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I. Report of the Committee to Study the Funding of Higher Education to the
Members of the Legislative Commission

Introduction

This report is submitted in compliance with Section 9 of Senate Bill 374 (S.B. 374) of the
76" Session (2011 Legislature) of the Nevada Legislature. Senate Bill 374 established
the Committee to Study the Funding of Higher Education (Committee) and included
$150,000 in General Fund appropriations to conduct the study. The Committee
consisted of 12 voting members and 4 non-voting members:

Voting Members

Senator Steven A. Horsford, Chairman

Senator Ben Kieckhefer

Senator David R. Parks

Assemblyman Paul Aizley

Assemblyman Pat Hickey

Assemblywoman Debbie Smith

Mr. Hugh Anderson, Governor Appointment

Mr. Mike Dillon, Governor Appointment

Ms. Heidi Gansert, Governor Appointment

Dr. Jason Geddes, Regent, Chair of Board of Regents Appointment
Mr. Kevin Page, Regent, Chair of Board of Regents Appointment
Mr. Michael Wixom, Regent, Chair of Board of Regents Appointment

Non-Voting Members

Mr. Jeffery Mohlenkamp, Governor Appointment
Dr. Gregory Mosier, Governor Appointment

Dr. Michael Richards, Governor Appointment
Dr. Spencer Stewart, Governor Appointment

Overall, the Committee was charged with comparing the existing method for funding
higher education in Nevada with the methods used in other states and determining
whether those methods would be appropriate and useful in Nevada. In carrying out its
responsibilities, Section 2 of S.B. 374 required the Committee to:

1. Compare the existing method of funding higher education in Nevada with the
methods used in other states;

2. Determine whether the other methods would be appropriate and useful in Nevada,
whereby different missions of universities, state college, colleges and research
institutes are appropriately considered in the funding of public higher education in
Nevada;

3. Review the funding of remediation in the context of instructional delivery methods;

4. Consider the retention of resident registration fees and non-resident tuition outside
of the state supported operating budget;



5. Consider funding in the context of completed courses in contrast to the current
method of funding enrollments; and

6. Consider rewarding institutions within higher education for achieving defined goals
for graduating students.

In comparing other states’ methods to fund higher education, the Committee reviewed
the existing (but suspended) higher education funding formula that was adopted by the
2001 Legislature from the recommendations of the 1999-2000 Interim Committee to
Study the Funding of Higher Education pursuant to S.B. 443 of the 1999 Legislature. In
addition, the Committee examined an alternative funding formula model proposed by
the Nevada System of Higher Education (NSHE). Appendix A is a matrix that compares
the existing, but suspended funding formula, the funding formula proposed by the NSHE
and the funding formula, performance pool and community college funding
recommendations ultimately adopted by the Committee.

During its meetings, the Committee received extensive public testimony on issues
related to the need for a higher education funding formula to provide funding that was
both equitable and adequate to each NSHE institution. However, while the Committee
acknowledged the issue of “adequate funding,” the Committee primarily focused on
reviewing the mechanisms other states used to fund public higher education, the
components of a new funding formula and whether the components ensured equitable
funding among the NSHE institutions. The Committee also discussed how the state’s
higher education and economic-workforce development policies and goals would be
promoted through a revised funding formula.

As proposed by the NSHE and discussed by the Committee, any new funding formula
would be cost neutral to the state General Fund and would not exceed the FY 2013
General Fund appropriations approved/budgeted for the seven NSHE teaching
institutions: University of Nevada, Las Vegas (UNLV); University of Nevada, Reno
(UNR); Nevada State College (NSC); College of Southern Nevada (CSN); Great Basin
College (GBC); Truckee Meadows Community College (TMCC); and Western Nevada
College (WNC).

Meetings of the Committee

The Committee met seven times with the first meeting occurring on November 29, 2011,
and the final meeting on August 29, 2012. In addition to meeting seven times, the
Committee formed three Subcommittees — the Funding Formula Subcommittee; the
Performance Pool, Economic and Workforce Development, and Research
Subcommittee; and the Community College Funding Subcommittee — to conduct more
in-depth examinations and discussions on policy issues related to:

e Other states’ funding formulas, as well as the alternative formula model proposed by
the NSHE;

e Performance funding, alignment with Nevada's economic and workforce
development efforts, and a performance funding pool recommended by a National



Governors Association (NGA)-sponsored Policy Academy Team comprised of
representatives from the Governor’s Office and the NSHE; and
e Improving local, federal and other grant funding at the NSHE community colleges.

The Funding Formula Subcommittee and the Performance Pool, Economic and
Workforce Development, and Research Subcommittee each met three times between
June and August 2012; the Community College Subcommittee met two times between
July and August 2012. The Subcommittees reviewed information and developed policy
recommendations for the full Committee’s consideration at the Committee’s final
meeting.

The meetings of the Committee and the Subcommittees were videoconferenced
between the Grant Sawyer State Office Building, Las Vegas; the Legislative Building,
Carson City; and Great Basin College, Elko. However, on two occasions, the
Committee held its meeting on the University of Nevada, Las Vegas campus, rather
than at the Grant Sawyer State Office Building. Additionally, several of the meetings
were also videoconferenced to the University of Nevada, Reno and Western Nevada
College, Fallon campus. At each meeting, the Committee and the Subcommittees
heard testimony from students and faculty of the Nevada System of Higher Education
and members of the public.

