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Long Range Budget Guidelines
2010-11 to 2014-15

This report introduces the proposed Long Range Budget Guidelines for the five-year
budget cycle 2010-11 to 2014-15, followed by the detailed annual budget for fiscal year
2010-11. Projections for the outer years of the cycle provide the framework in which the
University’s budget will be prepared for fiscal years 2012 to 2015 as foreseen at the time
of preparation of this report. They are provided to facilitate planning, and will be
updated as appropriate each year to reflect changes in the economic conditions and the
most recent information regarding the University’s revenues and expenses.

Despite facing pressing and ongoing financial challenges, the University plans for a
balanced budget in 2010-11. It must be emphasized that the University encountered
extraordinarily difficult financial circumstances in 2009-10 and the impact of this will be
strongly felt in the upcoming years. The University is just beginning to recover from
substantial endowment losses, which led to the cancellation of the endowment payout in
2009, valued at $62M. Not only is there still significant uncertainty with respect to the
economic climate, but the University also faces high-level uncertainty related to
provincial and federal funding, with government deficits ballooning and spending cuts
signalled at both levels of government. The tuition framework has expired and
uncertainty prevails there too; the potential for continued restrictions is real.

Section I includes a description of the general fiscal context. Section II provides a brief
description of the University’s budget approach.

Governing Council guidelines for deficit control are summarized in Section III. The
remainder of the report describes the budgetary assumptions, the budget guidelines for
the next five years, the budget details for 2010-11 and the divisional allocations.

I. Fiscal Context

Last year the University faced the consequences of a very serious economic recession.
While revenue projections are improving, there remains a great deal of uncertainty in the
projections presented in this report. Careful controls on spending and contingency
planning remain necessary, balanced against the need for strategic investments.

The loss in the University’s Long Term Capital Appreciation Pool (LTCAP) for the year
ended April 30, 2009 was $468M or 26.7% over the prior year. The 2009 endowment
payout was cancelled, representing a loss of about $62M in revenue. The corresponding
drop in revenue in the University’s operating budget was about $46M, which is the
portion of the endowment payout that flows through the operating budget to support
endowed chairs and student awards. The impact of this loss was felt across the
University; however some divisions were affected more deeply than others. In order to
manage this loss, the Academic Deficit Financing Fund was created for one year to assist
academic divisions in meeting their financial commitments, in particular student aid. The
University received approval to incur a deficit of up to $45M. This amount was placed in
a special account from which funds were disbursed to the divisions. Because divisions
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were encouraged to use only the minimum amount needed, the draw on the fund was
$17.8M. Divisions dug deeply into their carefully managed reserves (reserves built up,
for instance, to pay for necessary deferred maintenance, to replace deteriorating
equipment in labs, etc.) to mitigate the effects of the endowment loss and to continue to
strive to deliver programs of the very first rank. The unused portion of the deficit fund,
$27.2M, will reduce the accumulated deficit in 2009-10. The long range plan includes
repayment of the fund in equal instalments over five years.

Enrolment

The primary sources of revenue for the University of Toronto are tuition fees and grant
received from the provincial government, both of which are a function of student
enrolment. The University has experienced a period of over fifteen years in which
enrolments on the three campuses increased significantly. The corresponding increase in
revenue has helped mitigate somewhat the impact of the lack of growth in per-student
grant funding relative to inflation and of the government-imposed constraints on tuition
fees. But it has exacerbated pressure on faculty-student ratios and on student space.

Demographic projections are such that we anticipate a continuing rise in demand for
university places, particularly in the GTA. However, no overall increases in
undergraduate enrolment are planned at the University of Toronto for the next five years.
Current plans call for an increase in enrolment on the Mississauga campus. Enrolment at
St. George Arts and Science will increase slightly in the next three years, and then begin
to fall. The Scarborough campus will maintain current enrolment levels until additional
space becomes available.

The University’s plans to increase graduate enrolment continue to be on track. An
intensive process of academic planning took place following the announcement of the
Province’s Reaching Higher plan in 2005 and the funding opportunities it included. This
process culminated in the development of the Framework for Graduate Expansion
approved by Governing Council in 2006, which calls for an increase of about 40% in
graduate enrolment relative to 2002-03. The recent announcement by the Ministry to
allow some fungibility between PhD and Master’s spaces will enable the University to
better match divisional plans and capacity for graduate education. On the whole, graduate
education and financial support for students is costly. While graduate expansion will
increase revenue, it will also increase expenditures. In fact, tuition revenue from the
doctoral stream is generally a net zero for students in their first five years, as the
University flows this tuition directly back to students as part of the graduate student
funding commitment.

Tuition and Provincial Grant

Historically, the provincial grant represented the largest portion of the University’s
revenue. Operating grants were frozen throughout 1992-94 and then reduced. Tuition
fees increased by 8 to 10% annually to partially compensate for the loss of grant revenue.

In 1995 the University experienced a further loss of $54M in government grants. Again,
as a partial offset to the loss of grant revenue, significant increases in tuition fee rates
were permitted; 20% in 1996-97 and 10% 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.
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The University’s operating grant revenue rose to $600M by 2009-10, mostly as a result of
the introduction over the last decade of several new targeted funding envelopes to support
undergraduate and graduate enrolment increases. However, government operating
funding per student, including the quality funds introduced in recent years, has decreased
in real terms by approximately 30% relative to 1992-93, when adjusted for CPI. Full
funding for undergraduate enrolment growth remains in doubt as provincial allocations
fall short of funding all of the students in the system. Ontario universities, individually
and through the Council of Ontario Universities, continue to advocate for the funding of
all students.

The drop in the provincial grant has dramatically altered the size and composition of the
operating budget. Government grants now represent just under 40% of total University
revenue, down from 70% in 1991-92. Tuition revenue has more than doubled in
proportional terms, from 16% to 39% of the total. A significant proportion of the tuition
revenue increase comes from two sources: increased international enrolment and
increased graduate enrolment. The latter kind of increase in tuition revenue comes at
significant cost once graduate student funding packages and other supports are taken into
consideration.

The provincial government implemented a Tuition Framework for 2006-07 through to
2009-10. During this period, tuition fees were regulated and increases were allowed only
subject to accessibility guarantees. The 2006 Tuition Framework has expired and the
Ontario Government has not yet released a new framework. In the absence of a new
framework, the University will assume a continuation of the same parameters mandated
in the expired framework.

The practical effect of the government’s funding policy and tuition constraints has been
that the University has had to introduce expense containment measures to absorb a
significant portion of cost increases for compensation, library acquisitions, graduate
student funding, and utilities. Over the past ten years, cost containment measures have
taken over $200M out of the University’s operating budget. The budget projections
indicate that over $50M may need to be removed from operating budgets over the next
five years if advocacy for new sources of revenue on several fronts is not successful.

Federal Funding

Funding from the federal government is provided to universities primarily to support
research and is not generally part of the University’s operating budget. However, it
interacts with the University’s operating budget in three important areas: Canada
Research Chairs, the institutional cost of research, and graduate student support.

The Canada Research Chairs program introduced in 2000-01 provides salary and research
support for outstanding university researchers on a competitive basis. Research chairs
are awarded to each university based on its share of research funding by the federal
granting councils. This program is of tremendous value to the University of Toronto. It
has helped us maintain faculty complement despite the expense containment measures
introduced over the years. As a result of a recent redistribution of funding in the program
over the last few years, the University has lost 12 of its chairs. The 2010-11 budget
proposes investment in renewal of research service infrastructure to mitigate the impact
of eroding shares of granting council funding.
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Since the CRC program was introduced, inflation has reduced the effective value of Chair
funding by over 20%. An appropriate adjustment to Chair funding is long overdue.

