $3.4 million, representing our best estimate
of the remaining funding gap through 2003-04.

® Moving the Rotman School onto a form of Responsibility Centre Management, which entails
transferring all new revenues generated in grants and fees to the School, net of a 9% marginal
overhead charge.

e The distribution to the Divisions of 25% ($3.7M in 2002-03) of revenue provided by the Federal

budget for the indirect cost of research.

Action Sought
That the proposed Budget Report for 2002-03 be recommended to the Academic Board for approval.
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UNIVERSITY OF TORONTO BUDGET REPORT, 2002-2003.

1. INTRODUCTION.

The Budget Report, 2002-03 serves two purposes. First it updates, utilizing the most current
information available, the assumptions in the Long Range Budget Guidelines and Projections,
1998-2004 first approved by Governing Council in April 1998. Second, it presents for approval
the budget for each division, including those budgets determined pursuant to Contractual
Obligations and Policy Commitments. It also indicates the funding available in the
Administrative and Academic Transition and Priority Funds, the Enrolment Growth Fund, the
Canada Research Chairs Fund and the University Infrastructure Investment Fund.

2. FISCAL CONTEXT

As they entered the 1990's the University of Toronto and all other Ontario universitics were
experiencing a period of relative financial stability and recovery; government grants and tuition
were increasing at rates slightly above the general inflation rate, and budget reductions were
relatively speaking modest in scale. With the full onsect of thc cconomic recession in 1992
through 1994, operating grants were frozen and then reduced through the Social Contract ($17.3
million) and the Expenditure Control Plan ($5 million). Tuition fees increased by a range of 8 to
10 per cent annually to partially compensate for the loss of grant revenue. The Ontario Student
Assistance Plan was modified by government from a combined grant/loan program to an all-loan
program as a cost reduction measure.

In 1995 the new government fultilled its election promise to further reduce operating grants to
universities by $280 million, a loss of $53.9 million to the University of Toronto. Again as a
partial offset to the loss of grant revenue, government permitted significant increases in tuition
fee rates; 20 per cent in 1996-97 and 10 per cent on average in each subsequent year up to and
including 1999-2000. Tuition fees were deregulated for international students, and for students in
some professional and all graduate programs.

Government operating grants revenue reached a peak at approximately $400 million in 1992-93,
fell to $339 million in 1997-98 and is projected to rise to $391M in 2002-03 with the
introduction of a number of new funding envelopes targeted to enrolment increases and
performance indicators. However during the past decade, the system-wide Government
operating funding per BIU has decreased in absolute terms by over 16% and in real terms by
considerably more. At the same time, tuition revenue increased from $100 million in 1992-93 to
a projected $273 million in 2002-03, as a result of tuition fee rate and enrolment increases.
Starting in 1996-97 the Government mandated that 10% of the revenue from tuition fee increases
be spent on student aid, this was increased to 30% in 1997-98 and subsequent years.

The practical effect of the Government funding policy has been that the university has had to
internally absorb a significant portion of cost increases for compensation, library acquisitions
and utilitics by way of budget reduction. In addition, not only has the provincial government
reduced operating grants per student to universities over the decade, they have imposed
significant legislated costs at the same time; pay equity costs ($12 million), the employer health
tax ($8 million), the cxtension of the retail sales tax ($3 million). The university’s expenditure
patterns have also changed significantly over this period: support for student aid has increased
dramatically, from $7.7 million in 1991 to a projected $92.9 million in 2002-03. In effect the

read aSecQJ 3



increase in expenditures on student financial aid is approximately one half of the increase in
tuition revenue making the University of Toronto one of the most accessible in the Country.
Library acquisition costs have continued to increase sharply throughout the period, from $9

million in 1991 to a projected $21.3 million in 2002-03.

In 2000 the Government announced a cap on tuition fee increases for all regulated programs in
each of the five years 2000-01 to 2004-05 at 2% per year, not compounded. The tuition fee
schedule for 2002-03 that is being brought to the Business Board for approval includes 5% fee
increases for new and continuing domestic students in the deregulated programs with the
exception of programs in business, dentistry, computer science, engineering, information
technology and law where the revenue from larger increases is being used to enhance quality in
these programs.

