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Background

The consultant was invited to Drexel University by the Provost and the Chair of the Strategic Plan Implementation Committee on Budget Priorities and Policies.  The purpose of the visit was to advise the Budget Priorities and Policies Committee on several questions related to the accomplishment of its goals.

This report contains observations and recommendations based on:

A. Review of Materials Provided in Advance of the Visit

· “Drexel University’s Plan for a Time of Transforming Opportunity: The University’s Strategic Plan Through June 2009.”

· Strategic Plan Implementation Materials, www.drexel.edu/provost/spc
· “Status Report: Implementation of the Strategic Plan, 2004-2005,” Office of the Provost.

· “Faculty Senate Budget, Planning & Development Committee FY 2004 Budget Priorities,” and Provost Eaton response, March 25, 2003.

· “Draft Budget Priorities and Policy Report Outline,” July 27, 2004.

· “Faculty and Administrative Salary Report,” January 21, 2003.

· “Analysis of the University’s Strategic Plan: Presented to Provost Ali Houshmand,” May 18, 2004.

· “Budget Process Interview Report,” Senate Committee on Budget, Planning & Development, October 30, 2001.

· Drexel University Catalog 2004/2005, CD.

· Admissions and development materials, Drexel University and Drexel University’s schools and colleges.

· President’s Report 2002.

· “When the Pot Boils: The Decline and Turnaround of Drexel University,” unpublished dissertation, David A. Paul, University of Pennsylvania, 2004. 

B. Review of Materials Provided During the Visit

· Outline of Questions, Committee on Budget Priorities and Policies.

· Selected university comparisons, 18 pages (provided by President Papadakis).
· College P+L Statements for FY04 (provided by Provost Houshmand).
· Historical Expenditures and FY 04 Original Budget Comparison (provided by Provost Houshmand).

· Drexel University Budget Process and Budget Monitoring Procedures (provided by Senior Vice President Elzey).

C. Interviews Conducted During the Visit

· Ali Houshmand, Provost (2)

· Committee on Budget Priorities and Policies (2)

· Constantine Papadakis, President

· Thomas J. Elzey, Senior Vice President for Finance and Treasurer and CFO

· Deans of the University Schools and Colleges

· Representatives of the Senate and Faculty

· Representatives from Academic Support Programs

The expenses associated with this consultation were underwritten by Lumina Foundation for Education, Inc.  The views and opinions contained herein are those of the consultant, and are not necessarily those of Lumina Foundation, its directors or officers.

Historical Context

The dramatic turnaround of Drexel University under the leadership of President Constantine Papadakis is an American higher education success story.  Taking over as president in late 1995, Papadakis inherited an institution faced with declining enrollments, deficit financing, a moribund endowment, and general fiscal distress.  By focusing on enrollment management, centralized control of planning and resource development, and by seizing entrepreneurial opportunities, a genuine turnaround occurred.  The president proudly documents the phenomenal growth in university revenues, research dollars, endowment assets, enrollment (undergraduate and graduate), annual fundraising, and other fiscal success indicators during his tenure.  Faculty and staff have enjoyed annual five percent salary increases for several years running, well above either cost-of-living indices or national norms for university faculty.  Public relations efforts have also been successful, with Drexel demonstrating preeminence in national surveys and reports.

The current questions about budgeting and budget processes (or, more accurately, the lack of them) reflect another consequence of the dramatic turnaround: the absence of faculty and staff participation in traditional notions of shared governance and decentralized management.  When Drexel was in financial crisis, faculty were more than willing for a take-charge leader to come in to save the day.  Now that the turnaround is approaching a decade in duration, issues of involvement and participation are surfacing where they earlier had been subordinated to the basic issue of survival.

What emerges is a fundamental clash of values that must be recognized if one is to understand the context of the budgeting issue at Drexel.  There are two key dimensions to this understanding.

On the one hand – as McKinsey and Company has noted for years – all organizations tend to focus on peripheral aspects of behavior (structure, staff, systems, style, skills, strategy) when it is the central aspect – shared values – that should predominate.  In Drexel’s case the questions that revolve around budget systems and management style mask the underlying issue of shared values.

On the other hand – as writers like Aaron Wildavsky have noted for years – budgeting is all about values.  A budget is not so much a financial exercise as it is a reflection of the values of the organization, a scorecard for the question of who gets what.  As the old saying goes, “Show me a budget, and I’ll tell you about the values of the organization.”

At Drexel, a growing number of faculty and staff are raising questions about the purposes and direction of the institution.

Thus, it is at the confluence of these two dimensions of values – how budgeting should be accomplished, and what should the budget presage for the future of Drexel – that the current discussion is founded.