The funds received from the federal granting councils must be used exclusively to cover
the direct costs of research, such as personnel and supplies. The less direct but equally
necessary expenses incurred as a result of research activity are very significant and are
borne by the universities’ operating budgets. At the University of Toronto, they have
been estimated to be well in excess of 50% of direct expenditures on research.

As a long-standing subject of government advocacy, universities have been requesting
that the federal government recognize the full cost of research in its research funding
policy, with a 40% rate as a minimum target for the indirect costs. The government
started to provide indirect cost (IDC) funding in 2001-02, with an effective rate for the
University of Toronto of slightly less than 20%. This is currently contributing about
$20M to the University’s operating budget, which continues to be considerably short of
the actual institutional cost of research, and of what sister institutions in the U.S., U.K.
and Europe receive. There has been no signal from the government that they will address
this long-standing issue of alleviating the financial burden of the hidden costs of
conducting research. A doubling of the federal IDC rate to $40M would put us almost in
line with our competitors and would have a significant impact on allowing the research
intensive divisions to close the gap on their structural deficits. Without a change in the
funding formula, each additional dollar of research funding places a higher burden on the
University’s operating funds.

The federal government supports graduate students by providing fellowships on a
competitive basis. Although these funds do not flow through the University’s budget,
they provide indirect budget relief to the academic divisions by freeing up funds that
would otherwise have to be used for graduate student support. There are also several
federal programs for student support. The support for graduate students has not kept pace
with the rapid growth in graduate enrolment.

Other Revenue Sources

Revenue sources other than government grants and tuition fees include endowment
payout, interest income, application fees and divisionally-generated income.

The University of Toronto has many generous friends and benefactors, who have
contributed a total endowment in excess of $1.2 billion (value at April 30, 2009.)
Endowment income is highly targeted. Most of this income is directed to student aid and
to the support of endowed chairs. Under normal economic conditions, endowment
revenue represents a modest but important part of the University’s total operating
revenue, approximately 3%.

In addition to the returns from the long-term investments of the endowment capital, the
University receives interest on short- and medium-term investments of the Expendable
Funds Investment Pool (EFIP.) This tends to be rather small as a percentage of total
operating revenue (about 1.5%), and fluctuates with market conditions.

Academic divisions also generate significant revenues from activities such as continuing
education offerings or full cost-recovery programs that do not receive government
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support. This is a valuable source of revenue because of its flexibility. However, the
amount generated is modest and coupled with offsetting expenses.

Together, revenue sources other than government grants and tuition fees represent about
18% of the revenue base. As a result, the University is less dependent upon two dominant
sources of revenue (tuition and operating grants), but at the same time is exposed to a
wider array of risks such as stock market performance.

Student Aid

In 1996-97 the Government mandated that 10% of revenue from tuition fee increases be
spent on student aid; this was increased to 30% in 1997-98 and remained until a new
framework was introduced in 2006-07.

The new framework for tuition and student aid introduced by the government in 2006-07
sets limits for annual tuition fee increases. The OSAP program was also modified,
relieving some of the financial pressure on universities. The framework does not mandate
a specific amount to be set aside by universities for student aid. Instead, it requires
universities to ensure accessibility, regardless of the students’ financial means.

At the University of Toronto, student aid is guided by the 1998 Governing Council policy
on accessibility, which predates the government’s framework. It contains the following
Statement of Principle:

“No student offered admission to a program at the University of
Toronto should be unable to enter or complete the program due to lack
of financial means.”

In fulfillment of this commitment, expenditures on student aid have increased
dramatically, from $7.7 million in 1991 to $143M in 2009-10, far exceeding government
requirements, and thus making the University of Toronto student body very economically
diverse.

Student aid normally supported from the University’s endowments is in the range of
$30M. The loss of endowment payout in 2009 placed considerable strain on the student
aid budget. The University remains committed to its student aid policy and every effort
was made last year to reallocate carryforward and other funds to student aid. In addition
University friends and supporters came forward with increased donations for student aid
to assist in managing the impacts of the shortfall.

Pension

The deficit in the combined pension plans exceeds $1 billion. The unfunded position has
deteriorated for the second year in a row. There are a number of issues that continue to
cause concern, including current solvency deficit funding requirements, potential
volatility in investment returns over the coming years as the global economy deals with
the fallout from the financial crisis, the potential need to make payments into the RPP,
and whether we will meet the long-term return expectations given financial market
trends.

The next required filing of the actuarial reports (absent of any plan changes) is July 1,
2011. At this time, based on current legislation and regulation, it is expected that the
University will be required to contribute significant additional funding into the registered
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plans. In 2004-05 the University began setting aside $26.2M annually from the operating
budget to amortize the deficit in the pension fund over fifteen years and to provide a
reserving strategy. This was approved by Business Board as part of the pension funding
strategy at that time. Since the funding strategy was adopted in 2004 there have been a
number of plan amendments and by 2006-07 the annual amount was increased to
$27.2M, which is the level currently reflected in the budget. From this allocation, the
University this year made an annual special payment of $14.8M to the registered pension
plan with the balance of $12.4M set aside in a pension reserve.

The University is also reviewing its pension funding strategy and investment risk and
return targets, which may impact future contribution requirements. A recommendation on
a funding strategy to deal with both of these issues is expected to come forward to senior
administration and Governing Council later in the year. Once an approach is approved,
the appropriate adjustments are expected be made in the 2011-12 operating budget. An
estimate of the potential impact is included in Appendix A, Schedule 4. Further details on
this estimate are included in Section VII below.

Other Future Liabilities

The University has many future liabilities, not currently funded directly through the
operating budget.

Deferred maintenance across the three campuses is estimated at $270M. The operating
budget sets aside approximately $11M annually. This funding, in addition to any
provincial Facilities Renewal Program (FRP) funds, attempts to at least maintain the
current conditions of the buildings and minimize the chance of unforeseen major
expenditures.

The Ancillary operations’ cumulative deficit is projected to be $107M at April 30, 2010.
The ancillary operations deficit is primarily due to the internal financing of capital
projects, which has the impact of increasing both the University’s overall deficit and the
investment in capital assets.

The capital fund cumulative deficit is projected to be $71M at April 30, 2010. The capital
fund deficit is also primarily due to the internal financing of capital projects, which has
the impact of increasing both the University’s overall deficit and the investment in capital
assets.

The projected net accrued benefit obligation for employee future benefits (medical,
dental, vision) as at April 30, 2010 is $342.8M. This obligation results in an annual
obligation of $39.5M, of which $10.5M is set aside in the operating budget leaving $29M
annually to be funded in the future.

Il. The University’s Budget Model

The University of Toronto adopted a new approach to budgetary allocations starting in
2007-08. The new approach and the reasons for its adoption were recommended by a
Provostial Task Force that was struck in April, 2004, and presented its final report in
February, 2006. The report of the Task Force, the Provost’s response and related
material are available on the Provost’s web page, at:
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http:$342.8M

http://www.provost.utoronto.ca

The final report of the Task Force states:

“The budget allocation process is a primary tool for the
implementation of the university’s academic plans and
academic priorities.”

This has been the fundamental guiding principle underlying the development of the
budget model. To best support the University’s academic priorities, the model has three
basic objectives:

e to provide a high degree of transparency, enabling all levels of university
administration and governance to have a clear understanding of university revenues
and expenses,

e to introduce broadly-based incentives to strengthen the financial health of the
university by increasing revenues and reducing expenses, and

e to encourage a higher level of engagement of all senior levels of administration in
budget planning for academic divisions and in recommending priorities and
budgetary allocations for shared services.

