CPE Benchmark Model

Issues/Questions:

1. Other funding formulas

a. Should other funding formulas be considered instead of the Benchmark Funding Model, and if so, which ones?

2. The process for selecting benchmarks

a. Is the current process too subjective? If so, how can it be made more objective and equitable?

b. Should benchmarks reflect actual instead of aspirational peers?

c. Should the benchmark institutions be used to measure performance as well as funding adequacy?

d. Should performance criteria be included in the selection process?

e. Should performance related to benchmarks be reported?

f. Should there be changes in the criteria used to select the universe of institutions on the list for selection? 

3. Tuition 

a. Should the deduction remain 37 percent for most institutions and 30 percent for KCTCS and KSU?

4. Benchmark assumptions

a. Should there be changes to the measure of central tendency or mandated program deductions?

b. Should nonresident students be funded at a lower rate than resident students or be excluded from the funding model?

c. Should there be some equity measure that provides an adjustment to institutions disproportionately below funding at benchmarks? 

CPE Benchmark Model

Illustrative tables included in back of this section:


Table 1 - History of Benchmark Selection


Table 2 - Benchmark Calculations (2004-06)


Table 3 - Funding Gap - if used actual T&F revenue


Table 4 - Public Funds Analysis

A. Rationale and Development of Benchmark Model

According to the report to the Task Force on Postsecondary Education in March 1997:

1. A lack of strategic financial planning was identified as a barrier to progress in Kentucky. The report mentioned the funding formula developed in 1982 to ensure fair and equitable funding among institutions. At the time it was developed, it was believed that the formula would decrease political infighting and turf battles that had existed. 

2. Formula served Kentucky well in much of the 1980’s because it was a period of enrollment growth and formula was primarily enrollment driven, concept was “common funding for common activities.”

3. Problems of formula identified:

· Institutions seeking “add-ons” outside the formula-provided incentives to seek appropriations that are not part of the formula calculation.

· Formula rewards growth and could lead to, in periods of changing demographics, rewarding the wrong types of behavior - to enroll students who should not be enrolled there, i.e., remedial courses in four-year institutions where more expensive - formula suggests to campuses that quality is less important than quantity of courses.

· Formula offered no direct incentives for collaboration and coordination - in fact stifled because of concern by campuses as to which will receive rewards for production of credit hours.

· Formula has lost credibility with executive branch and General Assembly - budget requests viewed as unrealistic - loss of confidence and disregarded by policy makers.

· Formula does not provide sufficient incentives for enhanced national competitiveness of research and graduate programs, nor differentiated missions at the regional institutions or shared program delivery among institutions - encourages institutions to be more alike one another rather than becoming distinctive.

B. Benchmark Selection and Criteria

Statistical procedure for benchmarking

· FASTCLUS was determined to be the best model for determining similarity based on multiple variables.

· FASTCLUS combines an effective method for finding initial clusters with a standard iterative algorithm for minimizing the sum of squared distances from the cluster means and is done on the basis of Euclidean distances computed from one or more numeric variables. The procedure operated in 4 steps:

1. Observations called “cluster seeds” are selected.

2. Assigning each observation to the cluster with the nearest seed forms temporary clusters.  Each time an observation is assigned, the cluster seed is updated as the current mean of the cluster.  This method is sometimes called “incremental, on-line, or adaptive” training.

3. If the maximum number of iterations is greater than zero, clusters are formed by assigning each observation to the nearest seed and, after all are assigned, the cluster seeds are replaced by the cluster means. 

4. Final clusters are formed by assigning each observation to the nearest seed.

· FASTCLUS procedure ranks all institutions in order of similarity to each of the eight public universities based on the selection criteria listed in the next section. Because the measures are not all on the same scale they are standardized with a mean of zero and a standard deviation of one before performing the FASTCLUS procedure.  So based on the model, those institutions ranked 2-20 would be the most similar benchmark institutions for the model.

· The history of benchmark selection is included on Table 1.  In this we can see each institution that was used as a benchmark and what the rank of each benchmark was with respect to model similarity at each time benchmarks were changed.

