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Pushing the Envelope:
Funding for Ontario Universities

For forty years, provincial operating grants to Ontario universities have included
mission-related funding envelopes. With changes to the mechanism for
distributing base operating grants, other permanent envelopes were added in
1987. There have been other, typically temporary, envelopes introduced since
then, but the number of envelopes has risen noticeably since the turn of the
millennium, particularly since the introduction of the Liberal government’s
Reaching Higher plan.

Laudable as the Reaching Higher initiative is, the proliferation of funding
envelopes raises two obvious concerns for OCUFA and its member associations.
First, to the extent that envelope funding is directive in nature, it undermines the
institutional autonomy of universities. Second, university administrations have
leveraged the ostensibly targeted character of funding envelopes to claim that the
purposes to which the funds can be put are limited and unavailable for the
purposes of collective bargaining.

Background

Mission-related envelopes have supplemented base operating grants since the
introduction of formula funding in 1967-68 and are distributed to a limited
number of institutions, each one different from most of the rest of Ontario
universities by virtue of the additional costs of meeting their unique mission or
of institutional focus. The first envelope was Bilingualism Grants, followed later
by grants to Northern Ontario institutions and Differentiation Grants.

Changes to the system of allocating operating funding were introduced in 1987-
88 to eliminate variations in funding that were due to short-term enrolment
patterns and to provide stability and predictability in funding for planning
purposes. While seeking to ensure that individual institutions would not “game
the system” by growing enrolment to secure enhanced operating funding at the
expense of other institutions, it was also intended to ensure equitable
distribution while taking account of unique institutional circumstances.

The Ontario Operating Funds Distribution Manual (2004) describes the resulting

system of allocating operating grants as an “envelope approach,” consisting of
five envelopes:
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Basic Grants

Enrolment Adjustment/ Accessibility
Mission-Related Institution-Specific
Research Overhead/Infrastructure
Program Adjustment

SAR RS

Of these envelopes, the program adjustment envelope was phased out by 1992
and folded into base operating grants. The portion of accessibility funding
intended to fund enrolment growth was added to base operating for 1993-94,
while the funding designated for students with disabilities survives as a separate
envelope.

For practical purposes, then, this envelope approach encompassed two basic
types of funding envelopes:

o Base operating grants;

o Established - mission-related, institution-specific and special purpose,
research overheads and infrastructure, and disability funding envelopes.
Funding for students with disabilities is the only established envelope that
is enrolment-related.!

The approach also contemplated two types of temporary, supplementary
envelopes:

e Enrolment-related - to accommodate enrolment growth and/or funding
anomalies, and subsequently added to base operating grants;

o Transitional - to facilitate program adjustment and to resolve system
friction, some funds of which are rolled into base operating grants.

The number of these supplementary envelopes never exceeded four in the years
immediately following the adoption of the envelope approach. They were
reduced to one following the Conservative government’s (cumulative) 17%
reduction in operating funding to Ontario universities. By 2000, however, the
number of additional envelopes grew to six, and by its last year in office the
Conservative government had increased the number of envelopes to nine.

! Institution-specific grants parallel mission-related grants in providing support for unique
institutional circumstances. Special purpose funds may be for ongoing, often access-related,
programs like aboriginal education and training and women’s campus safety, but include grants
for short-term or one-time projects. One-time grants identified in consolidated statements of
operating grants are treated as special purpose grants. Grants for international student tuition
waivers (eliminated by the Conservative government in 1997), are not included in the analysis
except to calculate total operating funds.
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Part of this expansion in the number of envelopes was in the introduction of
enrolment-related funding envelopes which have been incorporated in base
funding. These include the Access to Opportunities Program (ATOP) funds and
the Accessibility Fund, the latter introduced primarily to address enrolment
increases occurring with the “double cohort.” But the Conservatives also
introduced two other types of funding that either were not, or have not yet been,
folded into base operating funds:

o Permanent - envelopes that are not exclusively enrolment-based, but
which become permanent operating funding envelopes in a similar
manner to the established envelopes - including Performance Funding,
and the Quality Assurance Fund (QAF);

» Expansion - enrolment-based funding, but provided to expand enrolment
in designated programs, most notably in the health fields, rather than to
support enrolment growth more generally.

