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For the past two decades, the University’s budget was prepared based on five- or six-year
planning cycles. A new cycle started when the previous cycle ended, sometimes sooner
if financial circumstances changed significantly. Last year’s report provided long-range
budget guidelines for the period 2007-08 to 2011-12. At the same time, it signalled that
the University intended to begin using a rolling, five-year, budget-planning window. The
proposed approach is described in Section I.

Consistent with the new approach, this report introduces the proposed Long-Range
Budget Guidelines for the five-year budget cycle 2008-09 to 2012-13 and the detailed
annual budget for fiscal year 2009. The Guidelines also constitute the framework in
which the University’s budget will be prepared for fiscal years 2010 to 2013.

Section II of the report describes the fiscal context in which the Guidelines have been
prepared. The remainder of the report describes the budgetary assumptions, the budget
guidelines for the next five years, the budget details for 2008-09 and the divisional
allocations.

The University implemented a new internal budget allocation model in 2007-08. The
new model and the transition process are described in Section III. Under the budget
model used prior to 2007-08, cost containment measures were implemented by
introducing an across-the-board expense control measure for all academic and
administrative divisions. This process is unnecessary under the new budget model.
Section VII on Budget Impact describes the approach to cost containment according to
the new methodology.

I. Planning Cycle

Over the last few decades, long-range budget planning at the University of Toronto was
based on a fixed budget cycle. At the beginning of a cycle, revenue and expense
projections were prepared for a period five or six years forward. These projections were
updated in subsequent years, but no projections were prepared past the end of the cycle
until a new cycle was started. Thus, the number of years for which projections were
prepared became smaller as the cycle progressed. Governing Council policy required a
balanced budget in the final year of the cycle and the accumulated deficit to be within
1.5% of gross revenue by the end of the cycle.

The fixed-cycle approach is somewhat inflexible when the financial circumstances in
which the University finds itself are changing rapidly. Often, it was felt necessary to start
a new planning cycle before the previous cycle ended, and deficit containment was
deferred. Furthermore, under the new budget model, the University and each of its
divisions need to look several years forward to properly assess their financial
circumstances. Revenue and expense patterns change as divisions update enrolment
plans, as tuition levels change, and so on. The availability of projections over a
reasonably long horizon is needed to inform decisions on long-term commitments, such
as hiring faculty and staff.
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It is proposed that starting in fiscal 2009 the University adopt a budget planning policy
based on a five-year rolling window. Each year, the budget assumptions used in the
Budget Guidelines of the year before would be updated and new assumptions prepared
for one additional year. Revised revenue and expense projections would then be prepared
for the new cycle based on these assumptions. This approach should provide a more
realistic horizon for the University for the purpose of planning and decision making in a
fast-changing environment.

Surplus/Deficit Management

One of the important features of the fixed budget cycle previously used is that it provided
a framework for setting targets for the University’s in-year deficit and for the
accumulated deficit over the planning period. As mentioned, according to Governing
Council Policy, the University was required to exit each planning period with a balanced
budget and an accumulated deficit that did not exceed 1.5% of gross revenue.

The proposed mechanism for deficit management under the new budget model and the
rolling-window planning cycle would require that the accumulated deficit be reduced to
zero by the end of any five-year planning period. This implies that the average annual
surplus/deficit over the five years of the planning period must be zero or positive. Most of
the time, the University will plan on the basis of a balanced budget. A deficit may be
allowed in some years to facilitate planning, recognizing the fluctuations that often occur
in enrolments, government grants, investment income, etc. When this happens, the
University must plan surpluses in subsequent years to ensure that the average over the
five years is zero or positive to reduce the accumulated deficit to zero.

Under the new budget model, the University’s budget is prepared as an aggregation of the
expense budgets of individual divisions. Budget plans for the divisions are reviewed and
approved annually by the President and the Provost, with the assistance of appropriate
advisory committees. The deficit or surplus in the University’s integrated budget is a
result of the aggregated plans of individual divisions. These tighter management control
mechanisms make it possible for the University to operate with a balanced budget in the
manner described above.

Il. Fiscal Context

The primary sources of revenue for the University of Toronto are the Provincial
government grant and tuition fees, both of which are a function of student enrolment. We
have experienced a period of over fifteen years in which enrolments on the three
campuses increased significantly. The concomitant increase in revenue has helped
mitigate somewhat the impact of the lack of growth in per-student government funding
relative to inflation during that period and of the government-imposed constraints on
tuition fees.

