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Consolidated Budget

2009-10 2010-11 2011-12 1-Year 2-Year
Actuals Projected Budget Plan | Change Change
$658 $694 Student Income $722 4.2% 9.8%
1,139 1,235 Sponsored Research 1,213 -1.7% 6.5%
603 663 Direct Costs - University 650 -2.0% 7.9%
333 346 Direct Costs - SLAC 346 0.0% 4.1%
204 225 Indirect Costs 217 -3.6% 6.4%
506 540 Health Care Services 549 1.7% 8.6%
234 280 Expendable Gifts & Net Assets Released 285 1.8% 21.8%
904 916 Investment Income 987 7.7% 9.1%
855 774 Endowment Income 838 8.3% -1.9%
50 142 Other Investment Income 148 4.8% 197.4%
351 364 Other Income 374 2.9% 6.8%
| $3,791 $4,028 Total Revenues $4,131  26%  9.0%)
1,881 1,988 Salaries and Benefits 2,080 4.6% 10.6%
333 346 SLAC 346 0.0% 4.2%
221 232 Financial Aid 240 3.3% 8.5%
1,063 1,140 Other Operating Expenses 1,158 1.6% 9.0%
| $3,497 $3,706 Total Expenses $3,824 3.2% 9.3%|
$294 $322  Revenues less Expenses $307
(131) (181) Total Transfers (104)
| $164 $141 Revenues less Expenses after Transfers $203| Dollars in millions
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Undergraduate Need-Based Aid
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Endowment Market Value

Nominal investment return
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Consolidated Budget by Unit

Other is Hoover, VPUE & VPGE

H&S
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: Medicine SLAC
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Umots Engineering
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Consolidated Budget by Fund Type

Auxiliaries

Grants & Contracts ' 8%

24%

Restricted
24%

General Funds
25%

Designated
19%

$4.1B
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Consolidated Budget by Fund Type

Auxiliaries
Grants & Contracts ' 8%
24%

General Funds
25%
Restricted
24%

Designated
19%

$4.1B

$1,041M

Formula
Units
$164M

Non-
Formula
Units

$686M

Central
Obligations
$191M

Central Obligations include debt service,

insurance, Capital Facilities Fund,

university reserve, UG financial aid, etc.

General Funds Budget
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T General Funds Budget

% of Revenue/
Expense

2011-2012
Tuition $579.6 55.7%
Indirect Cost Recovery 216.9 20.8%
Investment Income 210.2 20.2%
Endowment Income 1461
Other Investment Income 64.1
Other Income 33.9 3.3%
Total General Funds Revenue $1,040.6
Salaries and Benefits 556.2 65.4%
Financial Aid 31.9 3.8%
Debt Service 58.4 6.9%
Other Operating Expenses 203.6 24.0%
Total Expenses $850.1
Revenues less Expenses $190.5
Total Transfers (151.0)
General Funds Surplus $39.5

Incremental General Funds Allocations
Administrative
$3.5M
Salary & Benefits
$12.2M
Faculty
$4M
Incremental
) Programs
Non-Salary $16.3M
$4.9M Academic
Programs
$5.3M Student

Facilities
$6.6M

Life
Grad $1M
Support
$1M

Yo Total: $42M
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Incremental General Funds Allocations

Administrative
$3.5M

Faculty
$4M

Academic

Programs
$5.3M Student

Life
Grad $1M
Support
$1M
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Incremental General Funds Allocations

¢ Reinstate Overseas
Seminars in VPUE

* Teaching resources in
Language Center and
Econ 1A/1B

e Convert UG Education
minor from pilot to base

e Array of academic
programs in Dean of
Research, SULAIR, Law
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Incremental General Funds Allocations

Administrative
$3.5M

e Faculty positions in new

Geobiology program
Faculty

* Faculty recruitment $4M
support in H&S and Law

* Retention and equity
adjustments in H&S

* Continued support for Student

Faculty Incentive Fund Life
and Faculty Development Grad $1M
Initiative Support

$1M

Incremental General Funds Allocations

* Increased Business Administrative
Affairs capacity for $3.5M
campus support and
global support and
compliance

¢ Modest increases in UG
Admissions to cope with
continued increase in
applications and interest