In turn, the Liberal government has increased the number of added envelopes to
11. This includes one for tuition freeze compensation, i.e., another permanent
envelope, and the consolidation of health disciplines expansion funding into a
single Health Human Resources Development fund. Other new envelopes may
best be described as “targeted” and “general:”

o Targeted - funding from the PSE Transformation - Access envelope
primarily directed to provide support to and encourage participation by
students from aboriginal and francophone communities, and “first
generation” students; 2

e General - funding that is enrolment-related, but which is not currently
added to base operating funds. These are enrolment-related in two senses:

0 Undergraduate Accessibility funds are to address enrolment
growth, and Per Student Funding to cover enrolment growth above
institutions” “corridor,” i.e., for unfunded BIUs;

0 “Quality” funds of various descriptions are not obviously and
directly distributed in lock-step with increased enrolment, but
enrolment levels are crucial determinants of such key indicators of
quality as student-faculty ratios and class size.

These initial counts are of envelopes that are indicated on the consolidated
statement of MTCU operating allocations to Ontario universities and do not

2 This use of “targeted” differs from the grouping used in Council of Ontario Universities Briefing
Notes, 2006-2007. The COU includes mission-related funding, the research overhead and
infrastructure envelope, and funding for “specific programs” - the last of which is not specified,
but may include institution-specific, special purpose and disability funding.
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include the base operating grants and established envelopes. They include
envelopes that were originally listed in one of the schedules and then included in
the consolidated statement and those that were listed first in consolidated
statement and later found in an attached schedule. These counts also do not
include the various envelopes that are itemized in various schedules. If these
latter envelopes are counted, the number of envelopes rises to 18 in 2005 and 26
in 2006.

Establishing new funding envelopes to expand access for under-represented
students or students facing barriers is not controversial. The proliferation of
envelopes and the concurrent absence of a policy stipulating that expansion and
general funds will be folded into base operating grants do pose particular
challenges for the system.

Why Envelopes, Why Now?

The only operational reason the government or the ministry might produce for
refusing to roll envelope funding into base operating grants is that they are
anticipating a fall in enrolments of eligible students that coincides with a forecast
drop in the number of Ontario’s 18-24 year olds. According to Ontario Ministry
of Finance forecasts, this population cohort is expected to decline by 6% between
2014 and 2025. By 2031 it will have reached 2012 levels. Over the same period,
the 25-44 year old population is expected to grow continuously.3

But any suggestion that enrolment will follow in lock step with demographic
trends is problematic for two main reasons. The first is that participation rates in
university education (typically calculated as the number of full-time students as
a proportion of the 18-24 year old age group) have grown continuously over the
past quarter century. Given current preferences for university education and
continuing think-tank and government rhetoric about educating the talent
necessary for a knowledge-based, value-added economy, there is little reason to
assume that participation rates will not continue to grow.

Growing participation rates may not completely offset the effect of population
shifts on undergraduate enrolment, but the second reason to look closer at future
enrolments is that the number of graduate students can be expected to grow
continuously. More importantly, the number of Basic Income Units (BIUs)
attributed to graduate students is proportionately larger than the number
assigned to undergraduate students.

3 Figures used are from the Ministry’s reference scenario, Ontario Population Projections Update,
2006-2031, Spring 2007.
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If current participation rates are broken out a little bit differently, and the basis
for estimating enrolment impact is the number of BIUs, the trough is less severe.
If the participation rate of Ontario’s 18 to 24 year old is calculated using full-time
undergraduate (rather than total full-time) enrolment, it is 26 per cent as of fall
2007, i.e., slightly lower than it was during the final year of the double cohort.
There are then three separate participation rates for Ontarians between 25 and 44
- determined by part-time undergraduate and graduate (full- and part-time)
enrolments. After making adjustments to estimate the full-time equivalent (FTE)
enrolment of eligible students and estimating the corresponding BIUs, the
downswing is shortened from a decade to five years and limited to one per cent,
even if participation rates were to remain constant at current levels.4

The Ontario government’s point of refusing to fold certain envelopes into base
operating grants also could be to ensure that it is not locking in funding above
the level that would be required when (presumed) enrolments are at their lowest
point in the demographic cycle. For example, if the anticipated number of
eligible students at the lowest point on the cycle were 307,000 FTE, this logic
would propose capping current or near-future base operating grants at that level.
Using the same assumptions as above, that would be in 2011-12 at the earliest.

Not only is there no immediate need to consider a moratorium on folding funds
from envelopes into base operating even on that logic, but enrolment declines in
the above scenario will be more than offset by the need to provide inflation
protection to funding. Again using the same assumptions of a frozen
participation rate, etc., the annual decline in enrolments is always less than one
per cent. Assuming that inflation runs at two per cent per year, addressing the
combined effect would require an average 1.7 per cent annual increase in
operating funding from the province to the universities.?