Demographic projections anticipate a continuing rise in demand for university places,
particularly in the GTA. However, no substantial increases in undergraduate enrolment
are planned at the University of Toronto for the next five years. The University is
planning to increase graduate enrolment by about 40%. These plans are a result of the
academic planning process, the funding opportunities arising from the Province’s
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Reaching Higher plan, and space availability on the three campuses. However, it should
be noted that while graduate expansion will increase revenue, it will also increase
expenditures to educate and provide financial support for students. It does not necessarily
increase the expendable funds available to the University.

Tuition and Provincial Grant

Historically, the provincial grant represented the largest portion of the University’s
revenue. With the full onset of the economic recession in 1992 through 1994, operating
grants were frozen and then reduced. Tuition fees increased by 8 to10 per cent annually
to partially compensate for the loss of grant revenue.

In 1995 the University experienced a further loss of $54 million in government grants.
Again, as a partial offset to the loss of grant revenue, the 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.

The University’s operating grant revenue has risen to $565M in 2007-08, mostly as a
result of the introduction of a number of 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 absolute terms by over 5% and in real terms by almost 30% relative to 1992-93.

The drop in the Provincial grant has dramatically altered the size and composition of the
operating budget. Government grants now represent about 42 per cent of total University
revenue, down from 70 per cent in 1991-92. Tuition revenue has doubled in proportional
terms, from 16 per cent to 35 per cent of the total. The practical effect of the Government
funding policy 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.

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 subsequent years.

In 2006-07, the Government introduced a tuition framework for tuition and student aid,
which 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 University’s policy on
accessibility, which 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.”
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In accordance with this commitment, expenditures on student aid have increased
dramatically, from $7.7 million in 1991 to $115 million in 2007-08, making the
University of Toronto one of the most accessible in the country.

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; namely Canada
Research Chairs, the indirect 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. A number of
research chairs is 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 redistribution of funding in the
program, the University has lost 11 of its chairs, effective 2008-09.

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 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 indirect 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. The government started to provide IDC
funding in 2001-02. The effective rate for the University of Toronto is slightly less than
20%. This is currently contributing about $20M to the University’s operating budget,
which, while helpful, continues to be considerably short of the actual full costs of
research.

The Federal Government supports graduate students by providing fellowships directly to
graduate students 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 other forms of student support that the Federal Government provides, including
student aid under the Canada Scholarship program.

Other Sources

There are several other sources of revenue at the University of Toronto, including
endowment payout, interest income, application fees and divisionally-generated income.

The University of Toronto has been successful in its fund raising efforts, with a total
endowment that is now well in excess of $1.8B. Endowment income is highly targeted.
Most of this income is directed to student aid and to the support of Endowed Chairs.
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Endowment revenue, though important, is still a modest component of total University
operating revenue, representing about 3%.

In addition to the long-term returns reflected in the endowment revenue, the University
also receives interest on short- and medium-term investments. These tend to be rather
small as a percentage of total operating revenue (about 1.5%), and fluctuate 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
support. This is a valuable source of revenue because of its flexibility but such activities
are coupled with expenses.

Together, these sources now represent about 17 per cent of the revenue base. As a result,
the University is much less dependent upon a single dominant source of revenue, but at
the same time is exposed to a wider array of risks such as stock market performance.

Illl. New Budget Model

The University of Toronto adopted a new approach to budgetary allocations, which was
used for the first time for the 2007-08 fiscal year. The new approach and the reasons for
its adoption have been recommended by a Provostial Task Force that was struck in April,
2004 and presented its final report in February, 2006, and have been the subject of
extensive discussions and consultations across the University over the past four years.
The report of the Task Force, the Provost’s response and related material are available on
the Provost’s web page, at http://www.provost.utoronto.ca/English.

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 new
budget model. To best support the university’s academic priorities, the new 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 creating incentives for 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 new model introduced a simple methodology for attributing revenues and the costs
of shared services to all divisions. According to this model, a major portion of the
budgetary allocation to an academic division is its Net Revenue, which is equal to its
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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 the allocation a division receives from the
University Fund. This allocation is entirely non-formulaic, and is intended to provide
funding in support of the university’s academic priorities. In part, 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 costs. For example, no transaction accounting is used to attribute the cost
of a particular service. Instead, revenues and costs are attributed using simple, 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. They
include such parameters as number of students, number of faculty, space area occupied,
etc.

