Council on Postsecondary Education Previous 

History of Funding Formulae

NOTE: This item supplements pages 1-8 of the Council’s publication, Kentucky Postsecondary Education Funding History: 1980- 2002, prepared by the Council’s finance unit staff and presented at the December 19, 2000, meeting of the Council’s then-constituted Finance Committee (see attachment A beginning on page 6).  As the December 2000 report indicates, variations of the Higher Education Funding Model were utilized for eight biennial budgets, beginning with the 1982-84 biennium through the 1996-98 biennium.

This item focuses on four key Council dates in the recent postsecondary funding history of the Commonwealth: 1) March 1997, 2) May 1997, 3) November 2001, and 4) November 2003.

March 1997

In March 1997, the Task Force on Postsecondary Education received a report, Postsecondary Education in Kentucky - An Assessment, which summarized information gathered by the task force during its deliberations in 1996 and early 1997 (see attachment B beginning on page 23).

This document was prepared for the 18-member Task Force on Postsecondary Education (co-chaired by the Governor, Senate President, and House Speaker) by staff from the National Center for Higher Education Management Systems (NCHEMS) and the Education Commission of the States (ECS).

A major critique of the model was featured in the March 1997 task force report in its finding that “… lack of strategic financial planning was a significant barrier to postsecondary education excellence in the Commonwealth.”  Attachment B includes the key provisions of the report addressing the Higher Education Funding Model.

May 1997

The next major event in the evolution of postsecondary education funding in the Commonwealth was the adoption of the Kentucky Postsecondary Improvement Act (House Bill 1) by the General Assembly during its May 1997 Special Session.

The key statutory funding provisions which existed at the time, but which were repealed in House Bill 1, were as follows:

“Consider the requirements and review the budget requests, which shall be prepared in the manner and submitted by the institutions to the Council by dates prescribed by the Council, of the institutions of public higher education as to their appropriate level of support considering the functions of the institutions and their respective needs.  The Council, in conjunction with the university presidents, shall devise, establish, and periodically review and revise formulas for use in making recommendations to provide to the Governor and the Legislature for use in making appropriations for the institutions of higher learning.  The formulas shall provide for adequate and equitable allocation of funds among the several universities considering their respective needs and statutory, institutional, and geographic missions.  In the development, revision, and refinement of formulas, committees composed of members of the Council staff and a representative of each of the state universities shall conduct hearings on each campus in a manner to give all principal segments of each institution the opportunity to participate in the development of the formulas.  The studies shall include, but not be limited to:

(a) A review of formulas used by other states to calculate needs and appropriate funds for institutions of higher education;

(b) A complete view of selected comparable institutions with reference to both the state appropriations and tuition charges; and

(c) A review of institutional activities and programs that can be calculated for use in the development of the formulas.

There shall be included in the final report the institutional responses to the studies and their recommendations and the recommendations of the advisory conference of presidents.  Nothing in this chapter shall prevent or prohibit the Governor, the Legislature, the Council on Higher Education, or the governing board of any institution of higher education from requesting or recommending deviations from any applicable formula or formulas prescribed by the Council on Higher Education and advancing reasons and arguments in support of them.  The individual institutions’ budget requests, including tuition and registration fee schedules for all categories of students, along with Council recommendations shall be submitted to the Governor through the Finance and Administration Cabinet no later than November 15 of each odd numbered year.  The Council shall submit a separate budgetary recommendation for the University of Kentucky community college system.”

The new budget and financing statutory provisions created in House Bill 1 include the following:


The Council shall:

“Devise, establish, and periodically review and revise policies to be used in making recommendations to the Governor for consideration in developing recommendations to the General Assembly for appropriations to the universities and the Kentucky Community and Technical College System.  The Council has sole discretion, with advice of the Strategic Committee on Postsecondary Education and the executive officers of the postsecondary education system, to devise policies that provide for allocation of funds among the universities and the Kentucky Community and Technical College System;”

“Lead and provide staff support for the biennial budget process as provided under KRS Chapter 48;”

“Approve capital projects and real property acquisitions on a basis consistent with the strategic agenda and the mission of the respective universities and the Kentucky Community and Technical College System.”

November 2001

2002-04 Council Operating Budget Recommendation

BENCHMARK FUNDING

The Council, in cooperation with the institutions and the executive and legislative branches, developed a benchmark funding model for the 2000-02 operating recommendation. In addition to changes to institutional benchmarks, the following benchmark funding components were changed to calculate the 2002-04 funding recommendation.

· Debt Service and Mandated Programs
State funds for debt service, the UofL hospital contract, and mandated public service and research programs having no student enrollment or instructional function were deducted from the state support amounts at the benchmark and Kentucky institutions.  The deductions were obtained through a survey of the benchmark and Kentucky institutions conducted by MGT of America, Inc.