Criteria for selecting benchmarks 

	Measures
	Weights (Percent)

	
	Doctoral
	Comprehensive

	Enrollment Characteristics
	
	

	
Total Headcount
	
5.26
	
11.11

	
Percent Part-Time Headcount
	
5.26

	
5.56

	
Entering ACT Score (50th Percentile)
	
5.26
	
5.56

	
Percent Bachelor’s Degrees
	
N/A
	
5.56

	
Percent Master’s Degrees
	
5.26
	
5.56

	
Percent Doctoral Degrees
	
5.26
	
N/A

	Subtotal
	



26.30%
	



33.35%

	
	
	

	Degree Program Mix (Degrees Conferred)
	
	

	
Percent Agriculture
	
5.26
	
5.56

	
Percent Business
	
5.26
	
5.56

	
Percent Education
	
5.26
	
5.56

	
Percent Engineering
	
5.26
	
5.56

	
Percent Biology & Physical Science
	
5.26
	
5.56

	
Percent Arts
	
5.26
	
5.56

	
Percent Liberal Arts & Humanities
	
5.26
	
5.56

	
Percent Health
	
N/A
	
5.56

	
Percent First-Professional Health
	
5.26
	
N/A

	
Percent First-Professional Law
	
5.26
	
N/A

	Subtotal
	

47.34%
	

44.48%

	
	
	

	Faculty Characteristics
	
	

	
Percent Full-Time Faculty
	
5.26
	
5.56

	
	
	

	Public Service
	
	

	
Public Service as a Percentage of E&G Exp.
	
5.26
	
5.56

	
	
	

	Student/Faculty Ratio
	
5.26
	
5.56

	

	
	

	Research Emphasis
	
	

	
Research Expenditures
	
10.53
	
5.56

	
	
	

	GRAND TOTAL ALL MEASURES
	
100.00%
	
100.00%


Data calculations and collections were completed as follows:

· Public funds - Defined as state General Fund appropriations and tuition and fees revenue as reported to the Integrated Postsecondary Education Data System (IPEDS) - for each set of benchmark institutions.

· A survey of the benchmark institutions was conducted by MGT of America to obtain information on state funds for debt service and mandated public service and research programs having no student enrollment or instructional function.  (Additional changes were made for the 2004-06 recommendation based on MGT criteria - more detail is provided in future section on MGT study). These funds were deducted from the state support amounts at the benchmark and Kentucky institutions.  

· Using the most current fiscal year state funding and enrollment data reported to IPEDS, public funds (net of state funds for mandated programs) per full-time equivalent (FTE) was calculated for each Kentucky institution and its respective benchmark institutions.   

· A measure of central tendency, which for this calculation was the average of the 50th, 55th, and 60th percentiles, was calculated.  

· This funding level was then increased by an inflation factor (the consumer price index (CPI) was used for this calculation) to determine a fiscal year 2002 funding level.  

· Tuition and fees revenue, using the lesser of budgeted or a standard percentage, was then deducted to obtain a net General Fund appropriation objective. 

· This objective was compared to the funding level at the Kentucky institution and a funding need was calculated.  

Table 2 details a summary of all benchmark calculations as well as the Council’s recommendation, which included a three biennia phase-in and a 10 percent cap on the increase that could be recommended for any institution.  In addition, Table 2a provides a detailed example for EKU. 

Tuition Deduction

Tuition and fees revenue, using the lesser of budgeted or a standard percentage, is deducted to obtain a net General Fund appropriation objective.

· Approximately one third of the $315 million funding gap is generated because of the standard deduction.  If actual tuition and fee revenue were deducted, the funding gap would have been only $200.5 million instead of $315 million (Table 3). 

· An analysis of actual tuition and fee revenue as a percent of total public funds shows that almost all institutions’ tuition and fee revenue comprise a level greater than 37 percent. Additional information is given to reflect these analyses relative to the benchmark institutions (Table 4).

Mandated Programs and Debt Service

Background

The goal of the benchmark funding process is to provide a per student level of state support at each Kentucky institution that is comparable to that received by a set of out-of-state peer or "benchmark" institutions.  

The initial implementation of the benchmark funding model revealed the need for some refinements.  In 2001, the Council and the presidents of the universities and community and technical college system agreed that state funded mandated research and public service programs as well as state funded debt service should be excluded from the benchmark funding process.