A detailed description of the methodology used in the new budget model and the revenue
and cost drivers used in the attribution process can be found on the Provost’s web page
mentioned above.

An essential component of the new 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 committees have been established, the first
for shared services and the associated university-wide costs. The second is a review of
the expense budgets of the academic divisions.

Each service division prepares a multi-year budget plan for their service offerings. These
plans are reviewed by the Budget Planning and Priorities Committee (BPP), which is a
committee chaired by the President. The purpose of the review is two-fold. The first is
to ensure that any proposed changes in service are aligned with the needs and priorities of
the academic enterprise; the second is to establish spending priorities and to ensure that
all possible cost reductions have been examined. Recommendations for funding
allocations to the service divisions are prepared based on these reviews. The work of this
committee will be supported by several advisory committees that each service unit
establishes.

Budgetary plans for the academic divisions are reviewed by a Provostial advisory
committee. Each 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. Similarly, expense
projections take into account, cost increases, changes in faculty and staff complement,
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and so on. The academic reviews inform the approvals of academic appointments and
lead to recommendations on the allocation of the University Fund as well as any other
special allocations that may be needed from the University’s academic reserve funds. The
review also identifies capital priorities and supports the development of advancement
priorities.

The review processes, whether for academic or for administrative divisions, amount to a
higher level of engagement by all members of the senior University 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 division based on its own circumstances.

The review process also promotes a better alignment of the University-wide services
provided and the needs of the academic divisions. The involvement of members of the
senior administration in the budget and review processes should lead to a deeper
understanding of the nature of the University’s expenses and where and how savings may
be realized.

Transition to the New Model

The new budget model differs significantly from the model that has been in use for
budgetary allocations at the university prior to 2007-08. Hence, it was essential to
develop a smooth transition process from the old model to the new model. Two
important criteria guided this process:

e that no division experiences a sudden change in its budget as a result of the
transition, and

e that historical integrity is maintained.

The latter of these guidelines meant that funding allocation decisions made in previous
years should not be changed simply as a result of the transition to the new budget model.

The transition process that was adopted and used was based on the preparation of a
“Shadow Budget” for fiscal year 2006-07 based on the new model. The actual budget for
that year was presented to and approved by Governing Council in the spring of 2006
based on the old budget model. The Shadow Budget was prepared under the new model
in such a way as to yield exactly the same budgetary allocation to each division as that
division has received under the old model. This was possible because of the flexibility
afforded by the University Fund. Each division received a University Fund allocation in
the Shadow Budget that brought its net expense budget in 2006-07 to the same level as its
actual budget.

The University Fund allocation made in the Shadow Budget captures the aggregated
history of budgetary allocations to each division, represented in the language of the new
budget model. To maintain historical integrity, it will be used as a reference in making
future University Fund allocations, and as such, has been dubbed the University Fund
Reference Level. Barring extraordinary circumstances, no division will receive a
University Fund allocation in future years that is lower than its Reference Level.
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Preliminary calculations of the Reference Level for each division were first made based
on the budgeted revenues and expenses for 2006-07 and were included in the Budget
Report of 2007-08. Actual revenues and expenses for that transition year became known
in May of 2007, after end-of-year accounting was completed and the University’s
financial report for 2006-07 was released. Because of their important role as a record of
the budget history of the academic divisions, the Reference Levels for University Fund
allocations were updated based on end-of-year results. The final values are given in
Appendix A.

IV. Long Range Budget Guidelines

The University is entering the 2008-09 budget year with an accumulated deficit of $55M.
The budget framework proposed for the next five years is based on a balanced budget
each year, including a payment schedule that would reduce the accumulated deficit to
zero by 2012-13.

Projected revenues over this five-year budget cycle remain highly constrained. The
Provincial government has not announced any changes in the funds available for post-
secondary education. As a result, the University will continue to receive discounted
funding for undergraduate enrolment increases since 2004-05. The long-awaited increase
in funding for the full cost of research has not materialized, and limited new scholarship
funding is being provided, either provincially or federally, to support graduate expansion.