The model introduced a simple methodology for attributing revenues and the costs of
shared services to all divisions. A major portion of the expense budget allocated to an
academic division is its Net Revenue, which is equal to its share of the University’s gross
revenue less its share of expenses and its contribution to student aid and to a university-
wide fund called the University Fund. A division’s net revenue reflects its programs,
student enrolments, fund raising activities, research, etc. Hence, divisions benefit as
these activities bring more revenue. Divisions also benefit when, in cooperation with
central service units, they are able to make more efficient use of the shared resources.

The remainder of the divisional budget is an allocation from the University Fund. This is
an entirely non-formulaic allocation, intended to provide funding in accordance with the
University’s academic values and priorities. It ensures that the total budget of a division
is determined by the University’s own priorities rather than by those of an external body.
It also enables the University to recognize differences in the cost of delivery of various
programs or to support particular activities that it considers to have high academic
priority.

The process of attributing revenues and costs to divisions has been designed to minimize
administrative overhead. For example, no transaction accounting is used to attribute the
cost of a particular service. Instead, revenues and costs are attributed using readily
available and verifiable parameters that provide a reasonable basis for the distribution of
revenue or a suitable measure of the extent to which a division uses a particular resource
or service. These measures are referred to as revenue drivers and cost drivers,
respectively. They include such parameters as number of students, number of faculty,
usable space area occupied, etc.

A detailed description of the budget allocation methodology under the budget model and
the revenue and cost drivers used in the attribution process can be found on the Provost’s
web page mentioned above.
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An essential component of the budget model, and possibly one of its most valuable
innovations, is the development of a new process for budgetary reviews for both
academic and service divisions. Two review processes have been established, the first
for shared-infrastructure and the associated university-wide costs, and the second for the
academic divisions.

Each shared-infrastructure division prepares multi-year budget plans for its service
offerings. These plans are reviewed by the President, who takes advice from the
Divisional Advisory Committee (DAC.) DAC includes a representation of tri-campus
principals and deans. The purpose of the reviews is two-fold. First, it ensures that any
proposed changes in service are aligned with the needs and priorities of the academic
enterprise. The second objective is to establish spending priorities and to ensure that all
possible cost reductions have been examined. Decisions on funding allocations to the
service divisions are prepared based on these reviews.

In the autumn, each academic division submits a multi-year budget plan based on the
University’s Long Range Budget Guidelines and its own academic plans. Revenue
projections are based on the division’s enrolment plans, new program offerings, etc.
Expense projections take into account cost increases, changes in faculty and staff
complement, student financial support, and so on. These plans are discussed in
individual review meetings with a provostial committee and the reviews inform approvals
of academic appointments, allocations from the University Fund, and academic reserve
funds. The reviews also identify capital priorities and support the development of
advancement priorities.

The review process, whether for academic or administrative divisions, amounts to a
higher level of engagement by all members of the senior administration in the budget
process. As a result, budgetary allocations are informed not only by the overall budget
situation of the University but also by the circumstances of individual divisions. Cost
containment measures, which are often necessary because of the constraints on revenue,
are applied by each academic division based on its own circumstances.

The review process also promotes a better alignment of the University-wide services with
the needs of the academic divisions. The involvement of members of the senior
administration leads to a deeper understanding of the nature of the University’s expenses,
how services can be best delivered, and where and how savings may be realized.

lll. Planning Cycle

The budget planning cycle is based on a five-year rolling window. Budget assumptions
used in the Long Range Budget Guidelines are updated each year, and new assumptions
are prepared for one additional year. Revised revenue and expense projections are then
prepared for the new cycle based on these assumptions.

Surplus/Deficit Management

Governing Council guidelines for deficit control were revised in 2008 as a result of the
change from a fixed to a rolling-window planning cycle. According to these guidelines,
the University should strive to plan a balanced budget in every year of the cycle. In
addition, any outstanding accumulated deficit from previous years should be reduced to
zero by the end of the five-year planning period. An in-year deficit may be allowed in
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some years to facilitate planning, recognizing that fluctuations often occur in enrolments,
government grants, investment income, etc. A planned deficit may also be necessary in
exceptional circumstances. Planned budgetary deficits should also be repaid over five
years.

The University’s budget is prepared as an aggregation of the expense budgets of
individual divisions. Budget plans for both the academic and administrative divisions are
reviewed and approved annually by the President and the Provost, with the assistance of
appropriate advisory committees, as explained in Section II. Hence, the deficit or surplus
in the University’s integrated budget is a result of the aggregated plans of individual
divisions. These management control mechanisms encourage divisions to operate within
their budgets and to minimize the level of a planned budget deficit when one is necessary.

IV. Long Range Budget Guidelines

The University is exiting a budget year in which it faced exceptionally difficult economic
circumstances, in particular an endowment payout shortfall of $62M, with $46M of the
loss directly impacting the operating budget.

The budget for 2009-10 included a planned deficit of $45M as a result of the cancellation
of the 2009 endowment payout. The actual draw on the deficit fund by academic
divisions was $17.8M as described in Section I above. Divisions were able to draw down
less than the maximum limit by using unspent funds in endowment accounts and their
own carryforwards and reserves to cover the shortfall. While it is commendable that the
borrowing was accordingly limited, the depletion of those reserves means that any further
interruption or reduction of the endowment payouts can no longer be cushioned without
budget cuts or a higher level of external borrowing. A repayment schedule of $3.6M per
year over the following five years is proposed. The total accumulated deficit was
projected to reach a maximum of $77.7M in 2009-10 however with the lower divisional
draw and the continued payments toward the accumulated deficit, the accumulated deficit
projection by the end of 2010-11 decreases to $35.7M.

While the revenue outlook has improved somewhat since a year ago, projected revenues
over the five-year budget cycle remain constrained and uncertainty in government
funding and pension liabilities remains a significant concern. Tuition revenues have
increased, but the University continues to draw down tuition revenues for bursary support
in light of its strong and continuing commitment to accessibility. Given the lack of any
recent enhancements to OSAP, the burden for defending accessibility has increasingly
shifted to the University. A significant proportion of the tuition revenue increase comes
from two sources: increased international enrolment and increased graduate enrolment.
The latter kind of increase in tuition revenue comes at significant cost: indeed, the
doctoral stream increase is generally a net zero for students in their first five years, once
graduate student funding packages and other supports are taken into consideration.

Other than some minor adjustments to the funding of graduate spaces and a small
increase in quality funding, the provincial government has not announced any changes in
the funds available for post-secondary education. The system shortfall for undergraduate
spaces is likely to exceed $100M. The University is therefore at risk of receiving
discounted funding for undergraduate enrolment increases over 2004-05 in each of the
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next two years. Moreover, demographic projections suggest that enrolment pressures
will continue until at least 2015, increasing the potential for debilitating pro-ration of per-
student grants in the absence of growth-related funding from the Government.

The tuition framework expires in 2010 and in the absence of a new one the University
will assume a continuation of the same parameters mandated in the expired framework,
with the attendant adverse impacts on ability to maintain the quality of education.

Federally, the long-awaited increase in funding for the full cost of research has not
materialized. This means that growth in granting council budgets, while highly desirable,
has the perverse effect of intensifying the pressure on the operating budget with each new
grant dollar won.