It would appear that, in an earlier period in which the university age population
was declining, rising participation rates and offsetting the effects of inflation
underlay the ongoing practice of rolling non-base and non-established funding

4 Future fall enrolments are derived by multiplying forecast population figures for each age
group by their respective fall 2007 participation rates (using Ontario Ministry Finance reference
model forecast, 2007). Resulting FTEs are calculated using Statistics Canada model - full-time
headcount plus part-time headcount divided by 3.5 or FT+(PT/3.5); eligible FTEs (students for
whom institutions are entitled to receive MTCU operating grants) are estimated using 2006-07
proportion of eligible to total fiscal full-time equivalents (93% for undergraduates; 73% for
graduate students); and BIUs are estimated using 2006-07 ratio of BIUs to fiscal full-time
equivalents for undergraduate and graduate students (1.6 and 3.9).

5 The Bank of Canada target mid-point is two per cent. The Policy and Economic Analysis
Program of the University of Toronto’s Institute for Policy Analysis long-range forecast for
Canada’s economy assumes an average inflation rate of 1.9 per cent.

Pushing the Envelope: OCUFA policy discussion paper 5



envelopes into base operating grants. From 1984 to 1995, the number of 18-24
year olds declined by almost 15 per cent. The average annual decline in their
numbers was 1.4 per cent. In contrast, the forecast decline in the university
undergraduate age group after 2014 is expected to be only six per cent, or an
average annual drop of 0.6 per cent.

The question then arises: what is the difference between then and now? The short
answer is politics.

The shift occurs with the 17 per cent funding cuts imposed by the Harris
Conservatives in 1995 and 1996. With one swing, the per-student funding gap
between Ontario and the other provinces increased by half. Taken by itself, the
subsequent establishment of additional funding envelopes would have been
tantamount to admitting that the initial funding cuts had been too deep. By
adding conditions to the envelopes, however, the Conservative government
could still maintain the posture that universities were poor money managers and
to be trusted only when given proper direction and subjected to specified
standards of accountability.

The Liberal government’s 2005 Reaching Higher plan and the Multi-Year
Accountability Agreement (MYAA) regime continue the language of
accountability, albeit with a different tone. Reaching Higher was introduced as the
largest investment in Ontario’s post-secondary education system in forty years,
promising greater access to students from under-represented groups and quality
improvements for all. In political terms, increased funding serves to highlight
partisan differences in approaches to governing, and proliferating envelopes
provides more opportunities to issue more press releases and draw attention to
the difference.

Why not envelopes?

Until 2002, base operating grants, established envelopes, and temporary
envelopes that subsequently became part of base operating grants accounted for
virtually all of the MTCU operating allocations for Ontario universities - never
less than 98 per cent. Subsequently, that proportion has declined to less than 80
per cent. Two policy directions, the growth in the number of envelopes with
conditions attached and the relative decline in the level of base operating and
related grants pose separate threats to the: institutional autonomy of collegial
decision-making; integrity of the collective bargaining; and quality of education
delivered to students.

Pushing the Envelope: OCUFA policy discussion paper 6



Where supplementary envelopes under the Peterson Liberal and Rae NDP
governments were added to assist universities in accomplishing their goals,
envelopes introduced by the Harris Conservative government came with
conditions attached that made them effectively punitive and directive. The
McGuinty Liberal government has likewise added envelopes, without
disavowing the directive character of accountability measures, and without
committing to rolling all enrolment and expansion related funding into base
operating grants.

Initial funding envelopes introduced by the Conservatives were distinguished
from previous enrolment or expansion-related envelopes by their targeted or tied
character. The Fair Funding for Universities grant, for example, set a problematic
precedent not only because it intruded on universities” autonomy to identify
their own needs and set their own priorities. The grant also directed universities
how they could spend their money by limiting the categories of permissible
expenditures. It specified that expenditures should be applied to faculty hiring,
but that these faculty should be engaged primarily in undergraduate teaching. In
trying to limit these members’ research and graduate teaching activities, it was
an attempt to intervene in defining what faculty members do and how they are
evaluated. And while the grant was meant to remedy per student funding
imbalances, it produced other inequities. Spending discretion for universities
which previously had higher levels of operating funding per student was
unaffected, while it was limited for recipient institutions.