3. UPDATED LONG RANGE BUDGET PROJECTIONS THROUGH 2003-04.

Table 1 presents the revised Long-Range Budget Projections, updated to reflect new information
and changes in the Guidelines’ assumptions. The last column shows the variance from the
projections contained in the previous Budget Report, i.e. 2001-02. The following are the
highlights of the updated projection.

Revenue

e Government operating grants are forecast to increase by $33.5 million more than previously
budgeted, comprised of enrollment growth funding of $43.9 million, offset by the removal of
the inflation provision for 2001-02 and 2002-03 totaling $13 million. The model now
includes special grants for enrollment expansion in Nursing. In addition there is a $5.6
million reduction in the Research Performance Fund grant and a $2 million gain in the Key
Performance Indicators grant. The model now includes an assumption for 2002-03 that we
will receive relief of $3.2 million either through a special grant envelope or some relaxation
in tuition regulation.

o Tuition revenue is $29.3 million higher than previously forecast, reflecting increased
enrollment. There is also a significant increase in MBA tuition rates.

e It has been announced that the University of Toronto’s share of the $200 million provided in
the federal budget for the indirect cost of research will be approximately $14.6 million,
excluding affiliated teaching hospitals, and we assume that it will increase to $22 million in
2003-04.

¢ Investment revenue has been reduced to baseline levels of $13.7 million in 2002-03 and
2003-04, a reduction of $3.1 million. In addition, investment losses of $21.8 million have
been amortized over a three-year period, and there will be no available investment revenue to
transfer to graduate student aid.

e Preliminary estimates of overhead on research contracts and ORDCF suggest an
improvement of $3 million over previously forecast levels (included in “Other Income™).

Expense
e Legal Fees are budgeted at approximately $1.7 million higher than previously forecast.

o Utilities are now forecast to be $5.4 million higher than previously forecast, due primarily to
significantly higher electricity rates expected in the deregulated market.



e The budget includes a new loan of $30 million for the UIIF, at an annual amortized cost of
$2.8 million, and a further loan of $30 million in 2003-04.

¢ Compensation increase costs are budgeted at $13.8 million higher than previously forecast,
arising from an assumption of 3% in each of 2002-03 and 2003-04, replacing the previous
assumption of 2 per cent. This assumption is inclusive of any costs associated with benefits
plans enhancement or other improvements in total compensation. As is always the case, this
is an assumption for modeling purposes only. Actual changes in compensation will be
determined through established processes with employee groups.

e The enrollment growth fund, representing revenue-sharing agreements for new grant and fee
revenue, is $34.8 million higher than previously budgeted.

e Graduate student aid has been increased by a further $3.4 million, representing our best
estimate of the remaining funding gap through 2003-04.

¢ The model assumes that 25% of the $14.6 million in revenue from the federal budget will
flow to divisions on a slip-year basis.

¢ The model reflects the financial implications of moving the Rotman School onto a form of
Responsibility Centre Management, which entails transferring all new revenues generated in
grants and fees to the School, net of a 9% marginal overhead charge. This will result in a
transfer of $14.4 million to the School. In future the School will be responsible for meeting
costs which were provided centrally, such as compensation increases and financial aid.

The Net Result

® Revenues have increased by $90.1 million over previous forecasts, while expenditure
requirements have grown by $108.1 million, leaving a $18 million annual shortfall in 2003-
04. If left uncorrected, this would result in an accumulated deficit of $51 million as of April
30, 2004.

¢ In order to eliminate this shortfall and to contain the accumulated deficit to within policy
limits requires a base budget reduction of 2.75% in 2002-03 and 1.5% in 2003-04.

¢ The model has eliminated the requirement for one-time-only clawbacks in each of 2002-03

and 2003-04.

Budget Strategy: Toward a New Budget Framework 2003 to 2008

The budget for 2002-03 is essentially a temporizing budget which ensures that the University
will exit the current six-year planning period in compliance with the budget guidelines: that is to
say, that the annual budget will be in balance by 2003-04 and that the accumulated deficit will be
within policy limits. The Budget Report for 2001-02 assigned one-time-only budget reductions
of approximately three per cent in the hope that our government funding situation would
improve, but unfortunately the very welcome and long-anticipated announcement by the federal
government that they would provide indirect cost support for research activity was almost
entirely offset by the lack of a provision for inflationary costs by the provincial government. In
effect, then, the base budget reduction of 2.75% for 2002-03 reflects the fact that improvements
we had hoped for in 2001-02 did not materialize.