Achieving a balanced budget under these circumstances requires significant reductions in
expenses, both in the administrative and academic divisions. As pointed out earlier, cost
containment measures are no longer implemented across the board. Instead, each
academic division has developed its own cost containment plan as part of the budget
planning and review process described in Section III above. For administrative divisions,
a blend of individual plans and across-the-board reductions is being recommended.

Budget Framework

The budget schedules are given in Appendix B. Budget projections for the period 2008-
09 to 2012-13 are given in Schedules 1 to 3. An analysis of the impact of the budget on
the University 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 Section V, and a complete list is given in Appendix C.

Appendix D provides more detailed information on the University’s contractual
commitments. 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. All expenditures are subject to review by
the Budget Planning and Priorities Committee.
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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 are projected to increase by $289M over the next five years — an average of
4% 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 modest increase of
about $40M is projected for the operating grant over the next five years, which is
primarily due to graduate expansion. During the same period, tuition revenue is
projected to increase by $216M. Revenue from tuition and provincial operating grants
contribute about 77% of total operating revenue.

Divisional income, which consists of revenues collected directly by the academic
divisions, is the next highest contributor to University revenue, representing about 12%.
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 revenue is assumed to increase with inflation.

According to the new budget model, 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

There is considerable uncertainty about government funding. With no additional grant
revenue, the University continues to be forced to apply stringent 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.

Flow-through of 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 Grant and tuition revenue flowing to colleges with which the University offers joint
programs.
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Shared Services

This section includes the central funds that support university-wide 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, computing services, etc;

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

Central library expense, including acquisitions and operating expenses; and

Federated block grant, which supports services in the Federated Colleges

Academic Divisions

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

Divisional expense budgets: These make up the bulk of the funding provided to the
academic divisions from the operating budget. Under the new budget model, these
consist of each division’s net revenue and an additional allocation from the
University Fund, as described earlier.

In the case of UTM and UTSC, their expense budgets include their academic
budgets, which are equivalent to those provided to all other Faculties. They also
include funding 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% has been used to support campus-wide services.

Academic funds: These are funds held centrally to be allocated to the academic
divisions for specific purposes, usually on a competitive basis. Some funds are
used to facilitate transitional changes at times of severe budget difficulties or
significant academic restructuring. The academic funds include the Academic
Initiatives Fund, the Transitional Fund, the Provost’s Contingency Fund, the
Student Experience Fund, and the Graduate Expansion Incentive Fund.

Pension amortization expense: This is the academic divisions’ share of the total
pension loss amortization payment made by the University. The share of this
payment belonging to the administrative divisions is included in the cost of shared
services described above.
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Accumulated Deficit Repayment

The University entered the 2007-08 fiscal-year with an accumulated deficit of $66.3M,
and a planned in-year balanced budget. The University has made a deficit repayment of
$11.2M in 2007-08. Hence, the projected accumulated deficit at the end of 2007-08 is
$55.1M. The budget plan allocates a repayment of $11.2M each year over the next four
years, and a final payment of $10.3M in 2012-3, to reduce the accumulated deficit to zero
by the end of the planning cycle, as prescribed in Section I above.

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 D. All expenditures, including contractual, are now subject to
review by the Budget Planning and Priorities Committee.

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

o Funding for Administrative/Academic Service Divisions: Under the principles of
the new 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 will continue to be funded for administrative
and academic service divisions as these divisions do not generally generate revenue.
Funding for library acquisitions is also included in this section. A cost containment
measure will be applied to administrative divisions as a result of cost constraints
across all divisions in the University.

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. Allocations to major projects
from the Academic Initiatives Fund come before Governing Council separately for
approval.

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 III of
this report.

Page 11 of 75



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 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 (AIF, SEF, Transitional, Contingency)

University-wide general

Legal fees, memberships, insurance, debt service

Schedule 4 — Budget Impact

Schedule 4 presents an alternative 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 2008-09. 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.
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V. Planning Assumptions for 2008-2013

A complete list of updated assumptions on revenue and expense is given in Appendix C.
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. Enrolment increases will primarily
take place at the graduate level. The University’s graduate expansion calls for an
increase of 4400 FTE (Full-Time Equivalent) students over the planning period. Full
funding for the University’s graduate expansion plans is assumed. Undergraduate
enrolment is projected to increase by 100 students over the same period. This is the net
result of a reduction in domestic undergraduate enrolment of 1100 students and an
increase in international undergraduate enrolment of 1200 students. Full average funding
for undergraduate expansion beyond 2004-05 is discounted by approximately $4M

in 2008-09. It is assumed that funding will continue at this level until the final year of the
budget period, when enrolment is projected to decrease further.