The Fair Funding for Universities grant was subsequently rolled into base
operating grants, but similar principles were revisited with the introduction of
the Quality Assurance Fund (QAF). QAF eligible expenditures were limited, and
institutions were required to submit plans for approval by the MTCU. The
accountability agreements process instituted by the Liberal government follows
this pattern of requiring plans to be submitted to the MTCU, but the Multi-Year
Accountability Agreements (MYAA) do not specify what amount or proportion
of funds will be allocated to which specific activities or objectives. Given the
diversity of approaches and programs outlined in the respective MYAAs, it
would be impractical for the Ministry to attach or prescribe dollar figures to any
component.

In effect, negotiations between the MTCU and university administrations have
taken the place of traditional decision-making processes within universities.
Among these, of course, are the institutions of collegial self-governance which
address, among other things, issues related to the mission of the university, the
quality of education, etc. There is no one size that fits all: no two student
populations are the same and, aside perhaps from increasing faculty
complements and reducing class sizes, there may not be a common strategy for
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arriving at similar results. The way from here to there is most appropriately
determined by each institution through their respective collegial decision-
making processes.

To the extent that negotiations between administrators and faculty (and other
university employee groups) entail decision-making about priorities and the
internal allocation of resources, the new planning paradigm also spills over into
collective bargaining. The effect is two-fold. First, university administrations
have sought to leverage the status of new envelopes against faculty associations
by claiming that funding received through envelopes of recent vintage is tied
and cannot be used to offset salary increases and similar costs under collective
agreements. Second, even while it has become clear that there are no
consequences for failing to meet targets, faculty hiring plans outlined in the

MY AAs effectively sidestep the collective bargaining process through which
faculty associations negotiate the balance between faculty complement,
compensation and workload.

The second policy direction, of proliferating envelopes without committing to a
policy of rolling them into base operating grants, fuels university
administrations’ efforts to exclude envelope funding from the reach of collective
bargaining. Even if the new permanent funding envelopes introduced since 2000
(Performance Funding, QAF and Tuition Freeze Compensation) are added to
base, established envelopes and envelopes being rolled into base grants, the level
of assured future funding has fallen from 99 per cent in 2004-05 to 85 per cent for
2007-08.

Some of these envelopes are uncontroversial allocations to enhance access for
students with disabilities and increase participation by students from target
populations. Combined access funding accounts for less than one per cent of
total operating grants. The difficulty is rather with funding envelopes to cover
the expansion of health professionals” education and to support “accessibility”
and “quality.” ¢ Together, these funds come to 11 per cent of total funding.

The Minister’s 2006 memorandum on the system operating grant allocations
through 2008-09 may well have been meant to convey funding certainty over its
three-year horizon. For the most part, supplementary envelope funding was
projected to remain stable or to increase. Still, it indicated that assured future
funding - base operating grants, and established and permanent envelopes -
would remain frozen. The picture from annual allocations is not quite so clear.

¢ In this context, “accessibility” is different from access for targeted populations by referring more
generally to ensuring access for any interested and qualified student.
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Funding is not necessarily reduced, but it may be re-allocated from one envelope
to another.

University administrations have exploited the ambiguities created by this
situation to claim that future funding from these envelopes is not assured. The
rhetoric of “structural deficit” has become a familiar refrain as university
administrations claim that they have undertaken permanent expenses to provide
the programs supported by such envelopes, yet cannot plan as though the fund
or a replacement will be available to support it in the future. As a consequence,
faculty associations are told, the university does not have the budget to
accommodate the association’s demands at the bargaining table.

Yet, if the nature of the funding envelopes is such that it lacks certainty and
makes it difficult for universities to plan adequately, it is hard to imagine how
quality can be improved in any meaningful and sustainable way. Under the
circumstances, it would make sense to assure future funding by rolling
expansion-related, undergraduate accessibility and Access to Higher Quality
Education Fund (AHQEEF) into base operating on an annual basis or to eliminate
the funds altogether. Expansion of enrolments in health profession education is
permanent, there was no overall drop in enrolment with the graduation of the
double cohort, and quality improvement is presumably meant for the entire
student body. The nature of corridor funding is such that the institution-by-
institution effect of shifts in enrolment is temporised and gives universities an
actual planning horizon without the enforced rigidities of a three-year or five-
year plan.

Who is afraid of funding envelopes?