There is particular concern about the fact that, despite the addition of thousands of new
PhD-stream students to the Ontario system, there has been no increase in the number of
awards available under the OGS program since 2005. It is unclear whether the
Government of Canada will be enhancing its share of student loans and graduate
scholarships/fellowships, but early signals suggest that a new program of post-doctoral
funding is likely to be the centrepiece investment in education and training.

Budget Framework

The budget schedules are given in Appendix A. Budget projections for the period 2010-
11 to 2014-15 are given in Schedules 1 to 3 and an analysis of the impact of the budget
on academic divisions is given in Schedule 4. The expense budgets of the academic
divisions are presented in Schedules 5 and 6.

Budget projections are dependent on many factors external to the University, including
government policy, market behaviour, and so on. Hence, many assumptions must be
made to estimate revenues and expenses over the five-year budget planning window.
Key assumptions are described in Sections V and VI, and a complete list is given in
Appendix B. The assumptions used in the long range projections are responsible, fiscally
prudent and as realistic as possible given the high level of uncertainty related to the
economic environment.

Appendix C provides more detailed information on the University’s contractual
obligations. These include such items as the cost of electricity or contractual
commitments to other institutions. Only essential expenditures that are beyond the
University’s control are included in this list.

Schedule 1 - Budget Summary

Schedule 1 provides a summary of projected revenue and expense, as well as the planned
accumulated deficit repayment schedule.

Revenue Projections

Revenues, excluding divisional income, are projected to increase by $125M in 2010-11
and by $380M over the planning period, — an average of 5.5% per year. The
Government has not announced any increase in university funding beyond 2008-09, and
none has been assumed. As a result, only a very modest increase in government funding
of $22M is projected for the operating grant over the next five years, which is primarily
due to graduate expansion. This static level of government funding places pressure on the
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University to find revenue sources elsewhere. Over the same period, tuition revenue is
projected to increase by $288M, with $207M stemming from increases in tuition levels
($129M from domestic increases and $78M from international increases) and $81M a
result of the flow-through of increased enrolment numbers ($38M domestic and $43M
international.) Tuition fees and the provincial operating grant contribute about 77% of the
total operating revenue. Divisional income, which consists of revenues collected directly
by the academic divisions, is the next highest component, representing about 13% of total
revenue. This source of revenue varies considerably from year to year. For budget
purposes, actual earnings in any given year are used as the projected value for the
following year. For the outer years, divisional income is assumed to increase with
inflation (~2%).

Each academic division contributes 10% of its revenues to the University Fund.
However, not all revenues are subject to the University Fund assessment, as this fund is
not intended to redistribute revenues earned directly by the divisions. The portion of
revenue that contributes to the University Fund is clearly delineated in the schedule.

Expenditure Projections

With the uncertainty in government funding and the general economic climate and the
need to reallocate resources to fund key institutional priorities, the University continues
to be forced to apply expense containment measures.

Major budgeted expense items are described briefly below.

Centrally-Administered Student Aid

Part of the financial aid provided to students is administered centrally, and the remainder
is provided by the academic divisions. The centrally administered portion includes:

e Funds set aside from the operating budget; and

e Funds available from endowments.

A total of $90M has been allocated to student aid from the operating budget. In addition,
an estimated $4.5M will be set aside from carryforward funds and new expendable
donations to ensure all student aid need is met. It is projected that the endowment payout

will resume at near-normal levels in 2010 and student aid will continue to be fully
funded.

Flow-through revenue to other institutions

Several university programs include joint activities with other institutions. This expense
category captures those portions of university revenue that flow to collaborating
institutions. It includes:

e Canada Research Chair revenue flowing to hospitals;
e Provincial grant revenue flowing to the Toronto School of Theology; and

e QGrant and tuition revenue flowing to colleges with which the University offers joint
programs.

55232




Shared Infrastructure

This section includes the central funds that support university-wide infrastructure and
services to the academic divisions and the central library. They include:

Occupancy costs, such as utilities, maintenance and caretaking;

Shared services, such as human resources, financial services, advancement,
procurement and computing services;

General university-wide expenses, including debt service, legal fees and fees for
membership in organizations such as AUCC and COU;

Administrative funds: These are funds held centrally to be allocated to the
administrative divisions for specific purposes based on institutional planning and
priorities;

Central library expense, including acquisitions and operating expenses; and

Federated block grant, which supports services in the Federated Universities

Academic Divisions

This category includes all the funds that flow to the academic divisions, presented in
three components as follows:

Divisional expense budgets, which make up the bulk of the funding provided to the
academic divisions from the operating budget. Under the budget model each division
receives an expense budget equal to net revenue plus an allocation from the
University Fund, as described earlier.

In the case of UTM and UTSC, their expense budgets include an additional allocation
to support various campus services, such as the cost of utilities, building and grounds
maintenance, student services, and so on. These services are provided centrally for
Faculties on the St. George campus, and hence are not included in the divisional
budgets.

The academic and campus services components of the expense budgets of UTM and
UTSC are not delineated. Each campus receives an overall budget, which it manages
locally to best suit its own circumstances. Historically, UTM and UTSC have
allocated about 70% of their budgets to the academic operation and the remaining
30% to support campus-wide services.

Pension amortization expense: This is the academic divisions’ share of the payment
made by the University to amortize the pension loss. The share of this payment
belonging to the administrative divisions is included in the cost of shared services
described above. Section VII addresses the additional unfunded pension liability.

Academic funds: These are funds held centrally to be allocated to the academic
divisions for specific purposes based on academic planning and priorities. Some
funds are used to facilitate transitional changes at times of severe budget difficulties
or significant academic restructuring. The academic funds include the Transitional
Fund, the Provost’s Contingency Fund, and the PhD Expansion Incentive Fund.
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e Academic Deficit Financing Fund: This fund was created in anticipation of the
cancellation of the endowment payout in April 2009, to assist academic divisions in
meeting their financial commitments, in particular student aid. The University
received authorization to incur a deficit of up to $45M. This amount was placed in a
special account from which funds were disbursed to the divisions. Because divisions
were encouraged to use only the minimum amount needed, the draw on the fund was
$17.8M. The remaining $27.2 will reduce the accumulated deficit in 2009-10. The
long range plan includes repayment of the fund in equal instalments over five years.

Accumulated Deficit Repayment

The University entered the 2009-10 fiscal-year with an accumulated deficit of $43.9M,
and a planned in-year deficit of $45M. The University has made a deficit repayment of
$11.2M in 2009-10, as scheduled, and the draw on the Deficit Fund was $17.8M. Hence,
the projected accumulated deficit at the end of 2009-10 is $50.5M. It should be noted
that in-year variances do not impact the accumulated deficit as they are assigned back to
academic divisions on a slip-year basis. The previously scheduled repayment plan of
$11.2M each year over the next two years will continue, with a final payment of $10.3M
in 2012-13. In addition, the planned deficit of $17.8M in 2009-10 will be repaid over a
five-year period, with equal instalments of $3.6M. The planned repayment schedule,
including payments of both the institutional deficit and the division-specific deficit,
results in payments of $14.8M in 2010-11 and 2011-12 , $13.9M in 2012-13 and $3.6M
in the final two years of the cycle. The full schedule is included in Appendix A, Schedule
1.