Student
Life
$1M

e Final increment in
Development base
buildup; increased major
gift and international
efforts

Grad
Support
$1M
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Incremental General Funds Allocations

* Additional support for
energy conservation
efforts in LBRE

* Add one deputy sheriff in
Public Safety

* Additional base support
for BeWell program

Administrative
$3.5M

Student
Life
$1M

Grad
Support
$1M
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Incremental General Funds Allocations

* Increased support for
Student Services Center

¢ Residential Education
enhancements

* Additional Physician
Assistant/Nurse
Practitioner and CAPS
Case Manager in Vaden

* Increased support for
Graduate Life Office and
Bechtel International
Center

Administrative
$3.5M

Student
Life

Grad $1M

Support
$1M
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Incremental General Funds Allocations

e Growth in Education
doctoral cohort

* Base funding for
Engineering TAs

e Selected student
services enhancements

Administrative
$3.5M

Student

Life
Grad $IM
Support
$1M

Lessons Learned
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Budget Lessons

® In good times, we need more discipline adding staff

4+ 10 year growth in faculty (except SoM) and students has been slow and
relatively controlled

4+ In units funded entirely through General Funds, staff growth has also
been relatively slow —limited by available funds

4+ Staff growth in units with significant non-GF revenue has been large and
uncontrolled

4+ Do we need a billeting system for staff?
¢ In very bad times, moving quickly is better than “smoothing”
4+ We had option of one year of sizable cuts vs. 4-5 years of smaller cuts

4+ Former yields more strategic, thoughtful reductions

Expendable Funds Buffering Policy

e Buffering policy worked well for normal investment fluctuations (including
2001-2002 downturn)

e \With extreme investment losses, policy left General Funds budget exposed to
large and immediate drops (>$40M in FY10)

¢ Policy needed revision

35
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Expendable Funds Buffering Policy

e Buffering policy worked well for normal investment fluctuations (including
2001-2002 downturn)

e With extreme investment losses, policy left General Funds budget exposed to
large and immediate drops (>$40M in FY10)

¢ Policy needed revision

New policy puts more buffering risk
on sources of one-time funding;
provides more protection for
base budget.
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Endowment Lessons

e /n addition to risk profile of portfolio, more attention needs to be given to
liquidity of portfolio
4+ In extreme liquidity crisis, institution can become cash starved

4+ Even when there is no crisis, less than optimal investment decisions
may be forced

4+ Did not happen to us, thankfully, but could have

e Did we learn that “Yale investment model” is a mistake?
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Annualized Returns (ending 6/09) vs. Indexes

Stanford (giasgt?c M(SFg'reEiA:E MSCI REIT GSCl 10-year
Endowment Equiti 9 (Real Estate) | (Commodities) Treasuries
quities) Equities)
1-year -25.9% -26.2% -31.0% -43.7% -59.7% 7.3%
3-year -1.0% -8.2% -7.5% -18.5% -15.2% 8.2%
5-year 6.8% -2.2% 2.8% -3.0% -3.4% 5.5%
10-year 8.9% -2.2% 1.6% 5.3% 6.3% 5.8%
30-year 16.4% 10.8% 9.6% 3.3% 6.8% 8.2%
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Endowment Lessons

* |n addition to risk profile of portfolio, more attention needs to be given to
liquidity of portfolio

*
*

<+

In extreme liquidity crisis, institution can become cash starved

Even when there is no crisis, less than optimal investment decisions
may be forced

Did not happen to us, thankfully, but could have

e Did we learn that “Yale investment model” is a mistake?

No
(though we should continually
assess mix/risk/liquidity
of portfolio)
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Research Outlook

What will happen if the Federal research
budget remains flat for 5 years
(@nd our share remains the same)?
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... to Graduate Students?

... to Postdocs?

... to Indirect Cost Recovery?

... to the rest of us?