Tuition fee increases are assumed to be 4.27% on average for domestic students and
about 6% for international students each year.

The Federal government has made changes to the allocation of Canada Research Chairs
and the University’s allocation has been reduced by 11 chairs. Projected revenue has
been adjusted accordingly.

Total revenue from indirect cost recovery on research grants and contracts is projected to
remain essentially constant over the planning period. No assumptions have been made on
increases in the IDC rate. The provincial Research Performance Fund will be terminated
in 2008-09. However, the Ministry of Research and Innovation has indicated a
commitment to funding indirect costs at 40%. The net effect is a slight reduction in
provincial funding.

Student Aid

The University remains committed to its Policy on Student Financial Support and to the
provincial government’s Student Access Guarantee. Expenditures on student are
estimated to rise by $4.3M in 2008-09 and by an average of $2M a year after that. The
remainder of the student-aid budget is derived from government scholarship grants and
allocations made by the divisions from their expense budgets.

University-wide Expenditures

Compensation increases for all university employees are assumed to be as per negotiated
agreements. Beyond that, increases are assumed to be equal to CPI plus merit.

Occupancy costs are projected to increase an average of 4.5% per year over the next five
years. The increase is primarily a result of:

e utility costs, which are projected to remain unchanged in 2008-09 as a result of a
decrease in utility prices offset by growth in volume. Utilities are projected to
increase by 3% each year thereafter.
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e an allocation of funds over the next two years to improve the level of caretaking
service;

e the continuation of building a utility infrastructure reserve over the next two years

e projected increases in salary and benefit costs (salary increases based on negotiated
agreements, otherwise CPI plus PTR or merit);

The costs of shared services and other general expenses are projected to increase an
average of 3.4% per year over the next five years. The increase is primarily a result of:

e continuing support for shared services associated with graduate expansion and
student experience

e projected increases in salary and benefit costs in administrative divisions;

Central library expense will increase by $12M over the next five years. The increase is
primarily a result of:

e approximately $1.1M per year for library acquisitions:
e projected increases in salary and benefit costs

Consistent with the methodology of the new budget model, no further base allocations
will be made from the Academic Initiatives Fund. Instead, multi-year one-time-only
allocations will be made according to the needs of each project.

VI. 2008-09 Budget

The previous section introduced a budget framework for the next five years. This section
describes the revenue and expense components of the 2008-09 budget in more detail.

VI.1. 2008-09 Revenue

Total revenue is projected to increase by 5.2%, from $1,334M in 2007-08 to $1,404 in
2008-09. In addition, the 2008-09 budget includes $12M of provincial scholarship grants
that have flowed to the University in prior years but had not been included in the budget
before. Total revenue for 2008-09 is projected to be $1,416. (The 5.2% increase excludes
the impact of the inclusion of government scholarship grants.)

The main assumptions underlying these projections are:

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

e The provincial government operating grants will not include an inflationary
increase.

e The University will receive discounted operating funding for undergraduate
enrolment growth over 2004-05, a shortfall of $4.3M

e Enrolment in professional masters and doctoral stream programs will grow by 2321
eligible FTEs over 2004-05 levels.
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e Funding from the provincial Access to Higher Quality Education Fund remains
constant.

e Clinical Education funding of $3M is included in the budget.

e Tuition fees in 2008-09 will rise by an average of 4.27% for domestic students and
6.6% for international students.

e Investment income will increase by $3M in 2008-09 as a result of an increase in
average capital available, offset by a decrease in returns from UTAM invested
funds and in other short-term investment rates.

e Income from other sources will increase by $0.6M, primarily as a result of increases
in application fee revenue.

e Canada Research Chair revenue will decrease by $1.9M as a result of a re-
allocation of chairs by the federal government.