There is nothing inherently negative about funding envelopes themselves. If the
first priority is to ensure adequate and stable funding for universities, it is
preferable that enrolment-related funding be included as base operating grants
and secured into the future. Permanent, established envelopes such as the
Mission-related and Institution Specific grants which are not enrolment-related
and reflect institutional differences, or others like Funding for Students with
Disabilities which are for specific purposes, are not contrary to that preference.
OCUFA has supported some of these envelopes. Similarly, transitional envelopes
established, like the Pay Equity envelope, for clearly delimited goals and
intended to facilitate policy and program adjustment do not contradict the goals
of stable, secure funding. More recently, OCUFA has raised the possibility of a
special fund for renewal and retention of full-time university academic staff to
deal with faculty shortages.
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Whether a funding envelope facilitates those goals is also a function of the
conditions attached to it or its structure. The Fair Funding for Universities fund
is an example of funding with problematic conditions. Envelopes like
Performance Funding, which is distributed according to institutions’ relative
rating on Key Performance Indicators (KPI), are punitive in character and
contrary in spirit.” Funds established for high-minded goals like “access” and
“quality” may be politically motivated and relatively benign in intent, but their
status can be exploited to try and convey the impression that they are neither
stable nor secure sources of funding for universities to deal with enrolment
growth and to reverse the adverse trends in student-faculty ratios and class sizes.

To the extent that envelopes are a matter of keeping up public appearances for
the government, there need be nothing sinister about the envelopes introduced
under the McGuinty Liberal government. Still, university administrations have
endeavoured to exploit envelope funding to their advantage at the bargaining
table. The evidence from the government’s budget documents and accountability
agreements with universities does not support the university administrations’
contention. In any case, the practical realities of accounting for expenditures
when they are funded from more than one source, including tuition, make it
disingenuous to claim that funding envelopes are silos.

There is nothing to suggest that the provincial government intended Reaching
Higher to establish funding silos and, practically speaking, interfere in collective
bargaining. Budget 2005 does state that the government expects that “this
historic investment will not simply be used to enrich compensation packages
within the system.” (emphasis added) The budget statements clearly indicate
that increasing the faculty complement to reduce student-faculty ratios and
increase student-faculty interaction was deemed an integral feature of improving
quality. They equally clearly do not rule out increases in faculty compensation.

There is no evidence to support a contention that only a certain, specified portion
of operating funds provided under Reaching Higher funding envelopes can be
spent on faculty salary and benefits. Apart from indicating dollar amounts for
increasing the number of graduate and medical places in the system, the budget
offered no more direction on spending from increased operating funding than to
indicate that:

7 Even aside from the dubious relevance of KPIs, it is counterproductive to withhold the funds
necessary to accomplish the goals that such indicators are purported to measure. For an indepth
discussion of KPIs, see OCUFA, The Measured Academic: Quality Controls in Ontario Universities,
May 2006; OCUFA, Performance Indicator Use in Canada, the US and Abroad, May 2006.
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“new operating investments in colleges and universities will fund
enrolment growth, expand graduate education and create new faculty
positions. The investments will result in improvements to the student
learning experience by increasing contact between faculty and students,
and by providing better student services, and will result in higher quality
research. Overall, quality will improve.”

Even if there were a fixed envelope to accommodate growth in complement and
compensations, it is the prerogative of faculty associations to negotiate these and
any related quality and productivity items with their employers, not with the
ministry or government.

Formally, the accountability agreements between the MTCU and each institution
draw a link between envelope funding, expenditures in specified areas, some
measure of achievement, and subsequent release of further funding. Because
dollar amounts are identified, the 2005-06 Interim Accountability Agreements
(IAA) might appear to lend the greatest credence to the claim that the funding is
tied, except that the figures provided by the MTCU are non-specific except to
indicate how much money a university may receive from the respective
envelopes. Any other figure reflects an institution’s planned expenditure.
OCUFA’s analysis of the IAAs indicates there was no consistency in how each
institution intended to allocate its quality funding between “teaching and
learning excellence” (including faculty hiring), “educational resources” (e.g.,
equipment, library materials, information technology) and “student support/
services” (remediation and retention programs, counseling, etc.).

Except for rare mention, the MYAAs are silent on budgets for the various
programs planned by the universities. Since there appears to have been no
requirement that IAA follow-up reports include data on the flow of funds from
an envelope to a particular activity, it is unlikely that there was any expectation
that universities would be expected to provide detailed reconciliations of income
and expenditures. None of the MYAA progress reports obtained by OCUFA to
date provide any information on expenditures, but some do report that fewer
faculty were hired than had been planned. OCUFA is not aware of any negative
consequences arising from those shortfalls. The most ominous-sounding
stipulation is that “release of the full amount” of annual funding for 2007-08 and
2008-09 “will be conditional on the successful completion of the annual review of
the Multi-Year Action Plan.”