It was determined that a survey of both Kentucky institutions and their benchmark institutions needed to be conducted.  The Council contracted with MGT of America, Inc., to conduct the survey and to develop recommendations.

To reach the study objectives, the methodology for the project included four major activities:

· Design of a survey of mandated programs and General Fund debt service

· Conduct the survey

· Analysis of the survey results

· Development of recommendations

A survey of both Kentucky institutions and their benchmark institutions was conducted to identify specifically the state General Fund amounts for mandated research and public service activities and debt service.  For the purposes of the survey, definitions of mandated research and public service activities and debt service were developed.  

· Mandated research and public service activities are defined as those that must have an external legal mandate, either through statute, resolution, or executive order and receive appropriations greater than $25 per full-time equivalent (FTE) student. 

· Research includes funds to be expended for activities specifically organized to produce non-instructional research outcomes, including Agricultural and Engineering Experiment Stations.  

· Public service includes funds to be expended to provide non-instructional services beneficial to groups external to the institution.

· Debt service is defined as state General Funds appropriated directly to the institution for servicing principal and interest on debt issued for land, equipment, or buildings. 

The survey was conducted and data analyzed by MGT of America, Inc.   The results along with recommendations for use of the data were presented to the Council.  The recommendations were implemented by the Council staff in the development of the 2002-04 operating budget recommendation. State General Fund appropriations for mandated programs and debt service were deducted from the total General Fund appropriations to the Kentucky institutions and their benchmarks prior to calculating a benchmark funding objective.

The Points of Consensus to be used in developing the 2004-06 operating and capital recommendations includes the following provision:

· General Fund appropriations for mandated public service and research programs and debt service will be treated consistently across all Kentucky institutions and their respective benchmark institutions.  General Fund appropriations for mandated public service and research programs and debt service will be factored out of data for both Kentucky institutions as well as the benchmark institutions.

January 8, 2003

Points of Consensus among University Presidents, KCTCS President, and the Council President 

Concerning the 2004-06 Funding Methodology
I.
Base Funding
Provision 1:  In recognition of the Commonwealth’s commitment to an excellent system of postsecondary education and postsecondary education’s linkage to economic development growth, recommendations for funding to be appropriated to the base budgets of the universities and the Kentucky Community and Technical College System will provide the following:

a) An inflationary increase as provided to other agencies of state government.

b) Maintenance and operation funds to support new educational and general buildings approved by the General Assembly.

c) Changes in debt service requirements for institutional bond issues supported from state appropriations and to be paid by the institution.

d)
The benchmark method, comparing Kentucky institutions’ General Fund appropriations to those of peers selected through the criteria for benchmark selection, is one of several acceptable approaches to establish institutional base budgets.  The current method should be retained and updated to determine equity adjustments to the base General Fund appropriations to the institutions.  

e)
Establish the benchmark funding objective using estimated Fall 2003 enrollment for Kentucky institutions.

Clarifying Statements

· Based on actions of the Council, the Governor, and the General Assembly to reaffirm the state appropriation bases of institutions, no redistribution among institutions of existing institutional General Fund base appropriations should occur.  Institutional General Fund base budgets should not be reallocated through the state budgeting process.

· General Fund appropriations to institutions should continue to be lump sum with necessary accountability requirements.

· Institutions should continue to have the delegated authority to set tuition rates. 

· The annual General Fund base increase request should be, at a minimum, the percentage provided to state agencies in the Legislative Research Commission’s promulgated biennial Budget Request Manual.

· Support for enrollment growth will be provided in two ways.  Growth that has occurred by Fall 2003 will be recognized by using Fall 2003 estimated enrollment to establish the benchmark funding recommendation.  Enrollment growth that may occur during the biennium will be addressed in the implementation of the Enrollment Growth and Retention Trust Fund.

· The cost differential related to new undergraduate and graduate enrollments should be addressed through the Enrollment Growth and Retention Trust Fund (Section II).

· Adjustments to institutional base budgets should include across-the-board inflationary increases for all institutions as well as adjustments resulting from the benchmark process.