Summary of the Committee Consultant’s Principal Findings

Pursuant to Section 4 of S.B. 374 and at the direction of the Committee, the Fiscal
Analysis Division released a Request for Proposals (RFP) to obtain the services of a
consultant to assist the Committee in carrying out its responsibilities (Appendix B). At
its February 29, 2012, meeting, the Committee selected SRI International (SRI) as the
Committee’s consultant. Under its contract with the Legislative Counsel Bureau and
pursuant to the Committee’s RFP, SRI researched and prepared reports to the
Committee on other states’ methodologies for the funding of higher education. The
Committee’s consultant also examined the alternative funding formula model proposed
by the NSHE. The reports and accompanying principal findings were as follows:

1. Analysis of States’ Budgeting Practices Pertaining to Student-Derived Revenues

Principal Findings: SRI researched available data as well as contacted states to
determine how states treated student-derived revenues (resident student tuition
and fee charges, non-resident tuition and fee charges and miscellaneous fees)
assessed and collected by higher education institutions for budgeting and funding
purposes. Specifically, SRl examined states’ budgeting practices of whether the
student-derived revenues assessed and collected by institutions were:

e Included/approved in a state’s higher education budgeting process;
e Treated as an offset to the appropriation of General Fund monies; and
e Retained and controlled by the institutions.



According to SRI, states utilize multiple, and often over-lapping approaches in
the budgeting of student-derived revenues. Additionally, the treatment of
student-derived revenues vary by higher education system or institution-type
within a state. As shown in the table below, in 13 states, including Nevada,
student-derived revenues are included and approved in the legislative budget
process. Additionally, 11 states, including Nevada, were found to treat
student-derived revenues as an offset to General Fund appropriations in the
budgeting process.

States’ Budgeting and Treatment of
Student-Derived Revenues
Student-Derived Revenues Student-Derived Revenues
Approved in the Are Treated as an Offset to
Legislative Budget Process General Fund Appropriations
e Arizona e Alabama
e California e Arkansas
e Colorado e California (community college system)
e Florida e Florida
e Hawaii e Minnesota
e Idaho e Nevada
e Kansas e North Carolina
e Nevada e Pennsylvania
e New York e South Carolina
e North Carolina e Tennessee
e Tennessee e Texas
e Texas
e Virginia
(13 States) (11 States)

Note: In Nevada, student-derived revenues have historically been included in the NSHE's
legislatively approved state supported operating budgets and considered in the approval of
General Fund appropriations. Additionally, by budgetary policy established by the
2005 Legislature, the Legislature has required that certain percentages (between 60.10 percent
to 75.80 percent) of student registration fee revenues, 100 percent of non-resident tuition
revenues and 100 percent of miscellaneous student fees be budgeted in the NSHE teaching
institutions’ state supported instructional operating budgets. Traditionally, these revenues have
been counted as the “first dollars” towards meeting the “funding need” calculated by the funding
formula. As such, in Nevada, student-derived revenues are an offset to state General Fund
appropriations, which would have otherwise been needed according to the funding formula.
However, while included in the institutions’ state supported instructional operating budgets, these
revenues are retained and expended by the institutions at which they are assessed and
collected; student-derived revenues are not transferred to the state General Fund or otherwise
redistributed among NSHE institutions.

With regard to whether institutions retained and controlled the expenditure of
student-derived revenues, SRI determined that in 42 states, including Nevada, the
retention and control over these revenues remained with the higher education
institutions.



States That Allow Institutions To Retain
Student-Derived Revenues
States Where Student-Derived
States Where Student-Derived Revenues are Revenues are Deposited into
Controlled and Retained by Individual Separate, Institutional-Designated
Institutions or Campuses Accounts from Which Funds must be
Appropriated Prior to Expenditure
e Alabama e Missouri e Arizona
e Alaska e Montana e California (community colleges)
e Arizona o Nebraska e Hawaii
e Arkansas e Nevada e |daho
e California e New Hampshire e Kansas
e Colorado e New Jersey e New York
e Connecticut ¢ New Mexico e North Carolina
e Delaware e North Carolina e Tennessee
e Florida e North Dakota e Texas
e Georgia ¢ Ohio e Virginia
e lllinois e Oklahoma
e Indiana e Oregon
e |owa e Pennsylvania
e Kansas e Rhode Island
e Kentucky e South Carolina
e Louisiana e Utah
e Maine e Vermont
e Maryland ¢ Washington
e Massachusetts e West Virginia
e Michigan e Wisconsin
e Minnesota ¢ Wyoming
e Mississippi
(43 States) (10 States)

Best Practices: According to SRI, there is neither a single best practice regarding
the budgeting of student-derived revenues nor uniformity among states, although the
majority of states’ higher education institutions retain and control the expenditure of
these revenues. Rather, states’ methodologies were found to vary when the overall
process used to set and budget student-derived revenues and General Fund
appropriations was examined. While SRI noted that there is no simple answer to the
way tuition and fees should be treated, SRI did recommend that whenever the
guestion of budgeting (and setting) student-derived revenues is examined by policy
makers, seven policy goals should be considered in the decision-making process.

These were:

1) Efficiency:

2) Access:

Maintaining or increasing student-derived revenues by
graduating satisfied customers at a competitive price.

Balancing the ability of resident students to attend with the
institutions’ ability and need to generate revenues from resident
and non-resident students.



3) Sufficiency: Generating sufficient revenue resources when considered in
conjunction with available General Fund appropriations.

4) Quality: Maintaining or improving educational quality when compared to
available revenues.

5) Accountability: Ensuring transparency in the budgeting and expenditure of
student-derived revenues.

6) Equity: Ensuring the mix of student-derived revenues and state General
Fund appropriations reflects society’s judgment on the
appropriate balance of “benefits” derived by the student and the
community.

7) Alignment: Creating an incentive structure that aligns curricula and
educational programs with the economic structure of a regional
economy to meet workforce needs.

Specific to the goal of alignment and economic development, SRI noted that if the
goal is to incentivize alignment and entrepreneurship, then the best practice may be
for higher education institutions to retain control over their own student-derived
revenues.