Findings

The following statements of findings are based on the consultant’s admittedly limited understanding of Drexel University, its people and its processes, based on a review of relevant materials and one visit to the campus, listening to the views of approximately 40 people.  The findings are limited, therefore, to directly observable events, matters that can be cited, and direct quotes from interested parties.

1. The President operates from a top-down, revenue-driven budget allocation model.

The allocation model used today is a legacy of the turnaround model required nearly a decade ago.  The President relies heavily on his own instincts, and thus manages fiscal matters directly and centrally.  There are high values placed on direct control over the elements of revenue generation, on entrepreneurial proposals, on a contribution of margin approach typically seen in corporate budgeting, and on quantifiable results.  Fundamental elements of the model include the following:

· Determining enrollment projections

· Establishing a tuition rate and discount goals

· Projecting revenues from other sources

· Calculating contribution margins from the schools and colleges

· Allocating, a priori, key expenditure categories according to presidential priorities: Salary increases; accelerated growth in research for financial and prestige reasons; new positions required for the next 20 years; and benefits improvements.

· Allocating any dollars left over for “other priorities.”

· “Pressurizing” budget units by holding operating costs down while enrollment grows, thereby increasing the load on the system to “find out where the leaks and the faults are.”

The President also has an eye on future revenue generation when tuition revenues may top out.  The differences are to be made up by growth from auxiliary services entities, such as distance learning, real estate, and information technology sales to other campuses.

Success in administering this model requires central control and monitoring (the President checks on institutional cash flow on a daily basis) that does not permit “subversions” from deans or other budget unit heads who will just argue over scarce dollars.  Finally, the model is designed to “protect” deans and other budget unit heads “from failure.”

2. Both the substance and style of the budget model result in some negative consequences.

From numerous individuals and groups, a pattern of concerns emerges about the current budget model and its resulting effects.  Chief among these are the following:

· The budget process at the University is not viewed as rational or transparent.

“There’s been no adjustment from the old system and new adjustments, due to new aspirations of the University.”

“The President set the 4.5 percent tuition increase without regard to any facts, data, or analysis.”

“There is no agreed-upon process for necessary shifts, changes or adjustments.”

· The secrecy associated with the budget process gives rise to suspicion and evidences a lack of trust.

“We have no faith that the numbers we’re given are real.”

“Data about comparisons with other institutions are suspect.”

“We’re all for risk-sharing, but he plays us off, one against the other, to retain power.”

· Budget reporting systems vary among units, a factor that militates against the synergy-building expected in the strategic plan.

“Some deans see P & L statements, but not all.”

“Some of us are on Responsibility-Center Budgeting, some are on P & L.”

“Where you stand depends on what side of the river you’re on.”

“The differences among the school and college budgets is due to some deans being able to cut special deals with the provost or the president.”

“You’ll hear different stories, depending on the school or college.  Some are more flexible with department heads than others.  There’s a high level of inconsistency.”

· The “Pressurizing” of units has resulted in serious deficiencies in operating budgets.

“Some budgets go up five percent for faculty salaries, but no increases for equipment, repairs or any discretionary funds.”

“There’s no budget for growth – we add hundreds of students without any dollars for adjuncts to teach them.”

“The library is abysmal.  Plans to be a Research I library are expensive; the response is cuts.  ‘Do more with less,’ we’re told.”

3. The budget approach has direct and indirect impact on other components of the strategic plan.

The University’s strategic plan – Plan for a Time of Transforming Opportunity – identifies several key priorities seen as critical for the future of Drexel.  Two such priorities are directly and indirectly impacted by concerns associated with the budgeting system:

· “The most important area for improvement is student retention.” (Page 4)

“Students here are talking about the ‘Drexel Shaft’ – the gap between the PR and the reality.”

“He’s big on metrics, but selected metrics.  There’s no discussion of student satisfaction scores that affect retention, for example.”

“We rely [in Student Services] on budgets that are frozen in time, then increments/decrements therefrom.  There’s no forum to correct it.”

“There’s no process to account for growth.  There’s a naïve assumption that technology will cut costs.  This kills the service functions and hurts retention.”

“We keep adding adjuncts to teach classes.  At some point, students are going to object to all the part-time instruction.”

“Lots of time is spent cobbling together money to do routine things.  Financial Aid is borrowing money from other departments to do mailings of award letters.”

· “Our academic programs have not been systematically reviewed except for those that have recently sought accreditation or renewal of accreditation.  We must develop a process that will enable the expeditious elimination of outmoded programs and programs that fail to meet our new standards of excellence.” (Page 4)

“Continually budgeting for growth is shaky.  Growth will not continue, and certainly not with other independent technology universities.”

“A lot of work around here is on the revenue side; there’s not much thought about the expense side.”

“The so-called program reviews that are to go on are really mysterious.  It’s supposed to take place over five years, and there are no announced criteria.”