Schedule 2 - Incremental Shared Expense

Schedules 2 and 3 of the budget provide two different views of the breakdown of
expenses. Schedule 2 shows line-by-line, year-over-year increases of various university-
wide expenses and funds, grouped in the following four categories:

o Contractual Obligations: This category comprises the contractual obligations
detailed in Appendix C.

e Capital and Maintenance: These expenses include debt service for capital projects as
well as costs related to the University’s caretaking and maintenance.

e Funding for Administrative/Academic Service Divisions: Under the principles of the
budget model, academic divisions are no longer funded centrally for salary and
benefit increases, nor are they assigned cost containment measures from the centre.
Salary and benefit increases continue to be funded for administrative and academic
service divisions as these divisions do not generally generate revenue. Funding for
library acquisitions and services is also included in this section. A cost containment
measure totalling $3.2M will be applied to all service divisions.

o University-wide Funds: This group of expenses includes the university-wide
academic funds described under Schedule 1 as well as several targeted funds to
support priority areas in university-wide services. The Academic Initiatives Fund and
the Student Experience Fund have been fully allocated and are now closed out. The
Academic Deficit Financing Fund is described above.
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Schedule 3 — Cost Bins

Expense information is summarized in Schedule 3 using the 12 cost bins defined in the
new budget model, which are the basis for cost attribution to divisions. The following is a
brief description of expenses in each cost bin. Further information on the cost bins and
what each bin covers is contained in the Task Force reports mentioned in Section II of
this report.

Cost Bin Description

Occupancy Utilities, caretaking, maint., space mgmt. (St George)

Information Technology | computing & network services, systems management

University Management Gov. Council, Offices of President, Provost, some VPs
Financial Management Office of CFO, Financial Services, Internal Audit
Human Resources All central HR offices and related funds

Pension Amortization Amortization of pension losses

University Advancement | Alumni Relations, Development

Central Library Acquisitions and services

Research Administration Research administration

Student Admissions &Awards, recruitment, SGS, student services

University-wide Academic | Academic funds (Transitional, Contingency, PhD Expansion)

University-wide General | Legal fees, memberships, insurance, debt service

Schedule 4 — Budget Impact

Schedule 4 presents a high-level view of the budget projections that enables an
assessment of the impact of the budget on the University’s operation. It is organized to
show aggregated year-over-year changes in revenue and expense. Section VII on budget
impact provides further discussion of this schedule.

Schedules 5 and 6 — Allocations to Academic Divisions

Schedule 5 contains a detailed summary of revenue attributions and deductions by
division for 2010-11. Multi-year projections by division for the entire budget cycle are
given in Schedule 6. These two schedules are discussed in more detail in Section VIII on
divisional allocations.

55232




V. Planning Assumptions for 2010-2015

A complete list of updated assumptions on revenue and expense is given in Appendix B.
The following is a summary of key assumptions.

Revenue

The budget projections are based on the most recent divisional enrolment plans and the
information available about government funding. Graduate enrolment plans have been
adjusted to reflect the University’s response to the Ministry’s recent announcement on
fungibility; 262 PhD spaces will be exchanged for an additional 500 Master’s spaces by
2013-14, as current demand for spaces in Master’s programs significantly exceeds the
number of spaces available.

Undergraduate enrolment is projected to remain more or less flat over the planning
period, with most of the growth planned at UTM and a small reduction planned for St.
George Arts and Science. Enrolment plans at UTSC are on hold until further capital
funding is secured. Full average funding for undergraduate expansion beyond 2004-05 is
discounted at approximately 44% (~$16M) in 2010-11 and 2011-12 due to the shortfall in
the government’s funding envelope for undergraduate accessibility. It is assumed that
funding will return to the 100% level in the final three years of the budget period, when
the government will need to address the system-wide shortfall. Lack of progress in
addressing this undergraduate grant discount will significantly erode divisional budgets
and directly degrade quality of education and the overall student experience

Tuition fee increases are assumed to be 4.31% on average for domestic students and 6%
for international students each year.

There is a further reduction of six chairs to the University’s allocation of Canada
Research Chairs starting in 2010-11, bringing the number down to 249. Projected revenue
has been adjusted accordingly.

No assumptions have been made on increases in the IDC rate either federally or
provincially.

Student Aid

The University remains committed to its policy on student financial support and to the
provincial government’s student access guarantee. A significant portion of student aid is
derived from endowments. The remainder of the student-aid budget is derived from
government scholarship grants and allocations made by the divisions from their expense
budgets. The budget projections assume that all needs-based student aid commitments
will be fully supported and the majority of other forms of student awards will continue.
The budget projections also assume that there will continue to be higher demand for
needs-based student aid funded from the operating budget as the economic downturn will
continue to impact many students and their families.

Hence, an additional $5M will be allocated from the operating budget and carryforward
funds and new expendable donations of $4.5M will be set aside in 2010-11.

Funding will increase by $22M over the planning period.
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University-wide Expenditures

Compensation increases are per negotiated settlements; they are assumed to be no more
than CPI (~2%) for all agreements that have expired and are already under negotiation, or
that will expire and be renegotiated during the course of the year.

Occupancy costs are projected to increase by 3.6% in 2010-11 as a result of increased
volume, additional funding for deferred maintenance, the infrastructure reserve fund and
new regulatory requirements. This is partially offset by a decrease in gas prices. Costs are
projected to continue to increase in the outer years when several new or expanded
buildings are planned to come on-line. Occupancy costs also rise as a result of projected
increases in salary and benefit costs.

Starting in 2010-11 investments will be made to fund high priority institutional
initiatives. These include the implementation of a new student system to replace ROSI,
the launch of a major fundraising campaign and strengthening of the University research
services infrastructure. Over the planning period increases in shared services costs are
projected to be 3.3% on average. Additional cost increases also include: continuing
support for shared services associated with graduate and international expansion and
student experience, projected increases in salary and benefit costs in administrative
divisions; augment of a Job Evaluation Adjustment Fund as per USW agreements and
funding of city-regulated water backflow infrastructure in each of next few years.

Central library expense will increase by $9M over the next five years. The increase is
primarily a result of an increase of $1.3M for library acquisitions and service
improvements in 2010-11 (and $2.5M thereafter) and projected increases in salary and
benefit costs.

Finally, tuition revenues for the growing number of doctoral stream students are flowed
directly back to the students generally for the first five years of any students' doctoral
studies. Academic divisions are directly responsible for graduate student support,
including tuition reimbursement and the minimum funding commitment.

VI. 2010-11 Budget

The previous section introduced a budget framework for the next five years. This section
describes the revenue and expense components of the 2010-11 budget in more detail.

VI.1. 2010-11 Revenue

Total revenue is projected to increase by 9.4%, from $1438M in 2009-10 to $1573M in
2010-11. In 2009-10 revenue was essentially flat relative to the prior year. When viewed
over a two-year period, and recognizing that 2010-11 includes a recovery from the prior
year, the increase in revenue averages 5% per year. The main assumptions underlying the
revenue projection are:

e Tuition fees in 2010-11 will rise by an average of 4.31% for domestic students and
6% for international students;

e The budget projections do not include funding for capital expansion;

e The provincial government operating grants will not include an inflationary increase;
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e The University is at risk of receiving discounted operating funding for undergraduate
enrolment growth over 2004-05, a shortfall of $16.3M;

e Enrolment in professional and doctoral stream Master’s programs is projected to
increase by 1940 eligible FTEs over 2004-05 levels and will be fully funded.
Enrolment in PhD programs is projected to increase by 715 eligible FTEs over 2004-
05 levels and will be fully funded.

e Funding from the provincial Access to Higher Quality Education Fund will increase
by $7M, equivalent to funds received in 2009-10;

¢ Investment income will increase to normal levels of $25M in 2010-11 as a result of a
slight increase in rates and a larger average capital balance;

e Income from other sources will increase by $2M, primarily as a result of increases in
application fee revenue and surcharges on unpaid fees;

e The projections used in this year’s budget assume a payout of $7.00 per unit in 2009-
10. Endowments support endowed chairs in the year in which the endowment is paid
out and student aid on a slip-year basis;

e Canada Research Chair revenue will decline to $36.6M resulting from the loss of
another six chairs,

¢ Funding of the institutional cost of research will remain constant at $29M;

e Divisional income has been adjusted to reflect prior-year actual income and is offset
by an equivalent increase in divisional expense. Divisional income is projected to
increase by $10M.