·  A survey will be undertaken to update General Fund debt service at the benchmark institutions.  A survey will also be undertaken to update state funding of mandated public service and research programs information at the benchmark institutions. The updated General Fund debt service amounts and state funding for mandated public service and research programs will be factored out of data for both the Kentucky institutions as well as the benchmark institutions.

Provision 2.  Actual tuition should not be an offset against General Fund appropriations. 

Clarifying Statements

· Kentucky’s funding approach needs to reflect the shared funding responsibility between the state and the student (tuition).

· The current method of deducting tuition from the calculated public funds will be retained.  The current method includes standard deductions that are lower for Kentucky State University, the KCTCS, and Lexington Community College than for the other institutions.  

Provision 3.  The Council and the institutions have identified and agreed upon mandated public service and research programs having no student enrollments or instructional function.  These will be factored out of benchmark funding evaluations.  

Clarifying Statements

· Institutions will provide the levels of General Fund support for the mandated public service and research programs. 

· General Fund appropriations for mandated public service and research programs will be treated consistently across all Kentucky institutions and their respective benchmark institutions.  General Fund appropriations for mandated public service and research programs will be factored out of data for both the Kentucky institutions as well as the benchmark institutions.

II.
Trust Funds

Trust funds should be maintained.  The Council will recommend trust funds that meet the priorities of The Postsecondary Education Improvement Act of 1997 and the Strategic Agenda. 


Among the trust funds and related programs proposed there should be an Endowment Match Program.


The Council should recommend funding for the Enrollment Growth and Retention Trust Fund.   It should recognize the differentiated costs of undergraduate and graduate instruction.  Funding amounts should be based on the Council’s recommended benchmark funding objectives and upon enrollment and retention goals negotiated with each institution.  Implementation of the trust fund will be based on the actual enrollment and retention at each university.  

Clarifying Statements

· The trust funds approach is important for assuring the achievement of Strategic Agenda goals.  Distribution criteria for each trust fund, including the criteria for determining institutional allocations and matches (if any), should be clear and consistent, and should be part of the Council’s 2004-06 budget request.

· The Enrollment Growth and Retention Trust Fund should recognize the differentiated costs of increased undergraduate and graduate enrollments.  Funding amounts for the Enrollment Growth and Retention Trust Fund should be based on each institution’s benchmark funding objective per FTE. 

· Matching requirements play an integral part of the Endowment Match Program by providing incentives for extramural fund-raising.

· Both state and matching funds received for the Endowment Match Program should be endowed.

· Special consideration may be given to institutions with demonstrated difficulty in meeting matching requirements, such as additional time to match their allocated state funds.

III. Special Funding

Funding of special and meritorious initiatives may be designated by the Council for flow-through funding; however, guidelines will be promulgated well in advance.

Clarifying Statements

· Criteria for the Council’s evaluation of special initiative requests will be established early in the process.

· The Commonwealth, through its partnership agreement with the U.S. Office for Civil Rights, is committed to enhancing Kentucky State University.  KSU and the Council will continue to cooperate to fulfill this commitment.

· Institutions should be provided an opportunity to request increases in General Fund appropriations for mandated programs that have been factored out of the benchmark process.

IV. Capital Budget

The space planning guidelines will be further reviewed as to coding of research space, quality of space, and fitness for purpose. 

Clarifying Statements

· The Council should submit a capital projects recommendation for the 2004-06 biennium to the Governor and the General Assembly based on requests submitted by institutions under guidelines developed by the Council early in the budget process.  The Space Planning Guidelines will be revised to address coding of research space, quality of space, and fitness for purpose. 

· Capital funding guidelines will allow for requests for capital renewal of existing facilities, equipment replacement, and equipment acquisitions consistent with the goals of The Postsecondary Education Improvement Act of 1997 and the Strategic Agenda.  The Council will advance requests for new facilities when necessary to accomplish a specific strategic goal or support the mission of the institution.

· The Capital Renewal and Maintenance Program will continue to be based on projects recommended by the Council.

· The Council should continue to recommend a sufficient agency bond pool amount and recommend that institutions have the autonomy to bond their own projects without affecting the state bonding capacity.

· The Council and the institutions will work together to identify ways to maximize institutional authority to issue debt supported by agency funds.
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