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
decrease by $1M, as a result of a projected increase of $14M, offset by a decrease
of $15M due to the transfer of services previously offered through IMG-Ontario
now being provided by CEHPEA and HealthForceOntario's Access Centre for
Internationally Educated Health Professionals.

VI.2. 2008-09 Expenditures

Total expenditure is projected to increase by 5.2%, from $1,334M in 2007-08 to $1,404
in 2008-09. In addition, the 2008-09 budget includes $12M of provincial scholarship
grants that have flowed to the University in prior years but had not been included in the
student aid budget before. Total expenditure for 2008-09 is projected to be $1,416. (The
5.2% increase excludes the impact of the inclusion of government scholarship grants.)

This is after a $4M (2.8%) cost containment has been applied to the administrative
divisions. Under the new budget model, academic divisions are responsible for their own
increases in expense, including salary increases. They will implement internal cost
containment measures according to their individual circumstances. The major factors
contributing to increases in university-wide expenditure are:

Shared Services

e Utility costs are projected to remain constant. This is a result of increased load,
offset by favourable rates.

e The University continues to build the utilities infrastructure reserve, with an
addition of $1.3M

e An additional $2.4M is provided for increased caretaking and annual maintenance
costs, resulting from new space as well as planned improvements in caretaking
service for academic programs.
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An allocation of $0.8M is made toward deferred maintenance.

Pension deficit amortization remains at the 2007-08 level of $27.3M. This amount
includes the pension deficit amortization for both academic and administrative
divisions.

Compensation costs in administrative and academic service divisions are projected
to rise by $4.3M. Salary increases are assumed to be as per negotiated agreements.
Otherwise they are assumed to be CPI (2%) plus merit. The standard benefit rate is
22.5% for appointed employees and 10% for non-appointed employees.

University-Wide Funds

This section includes both academic and administrative funds. Note that previous
budgetary allocations of $7.4M from these funds have been transferred to academic
divisions. In addition, transfers have been made from funds to shared-service divisions.

Academic Initiatives Fund: The University continues its academic planning
initiative, guided by Stepping Up. No new awards have been made from this fund
for 2008-09

Student Experience Fund: The Student Experience Fund will increase by $3.3M in
2008-09. This fund is intended to support both university-wide and divisional
initiatives that aim to create a better learning environment and to enhance first-entry
student life in general. The total funds available in 2008-09 are $9.9M.

Provost’s Contingency: The sum of $3M will be transferred to the Provost’s
Contingency fund in 2008-09. This fund is primarily available to assist academic
divisions with unanticipated expenses.

Transitional Fund: An amount of $3M is allocated to the Transitional Fund to
support academic divisions as they transition to managing resources under difficult
budget circumstances.

Graduate Expansion Incentive Fund:  This fund is intended to assist divisions
achieve their targets for increased graduate enrolment and attract top applicants
against increased competition. An allocation of $6.2M is made based on projected
enrolment increases.

Academic Services Fund: The sum of $1.5M will be transferred to the Academic
Services fund from general university revenue in 2008-09. This fund supports such
services as libraries (other than book acquisitions) and academic computing.

Graduate Expansion Services: The additional amount of $1.9M will be used to
extend shared services to support graduate enrolment growth.

Information Technology: An additional amount of $2M is allocated to this fund to
support University-wide information technology initiatives and upgrades, such as
the electronic classroom project, the learning management system and the
implementation of Exchange In addition, the University will be creating the
position of a Chief Information Officer in 2008-09, as a result of the Information
Technology Services Review.
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e Administrative Priorities Fund: The sum of $3M is allocated to the Administrative
Priorities Fund for new initiatives in administrative divisions. Allocations from this
fund are guided by the recommendations of the Budget Planning and Priorities
Committee.

VIl. Budget Impact

Schedule 4 of the budget (see Appendix B) presents a high-level view of the budget
projections that is meant to provide an assessment of the impact of the budget 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 compensation increases. This view is helpful in assessing the extent to which
expense containment measures are needed and how they may be apportioned between
administrative and academic divisions.