The new budget framework for 2003-04 through 2007-08 will establish a new set of budget
strategies and must necessarily deal with several significant structural issues in the budget such
as: the cost of maintaining new space; heavy demands for infrastructure funds; volatile utilities
costs; and steadily increasing costs for medical benefits plans.
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4. PROPOSED OPERATING BUDGET FOR 2002-03

Income

General University income:
Provincial Government operating grants
Student fees (B.1.U. eligible programs)
Total formula income

Endowment Income
Canada Research Chairs

Indirect Cost Recovery on Federal Research Grants

Stewardship & Investment Management Fees
investment Income
Other Income

Divisional income *

Municipal taxes  **

Expense

Total academic expense

Academic services

Administration

Student Assistance

Campus & Student Services

Maintenance and Services

Utilities

General University Expense (incl salary incr provision)
Total expenses of operating fund

ke

Municipal taxes

Surplus (Deficit)

Changes from

2001-2002  2002-2003  2001-2002
Budget Budget Incr (Decr)
$ $ $
373,800,450 391,231,603 17,431,153
237,471,489 272,599,000 35,127,511
611,271,939 663,830,603 52,558,664
34,100,000 34,600,000 500,000
14,250,000 21,000,000 6,750,000
14,600,000 14,600,000
6,900,000 7,300,000 400,000
20,401,000 13,700,000 (6,701,000)
21,702,860 22,690,175 987,315
708,625,799 777,720,778 69,094,979
104,125,159 109,600,000 5,474,841
812,750,958 887,320,778 74,569,820
3,160,500 3,304,350 143,850
815,911,458 890,625,128 74,713,670
522,770,513 572,544,706 49,774,193
57,113,787 60,261,919 3,148,132
60,658,488 63,064,115 2,405,627
75,576,115 83,661,578 8,085,463
13,109,608 13,915,137 805,529
34,036,146 38,230,357 4,194,211
29,590,952 35,863,909 6,272,957
30,441,101 36,754,509 6,313,408
823,296,710 904,296,230 80,999,520
3,160,500 3,304,350 143,850
826,457,210 907,600,580 81,143,370
(10,545,752) (16,975,452) (6,429,700)

* Increase in divisional income results in an offsetting increase in divisional expenditure budgets

** Municipal Taxes income and expense are offsetting




5. THE OPERATING BUDGET SPECIAL FUNDS.

The operating budget special funds receive base or one time only (OTO) transfers from operating
revenues. The Administration brings forward divisional allocations from these funds to the
Planning and Budget Committee for approval. Allocations from the Academic and
Administrative Priorities and Transition Funds and the Canada Research Chairs Fund are made
in response to the Planning Process. Allocations from the Enrolment Growth Fund reflect
divisions' enrolment plans and those from the University Infrastructure Investment Fund are in
support of approved Capital Projects, renovations and other infrastructure projects.

Administrative Priorities Fund

The Administrative Priorities Fund will have zero carry-forward at year-end 2001-02 and will
receive base budget transfers totaling $2.9M over the remainder of the planning period, $1.9M as
part of the 1.5% reallocation requirement.

Administrative Priorities Fund ($Million)

2001-02 | 2002-03 | 2003-04
Balance at beginning of year $0.0 $0.0 $1.4
Transfer from Operating Fund $1.8 $1.4 $1.5
Allocations ($1.8)
Balance at end of year $0.0 $1.4 $2.9

Administrative Transition Fund

The Long-Range Guidelines for Planning and Budgeting provided for transfers to the Transition
Funds in years 2000-01 and 2001-02. The portion transferred to the Administrative Transition
Fund was directed towards reorganization costs, the development of existing systems, and the
introduction of new systems that will enhance the delivery of administrative services.

It is important to note that the Transition Funds are one-time-only, sinking funds and do not
provide base budget support.