. Analysis of States’ Use of Student Enrollments and Performance Criteria in Higher
Education Funding

Principal Findings — Use of Student Enrollments: As noted previously, S.B. 374
required the Committee to examine and consider funding in the context of completed
courses in contrast to the current method of funding enroliments. Typically, higher
education funding formulas are based upon a primary “driver” or determinant of
“funding need,” which commonly is student enrollments (credit hours to be
attempted) or completed credit hours (course completions). Nevada’'s existing, but
suspended, higher education funding formula is based upon the former, and
calculated as student full-time equivalent (SFTE) enroliments.

According to SRI, of the 31 states that utilize (or utilized) funding formulas to fund all
or part of their system(s) of higher education, 27 utilized student enrollments as the
primary driver. Of the remaining states, 2 states (Louisiana and New Mexico) utilize
course completions, while the other 2 states (Ohio and Tennessee) utilize
“successful” course completions (grades > D-).

Best Practices in the Use of Enrollments versus Completed Credit Hours: According
to SRI, there does not appear to be a national best practice with regard to the use of
student enrollments versus completed credit hours. However, SRI did note that the
driver selected should reflect the higher education action or behavior (access or
degree completion, for example) a state wants to incentivize.




Principal Findings — Performance-Based Funding Criteria: According to SRI,
13 states currently utilize performance-based funding methods for higher education,
while an additional 6 states indicated definitive plans to implement this funding
approach. An additional 20 states, including Nevada, were in the process of
considering adopting performance-based funding. SRI's research found that the use
of performance-based funding was most common in formula-based states although
several non-formula (i.e. Washington) or hybrid states (i.e. Florida, lllinois) utilize
performance criteria. While some states have adopted performance-based funding
for all higher education levels (i.e. Tennessee), other states have adopted
performance-based funding for part of its higher education systems, such as
two-year institutions, but not four-year or research institutions (i.e. Florida, Hawaii,
lllinois and Washington).

States’ Use of Performance-Based Funding for Higher Education
States That Currently Employ or Have
a Definitive Plan to Switch to States Considering Performance-Based
Performance-Based Funding Funding
(Bolded States Currently Employ)
e Arizona e Arkansas e California e New York
e Florida e Colorado e Connecticut e North Dakota
e Hawaii ¢ Maryland e Georgia e Oregon
e lllinois e Montana e |daho e South Dakota
e Indiana e Oklahoma e Kentucky ¢ North Carolina
e Kansas e South e Maine e Utah
e Louisiana Carolina e Massachusetts | o Virginia
e New Mexico e Michigan e West Virginia
e Ohio e Mississippi e Wisconsin
e Pennsylvania e Nevada e Wyoming
e Tennessee
e Texas
e Washington
(13 States) (6 States) (20 States)

In discussing the adoption of performance-based funding, areas the Committee
discussed included how such a system should be implemented, what measures of
performance should be utilized, and how should it be funded. SRI's review found
that there is no single model that states have adopted. Rather, states have adopted
various approaches to performance-based funding, as shown in the following table:

Selected States’ Implementation of Performance-Based Funding
State Implementation Funding Approach
e Indiana 5 percent of total state appropriation | Institutions’ base funding.
for higher education in 2011.
e Kansas Increases to base appropriation. Bonus funding. (New appropriation)
e Louisiana 25 percent of institutional operating | Institutions’ base funding.
budgets when fully implemented.




Selected States’ Implementation of Performance-Based Funding

State Implementation Funding Approach
e New Mexico | 5 percent of base funding as well as | Institutions’ base funding plus any
new funding. new funding.
e Ohio 100 percent of higher education | Institutions’ base funding.
(university and | formula funding linked to performance
regional criteria.
campuses)

e Tennessee | 100 percent of higher education | Institutions’ base funding.
formula funding linked to performance
criteria after 4-year phase in.

e Texas Performance funding based upon new | Bonus funding.
appropriations.
e Washington | Fixed amount of $1.8 million. Base funding.
(2-year
institutions
only)

Best Practices in Performance Funding: According to SRI, and supported by the
National Governors Association, two key aspects of performance-based funding are
1) funding should be from institution’s base or existing appropriations rather than
from new funding, and 2) the amount (or percentage) should be significant enough
to generate behavior change. SRI noted six criteria that states should consider
when implementing a system of performance-based funding. These were:

1) Alignment: Performance funding should be aligned with and promote a
state’s social and economic development goals.

2) Attainment: Performance funding should promote educational attainment
as measured by the number of adults with a college degree.

3) Quality: Performance funding should incentivize maintaining
educational quality at the same time as promoting degree
attainment.

4) Clarity: Performance funding systems, including the associated

metrics, should be straightforward with performance metrics
which are easy to measure and explain.

5) Differentiation: Performance funding should promote, maintain and enhance
the differing missions among higher education institutions.

6) Scale: The financial resources tied to performance funding should be
significant enough in scale to shape institutional behavior and
should be drawn from the overall base funding rather than
from new or bonus funding.



3. States’ Methods of Funding Higher Education

Principal Findings: According to SRI's research, as shown in the following table,
14 states were found to use a formula methodology to calculate (and distribute)
funding levels for public higher education institutions. Nineteen states were found to
use non-formula-based methodologies, ranging from “base plus” methodologies to
allocating funding based on legislative priorities. Additionally, 3 states, including
Nevada, which previously utilized a funding formula, were found to have suspended
use of the formula. Finally, the remaining 14 states were determined to utilize
“hybrid models” in which certain institutions, typically two-year institutions, were
funded through formulas while four-year institutions were funded through
non-formula methods. Generally, student enroliments were found to be the primary
driver (basis) of higher education funding regardless of whether a state utilized a

funding formula methodology.