University revenues in 2008-09, excluding divisional income and funds that flow to other
institutions, will be $68.3M higher than in 2007-08. Of this, $11.5 is due to the inclusion
of the provincial scholarship grants and is offset by an increase in student aid. Total
expenses, including student aid, are projected to increase by $34.4M, before
implementing the proposed cost containment for 2008-09. This figure includes salary
increases in the administrative divisions, but does not account for salary increases in the
academic divisions. According to the provisions of the new budget model, the latter are
to be funded from the expense budgets of the academic divisions. Thus, the incremental
net revenue available to the University in 2008-09, without any expense reductions, is
$33.9M

Increases in compensation costs, graduate student support and capital debt-service
support in the academic divisions are estimated to be about $50.5M in 2008-09, based on
budget assumptions and available enrolment and capital project estimates. This leaves a
shortfall of $16.3M, which is the minimum amount of cost containment that needs to be
implemented to maintain a balanced budget. Of this amount, $4M will be absorbed by
the administrative divisions, as Schedule 2 of the budget shows. Academic divisions will
need to reduce their internal expenditures by $12.6M to cover increased expenditures.

Additional reductions in spending will be needed to cover other division-specific
increases in operational costs and to cover individual shares of the accumulated deficit
repayment.

VIIl. Divisional Allocations

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

VIIl.1. Academic Divisions

According to the methodology of the new budget model, the expense budget of an
academic division consists of the Net Revenue of that division plus its share of the
University Fund as determined by the Provostial review and the academic planning
process. The Net Revenue is equal to the sum of all the revenues attributed to the
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division less its contribution to the University Fund, student aid and the cost of shared
services.

Schedule 5 of Appendix B provides a summary of attributed revenues and expenses to all
academic divisions. It also shows the University Fund allocations and the resulting
expense budget subtotals for 2008-09. The total 2008-09 expense budgets for the
academic divisions are generated after accounting for other adjustments and transfers, as
detailed in Appendix F.

VIll.2. Administrative Divisions

Expense budgets for administrative divisions are determined following a review process.
Recommended allocations take into account salary increases for 2007-08 and the need for
cost containment in 2008-09. As salary increases for 2008-09 are not yet known, they are
not included in divisional budgets. The funds needed are held centrally. The
recommended allocations to administrative divisions for 2008-09 are summarized in
Appendix F.

Outer year allocations to administrative divisions will be reviewed annually by the
Budget Planning and Priorities Committee. In some cases BPP 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 government capital grant allocations, and the
University’s operating budget. Debt financing was restricted to resolving cash-flow
shortfalls during 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
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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 that have been approved by Governance have been
incorporated in this summary, including those where the approval to proceed is
conditional on raising campaign donations.

Appendix E, Table 1 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 to 2007-08 for the University amounted to $1.16B. The
University of Toronto will undertake approximately $151.5M in new capital projects,
raising its total capital project costs to just over $1.3B.

Appendix E, Table 2 presents a detailed summary of the most recently approved capital
projects, showing various sources of funding. Of the total $151.5M in new projects, $9M
will receive central funding, $38.88M will be funded from the divisional operating
budgets, and $103.97M from other sources such as donations and the provincial
government. The table also shows the approved borrowing related to new capital projects,
totalling $58.1M.
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Appendix A
2006-07 Shadow Budget — Update to Actuals

The transition process that was adopted and used was based on the preparation of a
“Shadow Budget” for fiscal year 2006-07 based on the new model. The budget for that
year was presented to and approved by Governing Council in the spring of 2006 based on
the old budget model. The Shadow Budget was prepared under the new model in such a
way as to yield exactly the same budgetary allocation to each division as that division has
received under the old model. This was possible because of the flexibility afforded by
the University Fund. Each division received a University Fund allocation in the Shadow
Budget that brought its net expense budget in 2006-07 to the same level as its actual
budget.

The University Fund allocation made in the Shadow Budget captures the aggregated
history of budgetary allocations to each division, represented in the language of the new
budget model. To maintain historical integrity, it will be used as a reference in making
future University Fund allocations, and as such, has been dubbed the University Fund
Reference Level. Barring extraordinary circumstances, no division will receive a
University Fund allocation in future years that is lower than its Reference Level.

Preliminary calculations of the Reference Level for each division were first made based
on the budgeted revenues and expenses for 2006-07 and were included in the Budget
Report of 2007-08. Actual revenues and expenses for that transition year became known
in May of 2007, after end-of-year accounting was completed and the University’s
financial report for 2006-07 was released. Because of their important role as a record of
the budget history of the academic divisions, the Reference Levels for University Fund
allocations were updated based on end-of-year results. The final values are given in
Table A2.