Administrative Transition Fund ($Million)

2001-02 2002-03 2003-04
Balance at beginning of year $0.3 $0.5 $0.0
Transfer from Operating Fund $1.8 $0.0 $0.0
Allocations ($1.6) ($0.5)
Balance at end of year $0.5 $0.0 $0.0

The Academic Priorities Fund

The Academic Priorities Fund (APF) is allocated in support of divisional plans to sustain and
enhance program quality and to provide for new initiatives emerging from divisional planning
processes. There are two principal sources of funding for the APF indicated in the Long-Range
Guidelines for Planning and Budgeting, 1998-2004;



¢ areallocation of 1.5% of the divisions operating budget,

*  65% of the revenue from tuition fee increases greater than increases for the regulated programs, net
of the 30% for student aid.

The table below shows the current status of the fund. The initial balance for 2001-02 reflects allocations
approved subsequent to preparation of the Budget Report for 2001-02 and were not reflected in the 2000-
01 year end balance in that report. The timing of the transfers to the APF from the operating budget has
been accelerated to reflect the fact that the Divisions are hiring new faculty at a faster rate than originally
planned in order to deal with increased enrolment

Academic Priorities Fund ($Million)

2001-02 | 2002-03 | 2003-04

Balance at Beginning of Year ($17.9) ($16.3) ($2.1)
Transfer from Operating Fund

Reallocation Requirement $5.5 $12.3

Quality Enhancement from Tuition Revenue $2.8 $1.6 $3.8

Other $1.0 $1.5 $0.8
Allocations ($7.7) ($1.2) ($0.5)
Balance at End of Year ($16.3) ($2.1) $2.0

The Academic Transitional Fund

The Academic Transitional Fund is a sinking fund that can be used to support space
reorganization costs that result from restructuring and initiatives that will help increase divisional
income, for example, the cost of the Development Campaign infrastructure. These funds may
also be directed towards the development of existing systems and the introduction of new
systems that will enhance the delivery of academic services. The following table reflects the
revised distribution of current pension service cost savings in 2001-02.

Academic Transition Fund ($Million)

2001-02 | 2002-03 | 2003-04
Balance at Beginning of Year $1.4 $0.3 $0.3
Transfer from Operating Fund
Allocations ($1.1)
Balance at End of Year $0.3 $0.3 $0.3

Canada Research Chairs Fund

The funding from the Canada Research Chairs Program net of a component for central indirect
costs, together with funds released from the salary budget, flows to the CRCF. This program is
described in detail in the discussion paper, A Framework for Allocating Canada Research Chairs
at the University of Toronto. The initial balance for 2001-02 reflects an allocation of $3.27M
approved for the faculty of Medicine at the April 17®, 2001 meeting which was not reflected in
the 2000-01 year end balance in the Budget Report for 2001-02.

Canada Research Chairs Fund ($Million)

2001-02 | 2002-03 | 2003-04
Balance at Beginning of Year $1.2 $7.0 $16.1
Transfer from Operating Fund $8.8 $9.1 $10.1
Allocations ($3.0)
Balance at End of Year $7.0 $16.1 $26.2
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Enrollment Growth Fund

A portion of the Tuition Fee and Government Operating Grant revenue associated with new
program plans and approved enrolment growth, including that resulting from the double cohort
and increased applicant pool, flows in accordance with the Long-Range Budget Guidelines, to the
Enrolment Growth Fund for subsequent allocation to the respective academic divisions as
enrolment targets are achieved. Funding for permanent expansion flows as OTO in year and as
base the following year.

Enrolment Growth Fund ($Million)

2001-02 2002-03 2003-04

Base | OTO | Base | OTO | Base | OTO
Carry-Forward $6.7 $0.9 $8.9 $4.4 ] $18.4 | $20.3
Base Transfer from Operating $6.7 $20.0 $17.6
OTO Transfer (variance Report) $6.9
Allocations to Divisions ($4.6)| ($12.3)] ($10.5)
OTO Transfer from unspent base $8.9
Unallocated Balance $8.9 $4.4 | $18.4 $4.4| $36.0 | $20.3

University Infrastructure Investment Fund

The University Infrastructure Investment Fund (UIIF) had a $40M negative balance of allocated
tunds entering 2001-2002 but not a negative cash flow since the funding is not needed at the
point of approval of the allocation. A total of $60M of additional funds will be available to the
UIIF in 2002-03 and 2003-04 from loans financed from the operating budget. A total of $10.2M
of OTO allocations for infrastructure items approved in response to Raising our Sights Plans that
were made from the Academic Priorities Fund are being transferred to the UIIF. There is an
unallocated balance of $9.4M for the remaining two years in the planning period.