States’ Methodologies to Fund Higher Education
. States Which .
US_}Fates Whlc.h Suspended the States Which Do Not Utilize a S'tgtes Wh'ch
tilize a Funding ; Utilize a Hybrid
Formula Use of a Funding Formula Funding Approach
Funding Formula
e Alabama e Arizona ¢ Alaska e New Hampshire | ¢ California
¢ Arkansas e Massachusetts e Colorado ¢ North Dakota ¢ Florida
e Connecticut e Nevada e Delaware e Oklahoma e Hawaii
o Georgia e lowa ¢ Rhode Island ¢ |daho
¢ Louisiana ¢ Kentucky e Utah o lllinois
e Minnesota e Maine e Vermont ¢ Indiana
o Mississippi ¢ Michigan e Washington o Kansas
e Ohio * Missouri e West Virginia e Maryland
¢ Oregon ¢ Nebraska ¢ Wisconsin ¢ Montana
¢ Pennsylvania ¢ \WWyoming ¢ New Jersey
e South Carolina e New Mexico
e Tennessee e New York
e Texas ¢ North Carolina
e Virginia e South Dakota
(14 States) (3 States) (19 States) (14 States)

Best Practices: As SRI notes in their report, determining “Best Practices” in funding
higher education depends on the policy goals established by the state. According to

SRI:

Best practice means simply providing the right incentive given some specific

policy objective.

If access to higher education is the goal, then a funding

formula based on enrolled student credit hours is a best practice. However, if
the policy goal is a higher graduation rate, then a funding formula based on
If the goal is to incentivize the
growth of specific disciplines or programs, then a formula weighted according

completed credit hours is a best practice.




to policy goals is a best practice. In short, the design of any formula requires
explicit acknowledgement of the policy goals the formula is intended to
further.

Ultimately, SRI combined the reports into a final report to the Committee entitled States’
Methods of Funding Higher Education. The Committee accepted the revised, final
version of the combined report at its August 29, 2012, meeting. The final report is
included as Section IV of the Bulletin.

Nevada System of Higher Education Alternative Funding Formula Model

At the Committee’s second meeting on January 11, 2012, NSHE Chancellor
Daniel J. Klaich presented an alternative funding formula model (model) for the
Committee’s initial consideration. As proposed, the model included a two-tiered funding
structure for the seven NSHE teaching institutions: “base” funding encompassing the
General Fund appropriations approved by the 2011 Legislature and “performance”
funding to be funded through new General Fund appropriations. Additionally, the model
was proposed as a General Fund appropriation-only model. The NSHE did not propose
changes to the NSHE’s remaining, non-formula, state supported operating budgets,
which include Special Projects; System Administration; System Computing Services;
University of Nevada School of Medicine; UNLV Law School, UNLV School of Dental
Medicine, the Desert Research Institute (DRI) and the State Funded Perkins Loan
budget.

Based upon the Committee’s feedback and direction, the NSHE refined the proposed
alternative funding formula model. Subsequent versions of the model were presented
to the Committee at its February 29, 2012, and April 25, 2012, meetings. A separate
funding formula model was ultimately proposed for the DRI’s state supported operating
budget.

As noted, the NSHE’s model proposed the establishment of two pools of General Fund
appropriations through which the teaching institutions’ state supported instructional
operating budgets would be funded. As proposed, the “base” funding component,
equating to the approximately $362.56 million in General Fund appropriations approved
by the 2011 Legislature for each year of the 2011-13 biennium, would be distributed
among the teaching institutions based on the proposed formula. In comparing the
NSHE'’s alternative funding formula to the existing higher education funding formula, the
primary differences were:

NSHE Alternative Funding Formula Model Existing Funding Formula

e Based upon completed credit hours. e Based upon student full-time equivalent
(SFTE) enrollments (credit hours to be
attempted).

e Only Nevada-resident student credit | e Both Nevada-resident and non-resident
hours counted. SFTE enrollments counted.

10



NSHE Alternative Funding Formula Model

Existing Funding Formula

e Completed credit hours weighted to
reflect both cost level differences by
academic discipline (Liberal Arts versus
Biological Sciences) as well as
instructional level differences (lower
division undergraduate, upper division
undergraduate, masters, doctoral)

SFTE enrollments weighted to reflect both
cost level differences by academic
discipline (clinical, high, medium and low
cost) as well as instructional level (lower
division undergraduate, upper division
undergraduate, masters, doctoral)
differences.

e Subsequent biennium’s weighted student
credit hours projected as flat (equal) to a
base year.

Subsequent biennium’s SFTE projected
based upon a three-year weighted
average.

e The funding formula calculates a Per
Credit Hour Rate or unit price (funded 100
percent by General Fund appropriation)
by dividing the available General Fund
appropriations, less pre-formula
allocations (the numerator) by the total
weighted student credit hours (WSCH)
(the denominator).

Approved General Fund appropriations
would be allocated to institutions based
upon the distribution of WSCH.

Beginning in FY 2016, the “General Fund
price per credit hour” would be
determined from the “initial” base price
approved by the 2013 Legislature for the
2013-15 biennium.

The funding formula is comprised of
separate  formula  components for
instruction, academic support, student
services, institutional support and
operations and maintenance of the
physical plant.

The formula mathematically calculates a
funding “need” to be funded through
projected  student-derived revenues
(registration fees, non-resident tuition,
miscellaneous fees) and available
General Fund appropriations.

Approved General Fund appropriations
distributed based upon SFTE
enrollments. By Legislative budget policy,
student-derived revenues, which offset
the General Fund appropriations needed,
retained and expended by the institutions.

e Pre-formula General Fund appropriation
allocations to support the
administrative/institutional  infrastructure
at GBC and WNC and to support
research space operations and
maintenance costs at UNLV and UNR.