8 OCUFA, Ontario University Interim Accountability Agreements: Where did the money go? October,
2006.
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It is simply impractical to require a forensic trace of funds from the general scope
of a funding envelope through to an itemized list of expenditures. There is
always some degree of cross-subsidy between funds. Providing additional
money for one purpose frees up funds from base operating grants, for example,
to be applied to other purposes. As OCUFA’s analysis of the IAAs indicated, it is
not clear how much of the cost of faculty hiring might be borne from base
operating grants or tuition in addition to an envelope nominally allocated to
quality improvement.

The point may be illustrated using a Council of Ontario Universities (COU)
example. One of the established envelopes distributed to the universities is the
Research Overheads and Infrastructure Envelope (ROIE), provided by the MTCU
to offset the costs of administering external research grants. The size of the fund
has changed very little over the past twenty years, even as the value of external
research grants has steadily increased. The COU regularly reports on the ever-
diminishing ratio of ROIE funding to research grants. Presumably, the difference
between the actual cost of administering research grants and the amount of
funding from MTCU must come from elsewhere, i.e., general operating funds.

It is disingenuous for university administrations to claim that operating funds
provided in one envelope are not mingled in any way with funds of another
envelope or source of operating funds. If it were strictly true, no money from
base operating or from tuition would be flowed to activities funded through a
purpose-built envelope, if for no other reason than the subsidy would reduce
general operating funds available for other purposes. There would be little point
in providing an envelope and restricting its use unless it were fully additive and
the activity were financially self-sufficient in that regard. In fact, it is the relative
size of funding from base operating grants and tuition fees that give institutions
the flexibility to make the best use of whatever funding envelopes are provided.

The types of expenditures to be provided with quality and access money, as
contemplated by the IAAs and MYAAs, closely parallels the types of expenses
commonly covered by operating budgets. For it to make sense that access and
quality money are anything other than additional operating funds, and to be
credible, university administrations would have to establish not only that the
expenses outlined in the accountability agreements were funded exclusively by
funds provided in tandem with the accountability process, they would have to
establish that the activities were entirely new and neither in process nor
contemplated before the undertaking. Moreover, they would have to
demonstrate that the activities were effectively prescribed by the MTCU. The
latter is clearly untrue.
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If any limitations on spending are implied by accountability agreements or
funding envelopes, it is to limit university administrators” ability to re-direct
funds away from the operating funds necessary to improve access and quality.

Under the circumstances, it is not surprising that university administrations
would shift their argument to “in any case, these envelope funds are not assured
for the future.” The turn to a rhetoric of “structural deficit” amounts to saying
that the Liberal government’s policy on envelope funding is self-defeating. To
the extent that the practice of funding through envelopes reduces the level of
certainty, it gives universities incentives to restrict supply. If the provincial
government policy is to encourage university education to facilitate development
of the knowledge and innovation economy by increasing the supply of “human
capital,” envelopes may actually run counter to that purpose.

Still, the system-wide picture provided by Reaching Higher states that funding
will continue to rise, not as quickly in 2008-09 perhaps, but it will continue to
increase. And, as noted above, the Minister’s memo outlining the three-year
operating allocations shows no reduction in funding. The only change for any
institution will be its relative share of the available funds, most of which are
allocated as a function of enrolment.

By definition, expansion funds for graduate and health professional education
must be to establish increasing “base” levels of enrolment in those areas.
Universities have been told that 2007-08 graduate expansion funding will be
added to operating grants. In principle, the same could be applied to increased
enrolment in the health fields. The bulk of access and quality funds are based on
enrolment which could, in theory, be turned into base operating grants. Even
where they are based on institution-specific challenges and not enrolment-
related, they are presumably granted on the basis of permanent programming.

Across the system, the only uncertainty with respect to future funding would
have been the enrolment impact of the double cohort completing their
undergraduate studies in the spring of 2007. The major variables would have
been the magnitude and the length of any decline in enrolment following their
graduation. Reaching Higher evidently anticipated a continuing drop in total
enrolment in each of the three years following the double cohort. Yet, full-time
equivalent undergraduate enrolment in the fall of 2007 fell by less than half a per
cent from the previous fall and graduate enrolment increased to levels that
increased overall enrolment by one per cent. Since then, the number of secondary
school students applying for admission in the fall of 2008 has risen by almost five
per cent, i.e., at a rate faster than their population is expected to increase.
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Enrolment shifts do differ between individual institutions, but the effect should
be primarily in the share of enrolment-related funds. Albeit with a different
timeframe, changes in distribution of funding should be similar to that within the
corridor funding system. In as much as enrolment shifts may affect year-to-year
funding from the Undergraduate Accessibility fund, for example, it is within the
context of Basic Operating Income and thus a function also of an institution’s
tuition policy.