University Infrastructure Investment Fund ($Million)

2001-02 | 2002-03 | 2003-04
Balance at beginning of year ($40.2) ($40.4) ($20.6)
Transfer from Operating Fund $14.8 $0.0 $0.0
Debt, serviced by Operating Budget $30.0 $30.0 $30.0
ROS infrastructure items from APF ($10.2)
Allocations net of recoveries ($45.1) $0.0 $0.0
Balance at end of year ($40.4) ($20.6) $9.4
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University Infrastructure Investment Fund

(@

(b)

Allocations:

Total allocations for 1999 and beyond approved by P&B prior to Oct. 1999

St Michael's College / Faculty of A & Sc. (approved by P&B Oct. 19, 1999)

Dentistry Student Laboratory (approved by P&B Oct. 19, 1999)

ATRF Research Projects (approved by P&B Oct. 19. 1999)

CIT, Quality Improvement (approved by P&B Oct. 19, 1999)

Flavell House, Faculty of Law (approved by P&B Dec 14, 1999)

Gerstein Science Information Centre (approved by P&B Dec 14, 1999)

King's College Road/Clrcle Precinct, Phase 2 (approved by P&B March 7, 2000)
King's College Road/Circle Precinct, Phase 1 (approved by P&B March 7, 2000)
FALD Phase 3 (approved by P&B October 18, 2000)

BCIT shelled in 6th floor (approved by P&B October 18, 2000)

OISE/UT/UTS Renovations, 371 Bloor St W (approved by P&B October 18, 2000)
CCBR (approved by P&B December 12, 2000)

Slowpoke cost overrun (within 10%, approved by MGF)

Purchase of Canadiana Building (approved by Business Board March 27, 2000)
Purchase of 500 University Ave. (approved by Business Board January 15, 2001)
Sidney Smith Hall infill (approved by P&B February 27, 2001)

BCIT/Koffler connection (approved by P&B March 13, 2001)

Nursing Building renovations (approved by P&B March 20, 2001)

Basement of Woodsworth Residence, Shelled in (approved by P&B March 20, 2001)
Childcare Facilities, St George Campus (approved by P&B May 25, 2001)
Scarborough commitments under RCM (approved by P&B May 25, 2001)
Department of Medicine renovations at UHN (approved by P&B May 25, 2001)
Renovation of 500 University Ave. (design) (approved by P&B May 25, 2001)
School of CCIT at Mississauga (approved by P&B May 25, 2001)

Gerstein Cost over-run ($2.6M Donor provides 40%) (approved by P&B May 25, 2001)
Magellan Project (Funding may come from CFI) (approved by P&B May 25, 2001)
Growth Facility for Plant Research (approved by P&B June 27, 2001)

Projects (a) and (b) funded from Facilities Renewal Funding (approved August 8, 2001)
Pharmacy Building (approved by P&B Nov 13, 2001)

Renovation of 500 University Ave. (to be repayed) (approved by P&B Nov 13, 2001)
Economics Building expansion and renovation (approved by P&B Nov 13, 2001)
Student Centre at UTSc (approved by P&B Nov 13. 2001)

Accessibility Examination Centre, Robarts Library (approved by P&B Jan 8, 2002)
Vertical Expansion of Soil Storage Facility (approved by P&B Jan 9, 2002)

Upgrade 56 Spadina Ave., (approved by P&B Jan 9, 2002)

TDSB Properties (considerad by Academic Roard Jan 24, 2001)

Sidney Smith Hall infill revision (considered by P&B March 19, 2002)

RCAT facility (considered by P&B March 19, 2002)