· Funding Objective
A measure of central tendency (defined as an average of a set of observations such as a mean, median, or percentile) was used to determine the 2002-04 funding objective for each institution.  At its September 2001 meeting, the Council approved the average of the 50th, 55th, and 60th percentiles as the funding objective.

· Tuition and Fees Revenue Standard Deduction

At its May 2001 meeting, the Council established a standard tuition and fees revenue deduction of 37 percent for the public universities, excluding Kentucky State University.  For the KCTCS, KSU, and Lexington Community College the standard deduction is 30 percent. The standard or budgeted tuition and fees revenue, whichever was lower, was deducted from the public funds amount to determine the 2002-04 state appropriation objective. 

· Enrollment

Due to the recent and projected increases in enrollment, the Council staff and institutional representatives agreed to use estimated fall 2001 full-time equivalent student enrollments to calculate the 2002-04 funding needs.

· Phase-In

The funding recommendation for each institution is based on either a four year phase-in of the benchmark funding need or the 2002-04 Branch Budget Request Guidelines (promulgated by the Legislative Research Commission) inflationary increase of 2 percent each year, whichever was greater.  The Council staff limited the benchmark funding annual increase to 8 percent. The total recommendation for each year is:


FY 2002-03
$34,620,800


FY 2003-04
$34,751,000

· Transfer of 2000-02 Trust Funds

The Council staff recommended permanently transferring some of the 2000-02 trust funds to the institutions.  These program funds include earned enrollment growth and retention, action agenda, workforce training, and faculty development.

· Base Adjustments

Maintenance and Operation for New Facilities. Funding was recommended for maintenance and operation of new educational and general facilities that were projected to come into use during the biennium as well as an increase in the UofL hospital contract.  The 2003 General Assembly did not fund either request.

November 2003

2004-06 Council Operating Budget Recommendation

BENCHMARK FUNDING

The benchmark funding model used to develop the recommendation was first used by the Council in the 2000-02 biennium. The model was developed in cooperation with the institutions and the executive and legislative branches; it calculates funding need based on General Funds per FTE student relative to a set of peer institutions.  The peer institutions were selected for each Kentucky institution based on a statistical analysis of similarity using agreed upon criteria, as well as consultation with the institutions. With regard to the 2004-06 recommendation, each institution was allowed to request minor modifications to their benchmark list and their list of mandated programs and some of those changes were approved at the July Council meeting.  In addition, institutional distribution was held to a 10 percent increase on the General Fund base appropriation (minus mandated programs and debt service) and a three-biennia phase-in (this calculation was 8 percent with a two biennia phase-in for 2002-04). For institutions with a negative funding need (KSU), a minimum of 2 percent increase was recommended, the same as was used in the 2002-04 biennium.

· Debt Service and Mandated Programs

State funds for debt service, the UofL hospital contract, and mandated public service and research programs having no student enrollment or instructional function were deducted from the state support amounts at the benchmark and Kentucky institutions.  

· Tuition and Fees Revenue Standard Deduction

In May 2003, the Council established a standard tuition and fees revenue deduction of 37 percent for the public universities, excluding Kentucky State University.  For the KCTCS, KSU, and Lexington Community College the standard deduction is 30 percent. The standard or budgeted tuition and fees revenue, whichever was lower, was deducted from the public funds amount to determine the 2004-06 state appropriation objective. 

· Enrollment 

Estimated fall 2003 full-time equivalent student enrollment was used to calculate the 2004-06 funding needs.  

· Phase-In

The funding recommendation for each institution was based on either a three biennia phase-in of the benchmark funding need or an inflationary increase of 2 percent each year, whichever is greater.   

· Base Adjustments

· Maintenance and operation (M&O) funding was recommended for new educational and general facilities that came on-line during the 2002-04 biennium or will come on-line during the 2004-06 biennium. 

· Changes in state-funded debt service obligations.
· Base adjustment for KSU necessary to meet percentage state match requirements due to changes in federal guidelines on Federal Land Grant match requirements.  The match requirements are increasing from 70 percent to 100 percent state match over the next several years for all 1890 land grant colleges and universities in the nation (Agricultural Research, Extension, and Reform Act of 2002 (FSRIA)). The state match requirement was 80 percent in FY 2004-05 and 90 percent in 2005-06 and was to be fully phased-in at 100 percent by 2006-07.
· Base adjustment for UK necessary to restore earned enrollment growth and retention funding.
· Increases for the state's contractual obligation related to indigent care provided through the quality and charity care trust agreement at the University of Louisville hospital.
2004-06 Funding Distribution Policy - (Institutional Base Funding)
See section 6, Funding Distribution Methodology, page 3, for the November 3, 2003, 2004-06 Funding Distribution Policy agenda item.

PAGE  