VI.2. 2010-11 Expenditures

Total expenditure is projected to increase by 9.4%, from $1483M in 2009-10 to $1573M
in 2010-11. Last year, funding for several initiatives was deferred due to the highly
constrained budget situation. Expenditures planned for 2010-11 begin to restore some of
these deficiencies.

A cost containment of $3.2M (2%) will be applied to the administrative divisions.
Academic divisions are responsible for their own increases in expense, including the cost
of compensation increases and they will implement internal cost containment measures
according to their individual circumstances. The allocation of resources across the
institution takes into consideration a balance between the rates of expenditure increase in
the administrative divisions vs. the academic divisions. The major factors contributing to
increases in university-wide expenditure (discretionary and non-discretionary) are:

Shared Infrastructure Costs

e Utility costs are projected to decrease by $1.1M. This is a result of improved utility
rates, lower interest rates and project costs on debt financing for the T8/chiller
replacement project and slightly lower consumption than projected a year ago;
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An additional $2.8M (of which $1M is one-time-only (OTO)) will be provided for
increased caretaking and maintenance costs. This increase will fund servicing of new
space and deferred maintenance, implementation of new regulatory requirements,
phased implementation of the electronic metering project as well as maintaining the
level of caretaking service for academic programs;

The first instalment of $4.8M OTO funds toward a new student system, commonly
referred to as NGSIS, will be funded;

Funding will be provided to prepare for the launch of the next major fundraising
campaign; $6.8M (of which $4.5M is OTO) will be allocated to fund increased
campaign staffing, marketing and campaign events and the first phase of replacing the
donor information system;

An additional $2.4M (of which $1.9M is OTO) will be allocated toward human and
information technology resources in research support services, including participation
in MaRS Innovation;

Pension deficit amortization remains at the previously approved level of $27.2M. See
Section I for further detail. This amount includes the pension deficit amortization for
both academic and administrative divisions ;

Debt service costs will increase by $1.5M to fund the purchase of 90 Queen’s Park;

The University’s internal insurance reserve fund will be replenished with an addition
of $0.4M;

Additional staff resources will be funded in Financial Services to support the
increasing complexity and volume of financial reporting;

As per the University’s agreement with USW, an additional $1.5M will be added to
the Job Evaluation Adjustment Fund;

Compensation costs in administrative and academic service divisions are projected to
rise by $6.8M. Increases are assumed to be as per negotiated agreements. Otherwise,
increases are assumed to be no more than CPI (~2%) for all agreements that have
expired and are already under negotiation, or that will expire and be renegotiated
during the course of the year

The standard benefit rate is 23.75% for appointed employees and 10% for non-
appointed employees. Compensation costs in 2010-11 will include a catch-up
adjustment of the standard benefit rate for 2009-10.

University-Wide Funds

This section includes both academic and administrative funds. A total of $2.4M has been
transferred to the academic divisions. Transfers to shared-infrastructure divisions are not
shown as the funds remain within the same cost bin.

Academic Initiatives Fund: This fund will close as signalled in last year’s budget
report;

Student Experience Fund: This fund will close as signalled in last year’s budget
report;
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e Provost’s Contingency: The sum of $1M will be transferred to the Provost’s
Contingency fund in 2010-11. This fund is primarily available to assist academic
divisions with unanticipated expenses.

e Other Provostial Funds: The Academic Recruitment and Retention Fund and the
Research Fund for principals, deans and directors will be replenished;

e Transitional Fund: An amount of $0.5M will be allocated to the Transitional Fund to
support academic divisions as they transition to managing resources under difficult or
changing budget circumstances.

e PhD Expansion Incentive Fund: This fund is intended to assist divisions in
achieving their targets for increased PhD enrolment and attracting top applicants
against increased competition. Funding is provided at the rate of $5,000 per year for
each BIU-eligible FTE above fall 2008 enrolment numbers. The level of funding
attained in 2011-12 will be maintained until 2014-15, provided enrolments continue
to be at or above 2011-12. Thus, in effect, 4-year funding will be provided for all PhD
enrolment increases during the period 2009-10 to 2011-12. This fund was originally
established to support both Master’s and PhD expansion and the fund balance was
$7.2M last year. The fund will decrease by $5.9M in 2010-11, leaving $1.3M to
support new PhD spaces.

e Academic Services Fund: This fund supports such services as libraries (other than
acquisitions) and academic computing. This fund will be increased by $0.7M.

e Graduate Expansion Services: This fund is used to extend shared services to support
graduate enrolment growth. This fund will be increased by $0.7M.

o [Information Technology: This fund is used to support IT needs across the University.
This fund will be increased by $0.7M.

o  Administrative Priorities Fund: The sum of $0.7M will be allocated to the
Administrative Priorities Fund for new initiatives in the administrative divisions.

e Academic Deficit Financing Fund.: This fund is described in full in Section IV of this
report

VIl. Budget Impact

Schedule 4 of the budget (see Appendix A) is provided as context and presents a high-
level view of the budget projections and an assessment of the impact of the budget
provisions on the University’s operations. It provides a summary of year-over-year
changes in revenue and expense, and shows the expendable funds available to the
divisions after accounting for projected increases in costs. This view is helpful in
assessing the extent to which expense containment measures are needed and how they
have been apportioned between administrative and academic divisions.

University revenues in 2010-11, excluding divisional income and funds that flow to other
institutions, are increasing by $123.8M over 2009-10. Expenditures on student aid from
the operating fund are expected to increase by $5M and total central expenses are
projected to increase by $28.6M before implementing the proposed cost containment of
$3.2M in central administrative divisions for 2010-11. The increase in expenditures
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includes increases in compensation in the administrative divisions, but does not account
for increases in the academic divisions. The incremental net revenue available to the
academic divisions in 2010-11 is $93.4M.

Academic divisions have many expenses they must fund from the incremental net
revenue available to them. At a minimum, increases in compensation costs, graduate
student support, capital debt-service support, and repayment of divisional accumulated
deficits are estimated to be about $52M in 2010-11 and $245M over the planning period,
based on the budget assumptions and the available enrolment and capital project
estimates. Additional funds totalling $12.2M must be set aside to fund deficit repayments
in 2010-11 and $43M over the planning period.

As described above in Section I, a number of alternative pension funding strategies are
being reviewed. Until a revised strategy is approved, the budget continues to include the
annual pension special payment amount of $27.2M, in accordance with the current
pension funding strategy as approved by Business Board. Once a new strategy is
approved the operating budget is expected be adjusted in 2011-12. In the meantime,
Appendix A, Schedule 4, line G provides one projection of the potential impact which
suggest an additional base commitment of $49M could be required, with some indexing
in outer years to reflect compensation increases. While the filing is not required until July
1, 2011 (absent any pension plan changes) the revised funding strategy may recommend
that funds be set aside starting in 2010-11.

After taking all of the above required and potential future expenditures into account,
academic divisions are left with a possible overall shortfall of almost $20M in 2010-11
and a total of $36M over the period. Thus, these are an estimate of the cost containments
that academic divisions will need to implement. The impact of budget projections varies
considerably from division to division.