Governing Council and board Room renovations (considered by P&B March 19, 2002)
St Michael's College / A & Sc. Alumni Hall (considered by P&B Maroh 19, 2002)
Transfer of ROS infrastructure items from APF to UlIF

Recoveries

($9,732,196)
($875,000)
(899,000)
($2.673.000)
($10,000,000)
($600,000)
($7,000,000)
($200,000)
($2,500,000)
($345,000)
($5,197,000)
($3,500,000)
($2,800,000)
($210,000)
($1,570,000)
($15,817,668)
($1,289,000)
($750,000)
($354,000)
($1,360,000)
($4,300,000)
($1,153,550)
($400,000)
($700,000)
($2,500,000)
($1,830,000)
($2,070,000)
($374,000)
$2,060,000
(87,200,000)
($10,423,400)
($980,000)
($4.723.695)
($225,000)
($718,323)
($575,000)
($17,000,000)
($711,000)
($460,000)
($1,593,000)
($300,000)
($10,200,000)

$11,123,400

Balance

Balance as of April 30, 1999 $15,274
Transfers to UIF as approved in the Long Range Budget Guidelines

May 1, 1999 net of contribution to UT Scarborough under RCM $13,436,280 | $13,451,554

May 1, 2000 net of contribution to UT Scarborough under RCM $13,248,360 | $26,699,914

May 1, 2001 $14,800,000 | $41,499,914

May 1, 2002 $0 | $41,499,914

May 1, 2003 $0 | $41,499,914
Funding included in 2001-02 Budget Report (Loan serviced from Operating Budget) $30,000,000 | $71,499,914
Funding for May 1, 2002 included in 2002-03 Budget Report (Loan serviced from Op Budget) | $30,000,000 | $101,499,914
Funding for May 1, 2003 included in 2002-03 Budget Report (Loan serviced from Op Budget) | $30,000,000 | $131,499,914

$131,499,914
$121,767,718
$120,892,718
$120,793,718
$118,120.718
$108,120,718
$107,520,718
$100,520,718
$100,320,718
$97,820,718
$97,475,718
$92,278,718
$88,778,718
$85,978,718
$85,768,718
$84,198,718
$68,381,050
$67,092,050
$66,342,050
$65,988,050
$64,628,050
$60,328,050
$59,174,500
$58,774,500
$58,074,500
$55,574,500
$53,744,500
$51,674,500
$51,300,500
$53,360,500
$46,160,500
$35,737,100
$34,757,100
$30.033.405
$29,808,405
$29,090,082
$28,515,082
$11,515,082
$10,804,082
$10,344,082
$8,751,082
$8,451,082
($1,748,918)
($1,748,918)
$9,374,482
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6. GRADUATE STUDENT AID

In May 2000 the Provost received the report and recommendations of the Task Force on
Graduate Student Financial Support — the Orchard Task Force. The key recommendation of the
Task Force, which received full endorsement by the Provost, was the establishment of a
guaranteed minimum level of support for doctoral stream students in the first year of their
Masters program and for the first four years of study in the PhD program. The minimum level of
support was initially established at $12,000 plus tuition and fees, although individual faculties
and departments are of course encouraged to improve upon this level, depending upon the
availability of resources. The Task Force estimated a shortfall of $21.3 million in available
funding (o meet this minimum requirement, and recommended that the shortfall be eliminated by
September 2005.

Since May 2000 there has been rapid progress in closing the gap. The Canada Research Chairs
program has enabled chairholders to provide additional support to doctoral stream students. In
May 2000 the provincial government, in response to the University’s advocacy efforts,
announced an effective doubling of the Ontario Graduate Scholarships program in partnership
with the University’s fundraising efforts. The federal granting councils have expanded and will
continue to expand their fellowships programs. And perhaps most importantly, the Budget
Report for 2002-03 will commit $12.8 million in new graduate student support, an increase of
$3.4 million over previously committed levels.

The Task Force called for an implementation and monitoring committee to assess the
University’s progress in meeting the guaranteed levels of support, and this committee has met on
a regular basis to review data on levels of support. Individual faculties have presented their plans
for elimination of the shortfall. We now believe that the shortfall will have been eliminated in all
divisions by September 2003, two years ahead of schedule. Indeed, several divisions have
already eliminated the shortfall and have begun to raise the minimum level of support beyond the
initially suggested level of $12,000 plus tuition and fees.