Most of the expendable funds available to the divisions were allocated in the 2006-07
budget report. Additional funds were flowed to the divisions during the year, mostly
based on revenue-sharing agreements for government grants and tuition. Table A1 shows
these two components and the resulting total expense allocation for each division.

A summary of the Shadow Budget, updated to actuals, as derived according to the new
budget model is given in Table A2. Columns A to D show the gross revenue attributed to
each division, the division’s contribution to the University Fund pool and its share of
university-wide expenses and the centrally-administered portion of the student aid
budget. Expenses in 2006-07 exceeded revenues by $8.9M. Each division’s share of this
deficit, which is shown in column E, must be added to its net revenue to arrive at its
proper shadow expense budget.

The Net Revenue in column F is equal to gross revenue less the deductions in columns B,
C,DandE.
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The next step in the development of the Shadow Budget was to determine the University
Fund allocation needed to bring the divisional expense budgets to exactly the same level
shown in Table Al. The University Fund allocation needed to align the two budgets is
now given by:

UF allocation = Total expense budget, adjusted to actuals (column K)
— Net Revenue (F)

The resulting total expense budget under the Shadow Budget (column H) is exactly the
same as the total budgeted funds under the previous budget model (column K).
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Table A1. Total Divisional Budgets in 2006-07 (Adjusted to Actuals)

Net Expense In Year Total Divisional
puscetaster || Mtecatons | Budget s
(1) () (K=1+1J)

Arts & Science (incl. Colleges) 186,374,932 33,702,428 220,077,360
uTsC 66,354,303 12,410,887 78,765,190
UTM 64,060,811 11,737,446 75,798,257
Dentistry 17,551,616 5,403,529 22,955,145
Medicine 72,551,976 22,551,371 95,103,347
Nursing 8,632,409 807,035 9,439,444
Pharmacy 10,154,074 440,148 10,594,222
Physical Education & Health 3,465,815 433,357 3,899,172
Applied Science & Engineering 54,558,928 10,344,176 64,903,104
Architecture 4,630,218 429,135 5,059,353
OISE/UT ' 11,772,799 35,543,782 47,316,581
Forestry 2,767,873 588,357 3,356,230
Law 13,855,421 3,978,328 17,833,749
Information Studies 4,654,616 1,396,285 6,050,901
Music 7,843,226 1,476,480 9,319,706
Social Work 4,656,907 1,258,480 5,915,387
Management 29,694,175 6,431,779 36,125,954
Transitional Year Programme 1,340,594 89,466 1,430,060
Graduate Institutes & Centres 4,642,109 553,581 5,195,690
Total $ 569,562,802 | $ 149,576,051 | $ 719,138,853

' OISE in-year allocation includes $28.2M transfer from divisional revenue to university-wide revenue

as a result of the end of the integration agreement
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Appendix D
Contractual Commitments

2008-09

The University’s budget organizes projected expenses into several generic categories, each
representing a different degree of annual budgetary discretion. One of these is a section called
Contractual Commitments, previously known as Contractual Obligations and Policy Commitment
(COPCQ). This list includes contractual commitments that must be honoured. They include:

« Payments resulting from contracts with other institutions, such as for the joint programs
with Sheridan College, Centennial College, TST or the affiliated hospitals

. Inevitable expenses, such as the cost of utilities or legal fees.

The projections for various commitments include a degree of uncertainty resulting from events such
as negotiation with various labour unions or fluctuations in utility rates. The recommended budget
for each item is based on the middle of the range of projected costs. The uncertainty is accounted for
in a contingency allocation.

In the previous budget model, these items served a specific purpose. As these expenses are
inevitable, they were not subject to cost containment measures. They were netted out of each
division’s expense budget to determine the “Relevant Base,” which was then subjected to the
necessary budget reduction. These items continue to be protected from cost containment under the
new budget model.

However, under the new budget model, all expense items are subject to review by Budget Planning
and Priorities to determine the extent to which they should be increased or decreased, taking into

account the University’s overall budget situation and divisional priorities.

The contractual obligation concept is still essential to the new budget process as it provides useful
information about where flexibility exists in the University’s budget.
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