No pre-formula funding allocations.

The NSHE's alternative funding formula model, A New Model for Funding Higher
Education in Nevada, is included as Appendix C.

Summary of the Committee’s Principal Recommendations

The Committee adopted recommendations for a new higher education funding formula,
performance-based funding and community college funding based upon the work of the

11



three Subcommittees during its final meeting on August 29, 2012. In summary, the
Committee’s principal recommendations were as follows:

1. Summary of the Committee’s Principal Higher Education Funding Formula
Recommendations

The Committee determined that completed, weighted credit hours should be the
primary driver of a new funding formula rather than SFTE enrollments. As adopted
by the Committee, completed credit hours were defined as those for which a letter
grade or code other than “FN” (“F”, for non-attendance), “W” (Withdrawal), and blank
were issued. Under the Committee’s recommendation, credit hours would be
weighted to reflect both cost level differences (e.g. Liberal Arts versus Biological and
Biomedical Sciences) and instructional level differences (i.e. undergraduate versus
graduate). Additionally, upper division undergraduate and graduate credit hours at
UNLV and UNR were recommended to receive an additional weighting of 10 percent
to reflect the universities’ research mission.

The Committee’s recommendation to utilize a system of weighted credit hours is
similar to the current funding formula, which weighted enrollments (course credit
hours) by both cost level (clinical, high cost, medium cost and low cost) as well as
instructional level (lower division undergraduate, upper division undergraduate,
masters and doctoral). Additionally, enrollments were weighted differently between
the universities, state college and community colleges. Appendix D is the matrix of
the credit hour weightings by academic discipline and instructional level adopted by
the Committee.

To project the number of weighted credit hours at each teaching institution, as well
as for the System as a whole, the Committee recommended that beginning with the
2013-15 biennium, completed student credit hours should be projected as flat
(equal) to the most recent fiscal year for which final or preliminary final data is
available.

The Committee recommended using the proposed funding formula only for purposes
of distributing available General Fund appropriations. The Committee’s
recommendation was based on the assumption that General Fund appropriations
available for higher education formula funding for the 2013-15 biennium would be
flat (equal) to FY 2013. As proposed by the NSHE and adopted by the Committee,
available General Fund appropriations would be distributed among the seven
teaching institutions’ instructional-operating budgets based upon the projected
weighted credit hours multiplied by a uniform Per Credit Hour Rate or unit cost. As
proposed by the NSHE, the Per Credit Hour Rate or unit price would be calculated
by dividing the available General Fund appropriation, less pre-formula allocations
(numerator) by the total weighted student credit hours (WSCH) (denominator).

The Per Credit Hour Rate would be inclusive, incorporating all operating costs. To

calculate the Per Credit Hour Rate, the Committee recommended that only those
weighted credit hours completed by Nevada residents be included in the distribution
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calculation. The credit hours completed by non-resident students should be
excluded.

Lastly, the Committee adopted the recommendation that, as small institutions, Great
Basin College and Western Nevada College receive additional General Fund
appropriations outside of the funding formula allocation. Each institution would
receive a maximum of $1.5 million per year, which would decrease from $1.5 million
to $0.0 (at a rate of approximately $30.00 per credit hour) as an institution’s annual
count of weighted student credit hours increased from 50,000 to 100,000. Funding
and distribution of the small institution allocation would be distributed prior to the
calculation of the Per Credit Hour Rate.

. Summary of the Committee’s Principal Higher Education Performance Funding
Recommendations

The Committee and the Performance Pool, Economic and Workforce Development,
and Research Subcommittee discussed performance-based funding in higher
education, including other states’ methodologies. Concurrent with the NSHE'’s
development of the alternative model, the National Governors Association (NGA)
awarded the Nevada Governor’'s Office funding to convene and participate in a
NGA-sponsored Policy Academy on Postsecondary Accountability and Performance
Funding in Higher Education. The Policy Academy Team, which included
representatives from the Governor's Office, NSHE and the public assumed
responsibility for developing the performance-funding component of the NSHE's
proposed model.

As recommended by the NGA Policy Academy Team (NGA Team), the institutions
would be grouped by institutional tiers (universities, state college and community
colleges). Like institutions in the university (UNLV and UNR) and community college
(CSN, GBC, TMCC and WNC) tiers would compete against each other (intra-tier) on
a “points” basis to receive the performance funding set aside for that tier’s pool.
Each tier would have a set of performance metrics with each metric weighted by a
policy priority percentage. For each metric, an institution’s performance (i.e. number
of degrees awarded) would be multiplied by the corresponding policy priority
percentage to generate a point total. Once summed for all metrics, the funding pool
would be allocated by the percentage of the cumulative tier points each institution’s
total points represented. Based upon the comparative performance aspect of the
proposal, an institution could receive a greater amount of the pooled funding than it
contributed to the pool. Regarding NSC, which was the sole institution within the
state college tier, the NGA Team proposed that NSC’s performance funding be
based upon NSC'’s year-over-year improvement on the specified metrics.

Ultimately, the Committee recommended that a system of performance funding
should be established for the seven teaching institutions. As adopted by the
Committee, the performance funding pool should be funded from the existing or
base General Fund appropriations contained in the institutions’ main state supported
instructional-operating budgets rather than from new General Fund appropriations.
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Additionally, the Committee recommended that the system of performance funding
be implemented over four fiscal years beginning in FY 2015 with an initial funding
pool of 5 percent of base General Fund appropriations in FY 2015, increasing by
5 percent each successive year until a 20 percent (of base funding) funding pool is
created in FY 2018.