The following table sets out the allocation of the $12.8 million in additional funds to graduate
divisions over the next two years. The allocations are based upon best estimates of the funding
shortfall in each graduate division based upon data collected in respect of the 2000-01 academic
year. In the event that there are anomalies or further gaps not correctly identified by the data
analysis, there remains a contingency available to the Vice-Provost, Students to correct the
remaining shortfall in 2003-04. In addition, the contingency can be deployed to offset the effect
of higher tuition and ancillary fees, or to improve the overall value of the minimum guarantee, as
envisioned by the Orchard Task Force.

Over and above the allocation of $12.8 million in operating budget support, this year there has
been created an endowment of $13 million for doctoral student support which will yield
approximately $650,000 annually beginning in 2003-04. The endowment has been created
through the allocation of unrestricted donations of $6.5 million matched by an equal amount
from the provincial OSOTF program.

A great deal has been accomplished in a short period of time. The University must however
ensure that the appropriate level of support for graduate students does not erode over time. To
this end, the Vice-Provost, Students will provide an annual report to the Governing Council on
the status of funding packages for doctoral stream students.
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GRADUATE STUDENT AID ($Million)

2000-01]2001-02]12002-03] 2003-04
Previous Years Balance (Base) $0.0 $2.7 $4.7 $2.5
Incremental Increase (Base) $2.7 $2.2 $5.1 $2.8
Balance at beginning of year (Base) $2.7 $4.9 $9.8 $5.3
Transfer from Operating Fund (OTO):
- Doctoral Stream Packages ($2.7)] ($2.1)
- Ontario Graduate Scholarships ($2.3)] ($2.3)
Transfer from Operating Fund (Base):
2001-02:
Music (%0.2)
2002-03:
Arts & Science @ 100% ($3.1)
SGS Graduate Institutes & Centres @ 100% (%0.7)
Single Department Faculties @ 100% ($1.1)
OISE/UT @ 50% ($0.8)
Applied Science & Engineering @ 50% ($0.8)
Medicine @ 50% ($0.8)
Base Divisional Transfers 2002-03 ($7.3)
2003-04:
OISE/UT @ 50% (%0.8)
Applied Science & Engineering @ 50% (%0.8)
Medicine @ 50% ($0.8)
Base Divisional Transfers 2003-04 ($2.4)
Balance at end of year (Base) $2.7 $4.7 $2.5 $2.9
Available for distribution by the Vice Provost, Students $0.0 $0.3 $0.2 $2.9
Available for distribution - Cumulative $0.0 $0.3 $0.5 $3.4

7. A Modified Form of Responsibility Centre Management for the Rotman School of
Management ‘

The Budget Report 2002-03 will establish a simple and easily understood set of policies and
procedures for a new budget model for the Rotman School, a model which provides for a more
direct set of incentives for revenue enhancement by the School, and which reinforces the need for
the School to establish and maintain cost structures which can be sustained by those revenues.

The University has learned important lessons from its previous experiments with responsibility
centre management, and these lessons must be brought to bear upon a new and analogous
relationship with the Rotnan School. First, the day-to-day operating protocols must be simple,
even if the simplicity results in some instances in a form of rough justice. The School and the
central administration must avoid a model that invites constant detailed interpretation of the
protocols, especially over matters of little material significance. Secondly, it is important that a
greater degree of financial independence for the School does not lead to isolation from the rest of
the University in terms of financial accountability or academic planning.

(a) Starting Point

It is recommended that as a starting point the Rotman School be given its existing base budget
for 2001-02, and that this amount be adjusted for the salary increase requirement (ATB plus
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PTR) in respect of July 1, 2001. To this amount would be added the existing amount committed
to the School for graduate student aid, plus any residual commitments from the Provost at this
point in time (e.g. financial aid officer, match for junior chairs, research allowance for endowed
chairs, etc.).

In addition, any existing base budget commitments from the Faculty of Arts and Science
(including Woodsworth College) to the School in respect of undergraduate Commerce
instruction shall be transferred to the School’s starting point budget.