Sponsored Research (Projection)
without ARRA

B Federal 3 Non-Federal

M Indirects

$900M 841 849 857 866

$750M

$600M

$450M

$300M

$150M

$OM

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Assuming flat research funding

Assumes non-federal research grows at 4.5% nominal
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Sponsored Research (Projection)
without ARRA;, inflation adjusted

B Federal 3 Non-Federal M Indirects
$900M
¥
-10%
$750M &
$600M
$450M ¥
-14%
$300M
$150M
$0M
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Assuming flat research funding
Assumes non-federal research grows at 1.5% real
Graduate Student Enroliment (Historical)
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growth rate
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4134 1.75%
4000
3000
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Graduate Student Funding (Projection)
inflation adjusted

B General Funds M Designated & Restricted Ml Grants & Contracts

$360M

304 305 305 305 304 304

293

$270M

$180M

$90M

$0M
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304

Assuming flat research funding

Assumes 1% real growth in Designated, Restricted, and General Funds

Graduate Student Enrollment (Projection)
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5000
4425 4425
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0%
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Graduate Students

e Effects would largely be limited to doctoral (PhD) students
¢ Global impact would be dampened by growth in other graduate funding
¢ | ocal disruption inevitable due to lack of fungibility of some funds

e At best, total number of doctoral students would remain level

...but would decline if cost per graduate student exceeds inflation

Postdoc Numbers (Historical)

Annual
growth rate

2000 1888* 2001-2009

1500 209%

1281

1000

500

0
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

*2010 & 2011 anomalous due to one-time suspension of 5 year postdoc limit
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Postdoc Funding (Projection)
inflation adjusted

B General Funds M Designated & Restricted Ml Grants & Contracts

$90M 8 i e

84 82

$60M

$30M

$OM

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Assuming flat research funding

Assumes 1% real growth in Designated, Restricted, and General Funds
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Postdoc Numbers (Projection)

Annual

2000 growth rate
2012-2017
1576 1605
1462 1474
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Assuming flat research funding
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Postdocs

¢ Effects would not be dampened by other funding

¢ Since postdoc funding is not fungible, effects would be entirely in science and
engineering fields

¢ Decreases in postdoc numbers would be inevitable

e Similar effect likely for research staff positions

53

Indirect Cost Recovery

To understand potential effect on Indirect
Cost Recovery, first need to understand
how it works.
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Indirect Cost Recovery

Tuition
56%
Indirect

Cost Recovery
21%

Investment
Other Income
3% 20%

General Funds
$1.0B

* Certain direct research costs excluded from IDCR calculation

Research Grant

Current Indirect
Cost Rate = 58%

$58 Indirect
cost recovery

$100 “Direct”
cost of
research*

Indirect Cost Recovery

Tuition
56%

Indirect

Cost Recovery
21%

Investment
Other Income
3% 20%

General Funds
$1.0B

Utilities, O&M on
- research buildings
- Research
administration
- Research
compliance
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Indirect Cost Rate Calculation

Facilities Costs (Utilities + O&M)

Facilities Rate - Research Base

_|_
Admin Rate — Administrative Costs
(Capped at 26%)* Research Base

Total Indirect Cost
Rate

* Results in under recovery of full cost of research, even on grants paying “full” overhead charge

Indirect Cost Recovery

Two final points:
1. Indirect Cost Rate is recalculated (renegotiated) every two
years. During these two years, the rate is fixed.

2. When rate is recalculated, new research base is estimated
based on latest research volume.
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Indirect Cost Recovery

¢ |n first two years, as research volume stagnates, IDCR will as well, reducing this
source of General Funds

e Equivalent to a 6% reduction in IDCR over two years, roughly $12
million hit to General Funds

e Can be managed with our planned General Funds surplus
¢ When Indirect Rate is recalculated, higher facilities costs (due to inflation) without
increased research volume, would increase the negotiated rate

e Would yield (partial) recovery of General Funds revenue, but place
added overhead burden on research grants

¢ Would worsen under recovery of indirect research costs, due to capped
administrative rate

¢ Net effect after 5 years could be up to 4.5 points added to the rate
(e.g., raising current rate of 58% to 62.5%)

Other Effects

¢ Even more unsuccessful grant applications; more effort writing grants

¢ Pressure on faculty salaries (summer support; salary offsets; base salaries in
School of Medicine)

¢ More reliance on other funding sources (which generally do not pay full
indirect cost rate)

¢ | ess research accomplished
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But remember:

Historically, Stanford’s share of federal
research has increased when funding
became tight.
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