However, the Committee did not adopt the proposed tier structure, the method by
which pool funds would be allocated, the specific measures of performance for each
tier or the corresponding policy priority weights. Instead, the Committee
recommended that the structure and operation of the performance pool as well as
specific performance measures and associated weights should be refined/finalized
by a Board of Regents-appointed working group (Appendix E). Based upon the
working group’s recommendations, the Board of Regents should then provide
recommendations to the Governor and the 2013 Legislature.

Finally, the Committee did not adopt recommendations regarding the budgetary
mechanics by which the performance funding pool would annually be set aside from
the institutions’ operating appropriations and then, based upon actual performance,
returned to an institution’s state supported operating budget.

. Summary of the Committee’'s Principal Community College Funding
Recommendations:

At its May 23, 2012, meeting, the Committee discussed funding of the NSHE's four
community colleges, including information on the federal Community College and
Career Training Grant (C3TG) and the Hispanic-Serving Institution (HSI) designation
funding process. Additionally, the Committee reviewed the 2011 report produced by
the Fresh Look at Nevada’s Community Colleges Task Force. The Committee
requested that the Community College Funding Subcommittee further review
strategies to improve the level of grant funding received by the community colleges
as well as explore the issue of local support for the institutions.

Based upon the recommendation of the Subcommittee, the Committee adopted the
recommendations that the Board of Regents should adopt policies that assist the
community colleges in being more effective in competing for federal grants including,
C3TG and HSI designation grants and other available community college resources,
both private and federal. The Committee also adopted the recommendation that a
letter be sent to the Board of Regents asking for a plan of action and that the Board
review or update its strategic plan to include assisting the community colleges. The
Committee also adopted the recommendation that in the implementation of a new
funding formula, the Board of Regents should give attention to the following issues
impacting community college students in particular and all NSHE institutions in
general: 1) the necessity for a system of “like” student IDs throughout the system,
2) increasing dual credit opportunities, 3) tuition transparency, and 4) the transfer of
credits.

The Committee’s recommendations are detailed in Section Il of this Bulletin.
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This report is transmitted to the members of the Legislative Commission prior to the
commencement of the 77" Session of the Nevada Legislature as required by Senate
Bill 374 (Chapter 375, Statutes of Nevada 2011). The Chairman would like to thank
the Committee members and SRI International for their efforts in completing this
study.

Respectfully Submitted,

Steven A. Horsford, Chairman
Committee to Study the
Funding of Higher Education
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Senate Bill 374 of the 76" Session of the Nevada Legislature (2011)

Senate Bill No. 374 — Senator Lee

CHAPTER ...

AN ACT relating to higher education; creating the Committee to Study
the Funding of Higher Education; prescribing the powers and duties
of the Committee; making appropriations; and providing other
matters properly relating thereto.

Legislative Counsel's Digest:

This bill creates the Committee to Study the Funding of Higher Education,
establishes the composition of the Committee and prescribes the powers and
duties of the Committee. This bill further makes appropriations for the purposes of:
(1) conducting a study of the funding of higher education; and (2) paying for the
cost of the participation of the members of the Committee who are Legislators.

THE PEOPLE OF THE STATE OF NEVADA, REPRESENTED IN
SENATE AND ASSEMBLY, DO ENACT AS FOLLOWS:

Section 1. 1. The Committee to Study the Funding of Higher
Education, consisting of 12 voting members and 4 nonvoting members,
is hereby created.

2. The following persons shall serve as voting members of the
Committee:

(a) Three members of the Senate, two of whom are appointed by the
Majority Leader of the Senate and one of whom is appointed by the
Minority Leader of the Senate;

(b) Three members of the Assembly, two of whom are appointed by
the Speaker of the Assembly and one of whom is appointed by the
Minority Leader of the Assembly;

(c) Three members of the Board of Regents of the University of
Nevada, appointed by the Chair of that Board; and

(d) Three members appointed by the Governor.

3. The Governor shall appoint the following persons to serve as the
nonvoting members of the Committee:

(@) One person who is employed in the Budget Division of the
Department of Administration; and

(b) Three persons who are employed by the Nevada System of
Higher Education.

4. The Chair of the Legislative Commission shall designate one of
the members of the Committee as Chair of the Committee.

5. The Director of the Legislative Counsel Bureau shall provide the
necessary professional staff and a secretary for the Committee.
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6. For each day or portion of a day during which they attend a
meeting of the Committee or are otherwise engaged in the business of
the Committee:

(a) The voting members of the Committee who are Legislators are
entitled to receive the compensation provided for a majority of the
members of the Legislature during the first 60 days of the preceding
regular session, plus the per diem allowance provided for state officers
and employees generally and the travel expenses provided pursuant to
NRS 218A.655.

(b) The voting members of the Committee who are members of the
Board of Regents of the University of Nevada are entitled to receive
travel expenses and a per diem allowance at the rates established in
NRS 396.070.

(c) The voting members of the Committee appointed by the Governor
are entitled to receive the per diem allowance and travel expenses
provided for state officers and employees generally.

Sec. 2. The Committee shall:

1. Compare the existing method of funding higher education in
Nevada with the methods used in other states;

2. Determine whether the other methods would be appropriate and
useful in Nevada, whereby different missions of universities, state
college, colleges and research institutes are appropriately considered in
the funding of public higher education in Nevada;

3. Review the funding of remediation in the context of instructional
delivery methods;

4. Consider the retention of resident registration fees and
nonresident tuition outside of the state supported operating budget;

5. Consider funding in the context of completed courses in contrast to
the current method of funding enroliments; and

6. Consider rewarding institutions within higher education for
achieving defined goals for graduating students.

Sec. 3. The Committee may hold public hearings at such times and
places as it deems necessary to afford the general public and
representatives of governmental agencies and of organizations
interested in higher education an opportunity to present relevant
information and recommendations.