Policy options for OCUFA

It is understood that the provincial government may have legitimate policy goals
- such as enhancing the participation of under-represented groups - that require
it to set aside specific targeted funds. An additional dedicated fund similar to the
funding envelope for students with disabilities for students facing other barriers
to participation should be no more controversial than funding for direct student
aid. It is more recently created permanent and supplementary envelopes which
have generated the most controversy from a policy perspective on public
funding for post-secondary education and from a collective bargaining
standpoint. The following options and outlines are not exhaustive, but provided
to highlight some of the considerations that may apply in each case.

In acknowledging the necessity of certain established envelopes to accommodate
institutional differences and of transitional envelopes to facilitate system change
or expansion, OCUFA can affirm several principles:

1. The first priority of provincial government support must be adequate and
stable funding;

2. Base operating grants are the preferred mechanism to provide sufficient,
secure funding for planning and system continuity;

3. Other permanent envelopes to supplement base operating grants should
be for specific and identifiable purposes that are not enrolment-related;

4. No funding envelope should be punitive in nature; all funding must
enable or enhance rather than restrict institutions” capacity;

5. Funding should not be conditional; where conditions may apply, they
must not restrict university stakeholders from negotiating use of such
funds.

With respect to the permanent envelopes created since 1998 and which are not
allocated according to the distribution of enrolment - the Quality Assurance
Fund, Performance Funding, and Tuition Freeze Compensation - the first
question is whether they should be treated as enrolment-related. If there is an
OCUFA policy to maximize the level of funding covered by base operating
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grants, there are two conceivable variations in which some portion of these funds
could be transferred to base operating. These are:

A requirement that any portion that is enrolment-related is also folded
into base operating in the following year;

A consolidation of these funds into a single envelope, from which the
greatest proportion that could be deemed enrolment-related without
producing inequities would then be transferred to base operating grants.

With respect to supplementary funding provided under the umbrella of Reaching
Higher and the Muli-Year Accountability Agreements, there are several policy
options for OCUFA. These include, in brief, to:

A. Accept supplementary envelopes for operating funding, provided there is

an explicit statement from the provincial government assuring the
permanence of the funding, and some mechanism to ensure that
institution-level reductions operate in a fashion analogous to existing
corridor funding principles.

Accept supplementary envelopes for operating funding, provided that
funding envelopes based on enrolments are folded into basic operating
grants: the amount allocated in year x should be folded into base
operating for year x+1.

Accept the principle of funding envelopes, including the establishment of
a separate, dedicated envelope for faculty recruitment and retention.
Options here include:

a. Establishment of a supplementary fund, i.e., in addition to existing
operating funds directed to faculty salary mass, with “use it or lose
it” caveats.

b. Establishment of a separate envelope for faculty salary mass, the
distribution of which between complement/compensation/work-
load is subject to negotiation between institutions and faculty
associations.

. Support limiting envelopes to base operating grants, established

envelopes (disability, institution-specific, mission-related, research
overhead, special purpose).

Option A: Supplementary envelopes, with guarantees of sustained funding
and allocation mechanisms corresponding to corridor funding principles.

Adopting this position affirms the principle that funding should be stable. Year-
to-year differences in institutional allocations would be subject to enrolment
shifts and institutional tuition policy, similar to the allocation of base operating
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grants. It does not prevent university administrations from arguing that
supplementary funds are restricted and therefore off the table when negotiating
faculty complement, compensation and working conditions.

This position also tacitly acknowledges the political role that funding envelopes
may play for the provincial government, e.g., highlighting policy initiatives to
broaden access and improve quality. In theory, it might provide OCUFA and
member associations more leverage with Ontario university administrations, to
the extent that government policy objectives lend moral force to OCUFA’s
recommendations and objectives. Without provisions limiting the directive or
conditional nature of supplementary funds, however, it does not resolve issues
that arise with respect to institutional autonomy. The trade-off for greater
OCUFA and faculty influence could, in fact, be greater control by MTCU.