“There’s a belief here that specialized accreditation will protect you from cuts.  The pitch will be that ‘Wiser men than you have said we’re OK, so leave us alone.’”

4. Unless budget reform is undertaken, the University will miss several opportunities.

The development and maintenance of a participative, systematic budgeting system at Drexel University that is seen as transparent and credible will assist the University in a number of ways:

· Strong, effective organizations – usually in the private sector – are recognizing the value of becoming “learning organizations.”  Ironically, institutions of higher education are not typically identified as learning organizations.  Drexel could establish, through a new budget model, a process of shared creation – individuals with complementary skills interacting to create a shared understanding that none had previously possessed or could have come to on their own.  As defined by David A. Garvin, a learning organization is one that is skilled at creating, acquiring, interpreting, transferring, and retaining knowledge, and at purposefully modifying its behavior to reflect new knowledge and insights.

· Most universities are concerned with leadership development.  By involving leaders at all levels – faculty, department heads, deans – a strong university helps develop these individuals through skill building and experience sharing that benefit both the individuals and the institution.  Clearly, planning and budgeting are crucial components of managing and leading higher education institutions.

· After is budget is set, it is the people in the organization – in this case, faculty and staff – who are the only ones charged with implementation.  An old but true axiom is that “People tend to support that which they help to create.”  By expanding participation and securing the buy-in that results, Drexel is more likely to achieve its ambitious goals for the future.

· Successful organizations are increasingly focused on succession planning.  The history of Drexel reveals how important this concept would have been throughout its past.  By involving more people in an open budgeting process, the University can help ensure that the legacy of President Papadakis endures, and does not evaporate at that time in the future when he is no longer the President.

Recommendations

1. Drexel University should develop and maintain a new budgeting process that is widely accepted as systematic, participative, transparent and credible.

Although there are countless models for establishing budgeting systems, they hold several key elements in common:

· The budget is an indexing control system for achieving strategic plans on a year-to-year basis.

· A budget manager or controller, operating under the chief financial officer, is responsible for pulling together information about both revenue and expenditures, and for superintending the budget approval process.

· Information about revenue and expenditures should be provided by operating departments, schools and colleges in accordance with guidelines and parameters established in advance.

· Proposed changes must include the rationale for the change, a cost/benefit analysis, and financial analysis to support the proposal.

· Contingencies should be included in requests that are realistic and that protect the institution from potential shortfalls.

· The budget approval process should be a bottom-up exercise that holds individuals responsible for preparation, defense and eventual administration of the budget.

· Successive levels of review and recommendation will assure consistency and fairness across departments, colleges, divisions and, eventually, the university as a whole.

· The president leads the final approval process and determines what will be assembled as the institution’s budget for presentation to the board.

· After approval, the administration of the budget should focus on fixing accountability, making mid-course corrections and adjustments as needed, and focusing on achieving performance while under-spending allocations.

· Over time, and as the university gains experience in the new process, the development of more sophisticated cost-accounting systems and institutional research results should be undertaken to improve planning, budgeting and evaluation of university resource utilization.

2. To facilitate the establishment of a new budgeting process, a university-wide steering council should be charged with that responsibility. 

· Individuals selected to serve on the steering council should be selected on the basis of their budgeting expertise and perceived credibility, not as participants in a “politics as usual” system.  

· Members of the steering council should see themselves as “trustees” of the university, not as “delegates” of the status quo.  

· Rather than bring in high-priced consultants to advise the steering committee, there is ample budgeting talent within the Drexel University family to guide its activities. Two outstanding examples include Senior Vice President Thomas Elzey, who has extensive budget experience in both government and education settings, and Professor Michael Gombola, who teaches budgeting in the College of Business.

· At an early meeting of the steering council, President Papadakis should be invited to conduct an extensive seminar on his model and its successes, and to share his vision for the guidelines and parameters that would be incorporated into the new process.

· A permanent provost, once selected, should become a central figure in the process, pivotal to its success.

· To “de-mystify” the budgeting process, early consideration should be given to conducting hearings on the budget recommendations, open to any member of the university community.

3. To assure that program review is accurate, productive and academically responsible, a program prioritization process should be undertaken that mirrors national standards for such a process.*

· The most likely source of new resources to achieve Drexel goals will come from reallocation of existing resources.

· Reallocation – from lower to higher priority programs – requires rigorous and effective prioritization.

· Following a systematic process of assessing programs based on pre-selected criteria is more likely to achieve the desired results outlined in the University’s strategic plan.

· The prioritization process should be data-driven and should model for the University a growing “culture of evidence” needed for other institutional decisions.

*Dickeson, R.C., Prioritizing Academic Programs and Services: Reallocating Resources to Achieve Strategic Balance, San Francisco: Jossey-Bass Publishers, 1999.
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