central financial manager to more of a
central banking and rating agency analyst.
(See sidebar, “Responsibility-Based Budgeting in Brief,” for further details.)

Considering a New Budget
Process for UT
After reviewing RBB principles, I thought
about how they might work at the University of Toledo. If we were to adopt this
method, we would follow the steps advised
by Strauss and Curry. We saw no reason to
reinvent the wheel or to think that we were
so different from other universities that
had adopted RBB as to justify going in a
different direction. Our action plan, therefore, was as follows:
1. Build the financial reporting that is
necessary to support RBB. No matter
the extent to which we would ultimately
decide to implement RBB, we knew the
university’s central business office needed
to produce historical college and departmental financial statements for the most
recent fiscal year as a baseline for preparing budgets consistent with RBB principles
for the next fiscal year. The format of the
resulting financial statements and budgets
is very important because it illustrates how
the process really works. For educational
purposes, I drafted a sample RBB financial
statement and budget for the university’s
college of arts and sciences (see Table 1).
Two elements of the financial statements in the table merit special attention:
“University tax” and “Reallocated funds—
Discretionary.” Strauss and Curry do not
recommend a pure “each tub on its own
bottom” approach to RBB. (This term is
often associated with Harvard University’s
decentralized organization and financial
arrangement of its principal academic
units, in which each unit or department
can support itself.) Instead, they recommend a version that taxes the revenues
of colleges and schools as a means by
which to fund a central pool that is used
by administrators to remedy inter-unit
financial disparities, fund universitywide
strategic initiatives, subsidize missionrelated programs, and fund inter-unit
cooperative programs. In Table 1, then,
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TABLE 1 College of Arts and Sciences—RBB Financial Statement

All Unrestricted Funds (in $ millions)
Cash and investments
Debt

FY07–08
Actual

FY08–09
Budget

$50

$53

50

60

100

105

Income statement
Direct revenues
Tuition and fees

(30)

(32)

Gifts and grants

20

22

Other

10

10

100

105

50

51

Departmental

7

8

Other

3

3

Facilities

10

11

Admin. services

20

20

Total expenses

90

93

Operating income

10

12

(10)

(11)

Financial aid

Total net revenues
Direct expenses
Salaries and benefits

Indirect expenses

University tax (10 percent of revenues)

5

5

Capital expenditures

(5)

(5)

Debt service

(3)

(3)

Add back noncash items

5

5

Net cash flow

2

3

Reallocated funds—Discretionary

“University tax” is the amount a college or
school contributes to the central pool and
“Reallocated funds—Discretionary” is the
amount a college or school receives from
the central pool.
2. Communicate financial standards
and parameters to deans and department heads. This is the critical step that
couples academic authority with financial responsibility. Ideally, financial standards and parameters are determined
and communicated in the context of
some form of “balanced scorecard” set
of measures. Thus, financial performance
of a college or school should always be
measured and evaluated in the context
of a complete set of performance indica-

tors, which include an evaluation of academic quality, stakeholder satisfaction,
and compliance with policies, procedures, rules, and regulations. As Strauss
and Curry state in their monograph, “The
promise of [RBB] is in joining academic
and financial considerations together in
the right place.”
In the role of central banker and rating agency analyst, the university’s chief
business officer is instrumental in laying
out the financial standards that define
acceptable RBB financial performance
and creditworthiness for colleges and auxiliaries. At UT, it made sense to me to suggest applying the same financial standards
to colleges and auxiliaries that the rating
agencies currently applied to the univer-
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