Questions that arise with the adoption of this option - and which OCUFA may
require be answered before it is prepared to accept/endorse supplementary
funding of any sort - include:

e Are such supplementary envelopes time-limited?

e If so, how are time frames established, and what time limits are imposed?

o What principles must be observed or criteria met for establishing a
supplementary envelope?

Option B: Supplementary envelopes, with enrolment-related funding for each
year folded into subsequent year base operating grants.

As with option A, this option affirms the principle of stable funding, but
forestalls university objections that the funds are restricted and that they are not
permanent. At the same time, the government is under no obligation to continue
the envelope in subsequent years. In most respects, this option endorses the past
practice of MTCU. The same questions as apply to option A with respect to time
frames and criteria for establishment of supplementary envelopes pertain to this
option.

Option C (a): Establish a separate supplementary fund for faculty recruitment
and retention, wi th oOouse it .or | ose itd provisos

A supplementary fund for faculty recruitment and retention would bear some
resemblance to the Faculty Renewal Fund established by the Peterson Liberal
government in the 1980s. In the first instance, it would affirm OCUFA’s position
on the need to hire more full-time, tenure-stream faculty members to reduce
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student-faculty ratios. In the second, it increases the amount of funding available
for salary mass, while leaving it to member associations to negotiate the balance
between faculty complement and compensation at their respective institutions.

While a fund of this type will alleviate the degree of contention over which funds
are to be regarded as general operating, it will not eliminate the dispute. There
are several implementation issues to be considered. If OCUFA adopts the
position that supplementary funds should be temporary, the first question that
arises pertains to the time-frame for a faculty recruitment and renewal fund.

o How should the time-frame of the fund be established?

o Ifitis to be on the basis of the achievement of certain objectives, which
objectives would be appropriate, how would they be measured, and what
would constitute successful attainment of the objectives?

The second set of questions arises with respect to the mechanism for distributing
the envelope funds between institutions.

o How would the funds be distributed between universities - on an
enrolment basis or status relative to an overall provincial objective like
student-faculty ratios?

o If distribution is by some standard such as provincial average student-
faculty ratio, how is the standard established and how are institutional
differences accommodated, and how are the data collected?

Option C (b): Establish a separate envelope for faculty salary mass.

Establishing a separate envelope for faculty salaries would essentially be the
creation of another permanent envelope. The envelope could be narrow in scope
to cover full-time faculty salary mass only, or broad enough to cover teaching by
part-time faculty and other teaching personnel (as appears to be the case in
Quebec). In either scenario, there would no longer be grounds for disagreement
about which allocations from the provincial government are operating funds,
which ones are restricted, and how much is available to cover faculty salaries.

Two issues arise with the establishment of a separate envelope to cover faculty
salary mass. The first is the means by which the size of the envelope should be
established initially, and on what basis the envelope would be increased
subsequently. Presuming a willingness by the government and university
administrations to undertake this option, the least controversial means of
establishing the amount of the first faculty envelope would be the system total
expense for faculty/teaching expenses.
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Any enlargement of the initial envelope and subsequent increases could pose
other challenges for OCUFA and its members. If the establishment of a separate
faculty fund has the same goals as a faculty recruitment and retention fund,
additional funds would have to be required. Similar to option C (a) above, the
principles for identifying the amount of additional funding would be required.
However the magnitude of increased funding is established, OCUFA would
have to assume a negotiating role with the government and university
administrations or COU over the size of the envelope.

As with option C (a) above, the second set of issues relate to the manner in which
envelope funds are distributed between universities. The initial distribution
might be based on current shares of the system total faculty/teaching expense.
Short of the adoption of a single-payer approach, if faculty associations are not to
be negotiating, in effect, against each other in the future for a share of the faculty
fund, some other measure other than growth in faculty salary mass would be
required. The questions that arise are substantially the same as above. What
criteria are established, and how are institutional differences accommodated?

Option D: Limit funding envelopes to base operating and established grants.

In addition to affirming the principle of stable funding, this option essentially
declares that, except for those established envelopes required to ensure that
mission-related costs do not undermine the principle of equitable funding,
funding envelopes are to be avoided wherever possible. It would limit university
administrations” ability to argue that certain funds are restricted and not part of
general operating funds under consideration when negotiating with faculty
associations.

The premise of this policy option is that transitional issues can be addressed by
increasing and distributing base operating grants as required. From a provincial
government policy perspective, it would imply that targeted enrolment
increases, in graduate studies or the health professions for example, could not be
treated differently. In this scenario, a government could state that it wished to
see enrolment expanded, but could offer no incentives to universities to supply
the places to accommodate enrolment increases.
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