(b) Budget Reductions and Access to Central Funds

Once this revised starting point has been established, the Rotman School budget will
henceforward be exempt from budget reduction and PTR recovery, but at the same time would be
ineligible for participation in the Academic Priorities Fund, the Faculty Retention Fund, the
Facilities Renewal Program, and other such funds that may be created in the budget from time to
time.

(¢) Annual Indexation of the Starting Point in lieu of a Salary Increase Provision

The School will not receive a central provision for annual salary and benefits cost increases.
Instead, there will be a global budget increase (or decrease) applied on a cumulative basis to the
starting point budget equal to one-half of the annual rate of change in base operating grants from
the provincial government, locally defined as the inflationary increase on the BIU value. The
rationale for this method of indexation is that approximately one-half of the School’s current net
operating budget is supported by fee revenue, and the residual by grants.

(d) Tuition Revenue

In future all tuition revenue increases in the MBA and PhD programs beyond 2001-02 baseline
levels, both from price and volumme changes, will accrue o the School. The School must in turn
earmark thirty per cent of all revenue from tuition price increases for student aid. In this respect
student aid shall be broadly defined as including fellowships to doctoral students, and the School
agrees to meet any minimum institutional policy guidelines regarding financial support for
graduate students.

With regard to the undergraduate commerce program, there will be established a separate
enrollment count of FFTE students registered in COM courses taught by the School’s faculty
members. In future all tuition revenue increases in the commerce program beyond 2001-02
baseline levels, both from price and volume changes (volume defined, for purposes of emphasis,
as FFTEs in Com courses taught by RSM faculty), will accrue to the School, net of a 30 per cent
tax on price increases which will be retained for central student aid funding.

(¢) Provincial Operating Grants for Enrollment Growth

To the extent that enrollment growth in the MBA and PhD programs over 2000-01 levels
generates additional revenue from provincial operating grants, this revenue shall accrue to the
School. It is however critically important that it be understood that the provincial government
has not made an open-ended commitment to fund all enrollment growth at the graduate level. In
all likelihood the University will be allocated a fixed quota of funded enrollment growth, and
that the Provost will have to allocate that quota differentially among all of the University’s
graduate programs.

With regard to the undergraduate commerce program, there will be established a separate
enrollment count of BIU-eligible FFTE students registered in COM courses taught by the
School’s faculty members. In future all grant increases in the commerce program beyond 2000-
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01 baseline levels, (defined, for purposes of emphasis, as FFTEs in Com courses taught by RSM
faculty), will accrue to the School.

(f) Overhead Cost Calculation

The University has a well-established overhead cost attribution model that is based upon levels
of activity and scale in each program. Each year the Planning and Budget Office will recalculate
the amount of overhead cost attributable to the Rotman School using the existing institutional
overhead attribution model, and the year over year change in overhead will be deducted from the
additional revenue from grants and fees generated by the School.

In practice this will mean that the marginal rate of overhead will be approximately 8 per cent on
expanded activities as compared to 22 per cent on existing activity levels. The primary reason
for the lower marginal rate of overhead is the fact that is does not anticipate additional costs for
the operation and maintenance of expanded facilities. Should the Rotman School expand its
physical space, the capital and operating costs of the expansion will be supported by the School
from its revenue base.

(g) Contribution to the Commerce Program Budget

Based upon discussions among the Dean of Arts and Science, the Dean of the Rotman School,
and the Chair of the Commerce program, it is agreed that approximately 15 per cent of
incremental revenues from Commerce enrolment (both price and volume) shall accrue to the

program chair for enhancement of the program.
(h) Commitment to Quality Enhancement in the Commerce Program

The Rotman School will at a minimum sustain the current level of teaching by tenure stream
professoriate in the courses taught by the School within the undergraduate commerce program.
To the greatest extent possible additional revenues generated by the Commerce program will be
devoted to quality enhancement.

8. DIVISIONAL BUDGETS.

Page
Divisional Financial Reports 17
Divisional Budget Schedules 29
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9. APPENDICES.

Appendix A

Appendix B

Updated Table of Assumptions from the Long Range Budget
Guidelines for Planning and Budgeting, 1998-2004.

Contractual Obligations and Policy Commitments (COPC) List.
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