VIIl. Divisional Allocations

This section describes the expense budgets for individual academic and administrative
divisions.

VIIl.1. Academic Divisions

The expense budget of an academic division consists of its net revenue plus its share of
the University Fund. The net revenue is equal to the sum of all the revenues attributed to
the division less its contribution to the University Fund, student aid and the cost of shared
services.

Schedule 5 of Appendix A provides a summary of the attributed revenues and expenses
to all academic divisions. It also shows the University Fund allocations and the resulting
expense budget subtotals for 2010-11. The final expense budget of each division is
determined after accounting for other adjustments and transfers, as detailed in Appendix
E.

Administrative Divisions

Expense budgets for administrative divisions are determined following a review process.
The recommended allocations take into account increases in the cost of compensation for
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2009-10 and the need for cost containment in 2010-11. As salary increases for 2010-11
are not yet known, they are not included in divisional budgets. The funds needed are held
centrally. The recommended allocations to administrative divisions for 2010-11 are
summarized in Appendix E.

Outer year allocations to administrative divisions will be reviewed annually by the
President, with advice from the Divisional Advisory Committee (DAC). In some cases
DAC recommends multi-year allocations.

IX. Capital Project Funding

Prior to 2001, academic capital projects were funded from a combination of campaign
donations, federal and provincial capital grant allocations, and the University’s operating
budget. Debt financing was restricted to resolving cash-flow shortfalls during the
construction of academic buildings. Debt was also routinely used to provide the majority
of the cost of residence construction where the debt service charges were recovered from
room rental revenue. The University Infrastructure Investment Fund (UIIF) was created
as the vehicle through which operating budget funds are allocated to capital projects.

Since 2001, it became clear that the traditional sources of funding were no longer
sufficient to meet the capital construction demands driven by research initiatives and
enrolment expansion. The 2001 update to the Long-Range Budget Guidelines (1998-
2004) provided $30M of funding to the UIIF in each of 2001-02, 2002-03 and 2003-04 in
the form of loans, with the debt service costs charged to the operating budget. Funding
shortfalls in individual project budgets, after deployment of government, campaign and
UIIF funding, were to be the responsibility of the occupying divisions. This was the first
recognition that capital construction of academic buildings could no longer be funded on
a cash basis and that the use of debt financing would be necessary in the future. The
Guidelines also argued for the evolution to a budget for expenditures on capital projects
separate from the Operating Budget, but where the Operating Budget would be one
source of revenue for the debt service charges associated with these projects.

Capital Funds Summary

This report on capital projects and the associated borrowing is intended to provide a
comprehensive summary, encompassing construction projects for academic and
administrative divisions, residences, parking garages and space for student activities.
Capital projects are approved separately and are presented in this report for information
only. All capital projects approved by Governance have been incorporated in this
summary, including those where the approval to proceed is conditional on raising
campaign donations.

Table 1 in Appendix D, depicts the total current costs of all approved capital projects to
date. It illustrates the past and the most recently approved capital requirements for all
academic, non-academic and ancillary projects and outlines their major funding sources.
The total approved project costs at the beginning of 2009-10 amounted to $1.34B. The
University of Toronto will undertake approximately $217M in new capital projects,
raising its total capital project costs to $1.56B.
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Table 2 presents a detailed summary of the most recently approved capital projects,
showing various sources of funding. Of the total $217M in new projects, $35M will be
funded from the divisional operating budgets, and $182M from other sources such as
donations and the provincial government. The table also shows the approved borrowing
related to new capital projects, totalling $13.5M.
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Appendix B

Revenue and Expense Assumptions
Long Range Budget Guidelines 2010-11 to 2014-15

1) Provincial Operating Grants and Enrolment

a. Undergraduate Enrolment and funding

Over the next five years, the University plans to decrease undergraduate enrolment by 271
student FTEs relative to 2009-10. Arts and Science at St. George plans to reduce
enrolment by 411 FTEs and UTSC plans to reduce by remain relatively constant. This is
offset by a planned increase of 698 FTEs at UTM. Applied Science and Engineering is
projected to reduce undergraduate enrolment by 638 FTEs to 3,954 as part of a strategy to
rebalance the undergraduate and graduate mix. Enrolment in professional faculties is
projected to increase by 76 FTEs to 7,743 FTEs.

It is estimated that there will be a significant shortfall in the provincial undergraduate
Accessibility Grant and that funding for enrolment increases over 2004-05 will be
discounted by 44% for the next two years. A revenue contingency of $16.3M in 2010-11
and $16.6M in 2011-12 is planned.

b. Graduate Enrolment and funding

Graduate enrolment expansion plans have been revised to reflect actual enrolment to date
and updated divisional plans. The University recently received permission from MTCU to
exchange some PhD spaces for additional Master’s spaces. It is assumed that the Ministry
will provide full funding for graduate expansion up to the revised end-state targets. The
total planned increase in 2010-11 is 2,976 total FTEs, relative to 2004-05. This is
composed almost entirely of domestic FTEs, with planned growth of only 11 international
FTEs. Total Master’s FTEs are projected to be 7031 by 2013-14. Total PhD FTEs are
projected to be 3854 by 2013-14.

c. Other grants

The University received an additional $6.9M from the provincial quality envelope in
2009-10. It is assumed this level of funding will continue in outer years. No significant
changes are assumed in other funding envelopes.

2) Tuition Fees

a. Domestic

Tuition fees are assumed to increase by 4.31% on average in 2010-11. In the absence of a
new government framework beyond 2009-10, the current multi-year tuition framework is
assumed to continue in the outer years.

b. International

Tuition fees are assumed to increase by 6% on average in 2010-11. Arts and Science,
Engineering, Nursing, OISE/UT undergraduate international fees are projected to increase
by 10% in 2010-11 and 2011-12. Commerce and BBA undergraduate international fees
are projected to increase by 8% in 2010-11 and 10% in 2011-12. Management, Computer
Science, CCIT and Bioinformatics will increase by 10% in 2010-11 and for 2011-12.
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Appendix B

Revenue and Expense Assumptions
Long Range Budget Guidelines 2010-11 to 2014-15

3) Investment Income

It is assumed that investment income will increase to $25.6M in 2010-11 and to $34M by
the end of the period. The forecast is based on a return assumption of 2.31% in 2010-11,
rising to 3.64% by the end of the period. Average capital balances are estimated at $1.1B
each year.

4) Other Income

Other income includes primarily service charges on unpaid fees and application fees.
Service charge revenue is projected to increase at the same rate as tuition fees. Application
fee revenue projections are based on application projections.

5) Endowment Revenue for Chairs and Student Aid

Given the cancellation of the 2009 endowment payout the University is aiming to set the
2010 payout rate as high as possible, consistent with prudent management of the
endowment and with the endowment spending policy that provides for a spending
allocation between 3% and 5% of the market value of the endowment pool. A floor of
$5.00 per unit has been announced. It is anticipated that the payout will be higher than this
as a result of continuing improved market conditions. The payout rate per unit will be
determined and announced in March 2010 and the actual distribution will occur just prior
to year end at April 30, 2010, following the normal process. The budget assumes a payout
rate of $7.00 per unit in 2010, resulting in revenue of $41.8M flowing to the operating
budget. Endowment revenue flowing to the operating budget is projected to rise to
$52.6M by the end of the period.

6) Provincial Scholarship Grants

This revenue line includes Ontario Graduate Scholarships and Aim for the Top
Scholarships. Revenue is projected to decrease by $0.5M from the 2009-10 level of
$11.2M.

7) Canada Research Chairs

The University’s share of CRCs has dropped by 6 to a total of 249 chairs. It is assumed
this level will remain constant.