Sec. 4. The Committee may employ such educational and financial
consultants as it deems necessary for this study.

Sec. 5. The Committee may accept and use all gifts and grants which
it receives to further its work.
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Sec. 6. There is hereby appropriated from the State General Fund to
the Legislative Fund the sum of $150,000 for the purpose of conducting a
study of the funding of higher education as provided in sections 1 to 5,
inclusive, of this act.

Sec. 7. There is hereby appropriated from the State General Fund to
the Legislative Fund the sum of $18,064 for the purpose of the paying for
the cost of the participation of the members of the Committee who are
Legislators as provided in sections 1 to 5, inclusive, of this act.

Sec. 8. Any remaining balance of the appropriation made by section 6
or 7 of this act must not be committed for expenditure after
June 30, 2013, by the entity to which the appropriation is made or any
entity to which money from the appropriation is granted or otherwise
transferred in any manner, and any portion of the appropriated money
remaining must not be spent for any purpose after September 20, 2013,
by either the entity to which the money was appropriated or the entity to
which the money was subsequently granted or transferred, and must be
reverted to the State General Fund on or before September 20,2013.

Sec. 9. The Committee shall submit to the Legislative Commission a
report of its findings and recommendations for legislation before the
commencement of the 77th Session of the Nevada Legislature.

Sec. 10. This act becomes effective on July 1, 2011.
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"I. Recommendations of the Committee to Study the Funding of Higher
Education

At its final meeting on August 29, 2012, the Committee adopted 11 recommendations
pertaining to a new higher education funding formula, 2 recommendations regarding the
establishment of a performance funding pool and 2 recommendations related to the
funding of the NSHE community colleges. Each recommendation is followed by an
explanation of the current, but suspended, funding formula and whether the
Committee’s recommendation was consistent with the NSHE’s alternative funding
formula proposal.

Committee Recommendations Pertaining to a New Higher Education Funding
Formula

1. For purposes of distributing available General Fund appropriations to NSHE,
the primary driver of a new funding formula should be completed, weighted
student credit hours (WSCH) rather than student enrollments. Completed
credit hours were defined as those for which a letter grade or code other
than “FN” (“F” for non-attendance), “W” (Withdrawal), and blank were
issued.

Additionally, the Committee recommended a mandatory, prospective policy
to the Board of Regents to standardize the issuance and associated data
collection of FN grades for non-attendance. However, the Committee did not
adopt a specific timeframe to exclude FN grades from the count of WSCH.

The primary driver of the current but suspended funding formula is student full-time
equivalent (SFTE) enrollments that are based upon weighted credit hours to be
attempted.

The use of completed WSCH was recommended by the NSHE.

2. Only WSCH completed by Nevada residents should be counted.
Non-resident student credit hours should be excluded from the funding
formula and General Fund appropriation support.

The current but suspended funding formula counts all SFTE enrollments, including
those of non-resident students, for purposes of calculating the formula funding
“needed” as well as distributing available funding.

The exclusion of credit hours completed by non-resident students was
recommended by the NSHE.

3. Beginning with the 2013-15 biennium, completed WSCH should be projected

as flat (equal) to the most recent fiscal year for which final or preliminary
final data is available.
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The current but suspended funding formula utilizes a 3-year weighted average
methodology to project SFTE enrollments. However, the 2009 and
2011 Legislatures suspended the use of the methodology and projected 2009-11
and 2011-13 biennia enrollments as flat to FY 2009 and FY 2011, respectively.

The projection of 2013-15 biennium-completed credit hours as flat to a base year
(FY 2012) was recommended by the NSHE.

Student credit hours should be weighted to reflect both cost level
differences by academic discipline (Liberal Arts versus Biological and
Biomedical Sciences) and instructional level differences (lower division
undergraduate, upper division undergraduate, masters, doctoral). For
purposes of calculating WSCH, a remedial instruction credit hour should be
weighted the same as a lower division undergraduate Liberal Arts credit
hour. Upper division undergraduate and graduate credit hours at the
University of Nevada, Las Vegas (UNLV) and the University of Nevada, Reno
(UNR) should receive an additional weighting of 10 percent to reflect the
universities’ research mission. (Note: The specific credit hour weightings
adopted by the Committee are included as Appendix D.)

Related to the weighting of student credit hours, the Committee
recommended sending a letter to the Board of Regents recommending that
the Board determine the scope and cost of a cost study to determine
Nevada-specific credit hour weightings for presentation as a standalone
funding item to the 2013 Legislature (Appendix E).

Related to remedial instruction, the Committee supported sending a letter to
the Board of Regents recommending a policy that students who complete a
remedial instruction course be given priority placement in a for-credit course
of the same discipline in the succeeding semester (Appendix E).

Under the current but suspended funding formula, SFTE enroliments are
calculated based upon course credit hours weighted by cost level (clinical, high
cost, medium cost, and low cost), instructional level (lower division undergraduate,
upper division undergraduate, masters, doctoral) and institutional level (university,
state college and community college). By Legislative budget policy, remedial
instruction credit hours are formula funded at Nevada State College (NSC) and the
community colleges at the medium cost level, but are self-funded at UNLV and
UNR.

The differential weighting of completed credit hours by academic discipline level
and instructional level was recommended by the NSHE.

Note: The Committee did not discuss or otherwise recommend whether remedial
instruction credit hours at UNLV and UNR should remain self-funded.
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Available General Fund appropriations should be distributed among the
seven teaching institutions’ state supported instructional operating budgets
based upon the count of WSCH multiplied by a uniform “Per Credit Hour
Rate.” The “Per Credit Hour Rate” would be calculated by dividing the
available General Fund appropriation, less pre-formula allocations
(numerator) by the total WSCH (Denominator).

