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Incentive-based Budget Model – RELATED PROJECT
Incorporating UC Funding Streams into the Campus Budget
The University of California systemwide office – the Office of the President – has realigned its financial
relationship with the 10 UC campuses through the recent approval by President Yudof of the UC Funding
Streams Initiative. This initiative realigns the way funds flow within the University and the way the
Office of the President and systemwide programs are funded.
This arrangement is critical to our campus discussion of a budget model because the UC Funding
Streams Initiative allows the campus to retain virtually all revenue it generates instead of sending it to
the university’s central office for re-distribution. This change enables the campus to develop an
incentive-based budget model that directs campus revenues such as tuition and indirect costs to the
units that generate that revenue.
Since university revenues are no longer flowing through the Office of the President, the central OP office
and various systemwide programs will be funded, beginning in the current year, through an assessment
or tax levied on campuses. This assessment, which is calculated as a percentage of over-all campus
expenditures, needs to be incorporated into the campus budget.
THE FLOW OF FUNDS UNDER FUNDING STREAMS
With a September 2011 announcement, President Yudof made official UC’s implementation of the
Funding Streams plan (see Appendix I). That plan, developed at the direction of the president and in
consultation with campus representatives from across the UC system, can be generally characterized in
two ways:
Campus-generated funding remains on campus. Among the larger impacts of this aspect of the
initiative are the following:
•
•
•
•
•
•

The campus retains all tuition and fee funds generated by its own students.
The campus retains indirect cost recovery funds generated from its own contract and grant
activity.
Patent revenues, net of payments to joint holders and inventors, are allocated to the source
campus.
Short-Term Investment Pool earnings are transferred to the campus.
Office of the President assessments on medical center expenditures, auxiliary expenditures, and
medical compensation plans are replaced with the campus-wide assessment or tax.
Annual appropriations from the Office of the President for development and other activities
have been eliminated.
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The Office of the President and various systemwide programs are to be funded via a broad-based tax
(assessment). As a replacement for the revenue that now flows to campuses instead of flowing, in part,
to OP for support, the campuses are assessed a broad-based flat tax on campus funds. The tax rate for
the initial implementation is 1.6% with approximately 0.7% being directed to fund central OP functions
and 0.9% being used to fund systemwide programs (for example, the California Digital Library, Education
Abroad, Cooperative Extension). The assessment is based on total current funds operating expenditures
(excluding plant funds and financial aid funding) from all fund sources from the year two years prior (e.g.
FY 2009-10 expenditures drive the FY 2011-12 assessment).
The university has provided campuses with discretion in identifying the fund sources that may be used
to pay the systemwide assessment. While the tax liability is calculated based on expenditures from
virtually all funds, such a tax would be an unallowable expense on restricted funds such as contract and
grant funds or restricted gifts. Therefore, the campuses must identify other funds to cover the tax, and
President Yudof explicitly states that the many fund sources that campuses may use to cover this liability
include student tuition and fees, research indirect cost recovery, auxiliary and sales and service
revenues.
Neutrality / Non-Neutrality. The original stated intent behind the funding streams initiative was to be
financially neutral in year one. Put another way, in the first year of implementation, the additional
revenue remaining on campus and the tax liability would offset one another, and the individual
campuses would be no better and no worse off than they would have been had funding streams not
been implemented.
However, the final Funding Streams calculations included a “non-neutrality” provision to recognize that
the funds returned to the campuses are less than the cost of the new tax. Additionally, several
programs previously funded with central funds were eliminated under funding streams -- including
critical support for development -- so the campus must also recover the loss of budget authority for
these programs. This non-neutrality effectively resulted in another budget cut for each campus.
FUNDING STREAMS AT UC DAVIS FOR 2011-12
For 2011-12 – the first year of implementation of Funding Streams -- all campuses face a tax liability
payable to the Office of the President equivalent to 1.6% of total 2009-10 expenditures less plant
expenditures and scholarship offset. For UC Davis, this amounts to a liability to UCOP in the current
year of $41.5 million. In addition, $0.8 million for development, government and community relations
and benefits counseling was eliminated resulting in a total impact on the campus of $42.3 million.
Since the campus is planning to begin implementation of a new budget model as of July 1, 2012, the
campus is taking an interim, centralized approach to addressing its funding streams liability for 2011-12.
This approach is outlined in Figure 1 below.
For the current year, the campus received $30.4 million in new funds (funds that had been going directly
to UCOP) through funding streams and $2.9 million in eliminated assessments on the medical center,
the medical compensation plan, and auxiliary enterprises. The remainder of the liability – the nonneutrality portion of the assessment – amounts to an additional budget reduction for the campus of
$9.0 million.
Budget and Institutional Analysis
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Display 1
2011-12 Funding Streams at UC Davis
Liability and Sources
($ in millions)
Tax liability:

UC Davis tax (1.6% x 2009-10 net expenses of $2.587 billion)
Discontinued program funding
TOTAL liability

$
$

41.5
0.8

$

42.3

$
$
$

2.9
30.4
9.0

$

42.3

Sources to pay tax:

Continue legacy assessments (health system, student housing)
Funds returned to campus from OP (ICR, State funds)
Central campus reserves
TOTAL Sources

Distributing the OP Tax Beginning in 2012-13
As explained earlier in this paper, the OP assessment on campus expenditures is calculated as a broad based tax on all expenditures net of the scholarship allowance and plant account expenditures.
The tax levied on the campus is typically described as 1.6%. The exact tax rate is actually 1.632% of net
expenditures when accounting for rounding and the loss of support for local campus programs.
However, as a campus, we will make several adjustments to the expenditure totals used by OP that
result in a lower tax rate for campus units 1 of 1.52%. See Appendix II for detail on this calculation.
Units will be responsible for covering the tax liability generated by their expenditures; however, they will
receive additional funding to cover the liability stemming from General Fund/Tuition and research
expenditures as follows:
1. Campus will allocate state general funds and tuition (19900) to units to fully offset their 2012-13
liability stemming from expenditures from general funds and tuition (column (1) in Display 2).
This will be a base budget augmentation calculated at the actual 2012-13 liability. Moving
forward, units will be expected to manage the general fund and tuition tax liability as part of
their overall budget.
2. The campus is significantly increasing the share of Indirect Cost Return (ICR) funding being
returned to units, and a portion of the new funding is available to cover the tax liability
stemming from direct and indirect research expenditures (column (2) in Display 2).

1

The term unit as used in the working paper is intended to refer to the primary campus organizational units that
are led by a dean, vice provost or vice chancellor.
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Actual tax liability by unit and fund source for 2012-13 is listed below in Display 2.
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In general, campus units will not receive any direct allocations to cover the tax liability for non-general
fund and non-research expenditures (column (3) of Display 2). However, the campus will allocate
additional ICR funds as part of the new budget model (see below) and will consider additional transition
strategies for certain circumstances.
Units will have wide discretion on the funding sources to be used to cover the tax liability associated
with these expenditures. President Yudof’s note in Appendix I addresses this point directly.
Uses of Funds returned to the campus
As noted earlier in this working paper, the funding streams initiative was initially framed as being fiscally
neutral. However, the addition of the non-neutrality provisions and cuts in program funding for campus
resulted in a net reduction in support for the campus of $9.0 million. Yet, the campus now receives
funds that were previously held by the Office of the President.
The campus will allocate the new funds – $30.4 million as base or ongoing allocations – as follows:
•
•
•

$9.7 million to offset the tax on general funds expenditures (Column (1) in Display 2),
$8.2 million to offset the tax on research expenditures (column (2) in Display 2), and
$12.5 million to increase the Indirect Cost Return revenue directed to campus units.
(see Incentive-Based Budget white paper on ICR Funds at http://budget.ucdavis.edu/budgetplanning)

Future Year Assessments
Assessment rates in future years will be established as part of the Office of the President budget process
(Regents Policy 5101). Total campus liability and liabilities across the units will shift with changes in
expenditure levels across various units. Since the tax liability is based on expenditures from two years
prior (e.g. 2010-11 expenditures will drive 2012-13 assessments), units will be able to calculate their tax
liability well in advance of the start of any fiscal year.
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Appendix I
President Yudof’s Letter Approving the Implementation of the Funding Streams Model.
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Appendix II

Calculation of the campus assessment rate
The OP tax is initially calculated by taking the total campus expenditures from the year two years prior
as generated by UCOP corporate data report CFRU 1521. Scholarship allowances and plant account
expenditures are netted out of the total before applying the assessment of 1.632%
The campus makes several adjustments to the expenditure levels as detailed in the bullets below. Taken
together these changes result in a lower effective tax rate, which will be 1.52% for 2011-12 and 2012-13.
•

The total campus expenditure amounts generated by OP include a substantial offset or negative
expenditure driven by technical accounting adjustments in centrally managed accounts at
Accounting and Financial Services. By removing these negative expenditures from our campus
calculations, the tax rate needed to generate funding to meet the campus liability goes down.

•

There are a small number of expenditures that we cannot assign to a unit, so we have effectively
distributed those expenditures across the campus units. We have distributed expenditures from
the campus centrally managed budget accounts (tax liability of roughly $5,120) and accounts
that we are unable to assign to a unit (tax liability of roughly $5,000). These adjustments drive
up the assessment rate by roughly 4 ten-thousandths of one percent.
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