8) Indirect Cost Recovery (IDC)

a. Indirect cost recovery from provincial and industrial grants and contracts is projected
to remain constant at $8.2M for 2010-11 and beyond.

b. Projected federal IDC revenue is assumed to remain constant at $20.7M for 2010-11
and beyond.

9) Divisional Income

Divisional income has been adjusted in 2010-11 to reflect prior year actual income. It is
projected to increase by 2% each year.
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Revenue and Expense Assumptions
Long Range Budget Guidelines 2010-11 to 2014-15

10) University-wide Student Aid

a. Student aid amounts have been assessed to ensure sufficient funding to meet the
Student Access Guarantee and the University’s Policy on Student Financial Support.

b. Student aid is supported by both operating and endowed funds. It is projected that in
2010-11 student aid funded by the endowment will be $28.2M, $13.2M will be funded
through OGS, OGSST and Aim for the Top Scholarships and $48.4M will be funded
from the operating budget. Another $4.5M will be funded from prior year savings and
new expendable donations.

11) Flow-through to other institutions

The University receives grant and /or tuition revenue on behalf of other institutions for the
CRC program, the joint programs with colleges and the Toronto School of Theology.
Funds are flowed directly to these institutions when they are received.

12) Federated Block Grant

Payments to the federated colleges are projected to increase by $1.0M in 2010-11 and
$0.5M in each the next four years. These payments include both annual funding as per the
memorandum of agreement plus phased-in adjustments.

13) Utilities
Utility costs are projected to decrease by $1.1M in 2010-11 as a result of a reduction in
debt financing costs for the T8&/chiller project, favorable gas and oil rates and slightly
lower electrical consumption than previously estimated. Costs are anticipated to increase
on average by $1.8M in each of the next four years as rates increase and new or expanded
buildings come on-line (Rotman expansion, Student Commons, Goldring Centre for High
Performance)

14) Pension Deficit Amortization

Annual amortization continues at $27.2M a year. The deficit in the combined pension
plans exceeds $1 billion. The unfunded position has deteriorated for the second year in a
row. There are a number of issues that continue to cause concern, including current
solvency deficit funding requirements, potential volatility in investment returns over the
coming years as the global economy deals with the fallout from the financial crisis, the
potential need to make payments into the RPP, and whether we will meet the long-term
return expectations given financial market trends.

The next required filing of the actuarial reports (absent of any plan changes) is July 1,
2011. At this time, based on current legislation and regulation, it is expected that the
University will be required to contribute significant additional funding into the registered
plans. In 2004-05 the University began setting aside $26.2M annually from the operating
budget to amortize the deficit in the pension fund over fifteen years and to provide a
reserving strategy. This was approved by Business Board as part of the pension funding
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strategy at that time. Since the funding strategy was adopted in 2004 there have been a
number of plan amendments and by 2006-07 the annual amount was increased to $27.2M,
which is the level currently reflected in the budget. From this allocation, the University
this year made an annual special payment of $14.8M to the registered pension plan with
the balance of $12.4M set aside in a pension reserve.

15) Facilities and Services: Caretaking and Maintenance

Funding has been provided to maintain the level of caretaking and maintenance and to
meet regulatory requirements on the St. George campus.

16) Utilities Infrastructure Reserve

The third and final allocation to the funding of the utilities infrastructure reserve has been
provided in 2010-11. The 2009-10 installment was suspended. This will create a $3.5M
annual fund.

17) Operating Fund Debt Service Support of Capital Budget

An additional allocation of $1.5M in 2010-11 has been provided to fund debt service on
the purchase of 90 Queen’s Park. It is projected that debt service costs will increase by
$0.5M in each of the next four years as additional purchases are funded.

18) Library Acquisitions and Services

Additional funding of $1.25M has been provided to support library acquisitions and
services in 2010-11.

19) Shared Infrastructure Investments

Requests for additional funding for the shared-infrastructure portfolios are submitted
annually as part of the multi-year planning process. Allocations are approved by the
President, taking advice from the Divisional Advisory Committee, and taking into
consideration high priority needs and new revenues available to the University. Funding
allocations include support for a new student information system, investment in resources
to support the launch of a major fundraising campaign and renewed research services
infrastructure.

20) Compensation: salaries and benefits for administrative/ academic service divisions

21) Compensation increases for all university employees are assumed to be as per negotiated
agreements. Otherwise, increases are assumed to be no more than CPI (~2%) for all
agreements that have expired and are already under negotiation, or that will expire and be
renegotiated during the course of the year

The standard benefit rate will increase to cover the costs of negotiated benefits to 23.75%
for appointed employees and will remain at 10% for non-appointed staff.
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22) Expense Containment

An across-the-board reduction in expenditures on central services will be applied,
amounting to 2% of the relevant base in 2010-11 and beyond. A 2% cost containment is
assumed in each of the outer years.

University-Wide Funds

23) Academic Initiative Fund: This fund will close as signaled in last year’s budget report.
24) Student Experience Fund: This fund will close as signaled in last year’s budget report.

25) Other Provostial Funds: Periodically the Academic Recruitment and Retention Fund and
the Research Fund for principals, deans and directors must be replenished;

26) Provost’s Contingency Fund: $1M in additional funds has been allocated to the
Provost’s Contingency in 2010-11 and an additional $2.5M over the remaining four years.
These funds generally flow back to academic divisions to meet unanticipated needs.

27) Transitional Funding (Academic): An additional $0.5M has been allocated to the
Transitional Fund in 2010-11 and $0.9M over the remaining four years to continue to
support academic divisions in transition.

28) Prior year distribution of academic funds to divisions: Base allocations to the
academic divisions must be removed from the funds and added to the University Fund
total of a division the year following the allocation. In 2009-10 $2.4M was allocated to
academic divisions.

29) PhD Expansion Incentive Fund:
In total, $7.3M was available in 2009-10 for the final year of the Graduate Expansion
Incentive Fund, which was a fund that covered both Master’s and PhD growth. The fund
will be converted to a PhD-only fund and will be reduced by $5.9M in 2010-11. The
remaining $1.4M will be distributed to academic divisions based on doctoral enrolment
growth toward graduate expansion targets.

30) Academic Service Initiatives Fund: This fund supports such services as libraries (other
than book and electronic acquisition) and academic computing. There will be a base
allocation of $0.7M in 2010-11, and $3.0M over the remaining four years.

31) Graduate Expansion University-wide Services: This fund was created to support
university wide services associated with the expansion, including library support,
information technology, SGS, student services, student experience. An additional $0.7M
has been allocated to the fund in 2010-11 and $1.8M over the remaining four years.
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32) Information Technology Initiatives and Upgrades: An additional $ 0.7M in base has
been allocated for administrative information technology in 2010-11. As revenues are
projected to increase, allocations of $1.8M will be made over the remaining four years to
support improved information technology. This fund does not include funds for the new
student system which is addressed in assumption # 19.

33) Administrative Priorities Fund: The purpose of this fund is to support unanticipated
high-priority needs in various Vice-Presidential portfolios. An additional $0.7M has been
allocated in 2010-11 and $3.0M over the remaining period.

34) Academic Deficit Financing Fund: As a result of the cancellation of the 2009
endowment payout, a deficit financing fund of $45M fund was created in 2009-10 to assist
academic divisions in meeting their financial commitments, in particular student aid.
Academic divisions accessed the fund as needed, resulting in a total draw on the fund of
$17.8M. The balance of $27.2M will be applied to the accumulated deficit in 2009-10.
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