The Committee did not specifically adopt the NSHE’s proposal that the Per
Credit Hour Rate established for the 2013-15 biennium would serve as a
baseline for determining future biennia’s Per Credit Hour Rate.

The current but suspended funding formula both calculates “needed” funding as
well as distributes the available General Fund appropriations. As adopted by the
Committee, the funding formula would only be used to distribute the available
General Fund appropriations. The primary reason for this is that the Committee
adopted the NSHE'’s proposal that formula funding for the 2013-15 biennium be
considered as flat to the institution’s FY 2013 appropriations. As a result, a “Per
Credit Hour Rate” unit cost would be calculated by dividing the projected, total
WSCH (denominator) into the available General Fund appropriations minus any
set-asides or pre-formula allocations (numerator) for FY 2014 and FY 2015. The
General Fund appropriations would then be distributed based upon the projected,
weighted credit hours at each institution.

The student-derived revenues (registration fees, non-resident tuition and
miscellaneous student fees) and other non-General Fund revenues budgeted
by each NSHE teaching institution in its state supported instructional
operating budget should:

a. Continue to be budgeted (for the purpose of transparency) in the state
supported operating budgets;

b. No longer be considered as an offset when determining General Fund
appropriation support; and

c. Continue to be retained and expended by the institutions at which they
are generated.

Related to the existing funding formula, the Nevada Legislature had, by budgetary
policy, treated student registration fees, non-resident tuition and miscellaneous
student fees as the first dollars be counted towards meeting the “funding need”
calculated by the formula. As a result, these revenues were treated as an offset to
the General Fund.

The exclusion of student-derived revenues was recommended by the NSHE.

Both Great Basin College (GBC) and Western Nevada College (WNC) should
receive a Small Institution adjustment of additional General Fund
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10.

appropriations outside of the funding formula allocation to support the cost
of these institutions’ administrative/institutional infrastructure, as the
projected WSCH would not generate sufficient funding. Funding for this
adjustment should decrease from $1.5 million to $0.0 (at a rate of
approximately $30.00 per WSCH) as an institution’s annual count of WSCH
increases from 50,000 to 100,000 WSCH. Funding and distribution of the
adjustment would be allocated prior to the calculation of the Per Credit Hour
Rate.

In recognition of their rural service areas and smaller populations, the current
funding formula provides “enhanced” funding to GBC and WNC through
adjustments to the student-to-faculty ratio, the academic support formula, the
student services formula and the institutional support formula.

The adopted adjustment for GBC and WNC was recommended by the NSHE.

The General Fund support of the cost of the operations and maintenance
(O&M) of an institution’s instruction-related physical plant (buildings and
grounds) should be included in the Per Credit Hour Rate. However, the
Committee did not reach consensus or take action on the proposed
General Fund appropriation adjustment for UNLV and UNR to fund their
non-instructional research operations and maintenance costs.

Under the existing funding formula, the funding “need” for the O&M of each
institution’s physical plant is calculated through a separate formula component
primarily based upon maintained square footage and improved acreage. Costs of
leased space, utilities and insurance are funded based upon projected actual cost
and are not formula-based.

The Committee’s recommendation regarding the inclusion of instructional O&M
costs in the Per Credit Hour Rate was proposed by the NSHE.

Note: The Committee did not specifically address the existing allowances and
exclusions of support for the O&M of athletic facilities at the community colleges,
dormitories-residence halls, student unions or parking structures.

The state supported operating budgets for the University of Nevada School
of Medicine, the UNLV School of Law and the UNLV School of Dental
Medicine should continue to be excluded from the funding formula and
remain based upon the Base-Maintenance-Enhancement budget format.

This recommendation is consistent with the current treatment of these schools’
state supported operating budgets and the NSHE’s proposal.

The Desert Research Institute’s (DRI's) state supported operating budget

should be funded, in part, through a separate funding formula. Desert
Research Institute’s non-General Fund supported research expenditures
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11.

should be utilized as the basis to calculate the level of General Fund
appropriation support for DRI's institutional and research administrative
costs. State support for DRI's O&M costs would not be included in the
funding formula.

Under the current funding formula, DRI's state supported operating budget was
excluded from the funding formula, except for the O&M of plant function, which
was calculated utilizing the same O&M formula component used by the seven
teaching institutions.

The Committee’s recommendation was proposed by DRI and the NSHE.

Note: As proposed by the NSHE, and adopted by the Committee, the DRI funding
formula would initially be General Fund appropriation neutral, consistent with the
flat funding approach for the teaching institutions.

The recommended, new funding formula should be implemented over a
1-biennium/2-fiscal year period effective with the 2013-15 biennium. If
additional (new) General Fund appropriations are available to be allocated to
the NSHE, “hold-harmless” funding should be provided to those institutions
projected to receive less General Fund appropriation under the new funding
formula than received in the 2011-13 biennium.

When implemented by the 2001 Legislature, the current funding formula
recommended a 2-biennia/4-year period of hold harmless subject to the availability
of additional General Fund appropriations.

The NSHE recommended a 2-biennia/4-year period.

Committee Recommendations Pertaining to Performance Funding

1.

A performance funding pool should be established for the seven teaching
institutions:

a. The pool should be funded from the institution’s existing or “base”
General Fund appropriations contained in the institutions’ main state
supported instructional-operating budgets rather than be funded with
new General Fund appropriations;

b. The pool should be implemented over four fiscal years beginning
July 1, 2014; and

c. Theinitial funding pool should be funded at 5.0 percent of base General
Fund appropriations in FY 2015, increasing by 5.0 percent each
successive year until 20.0 percent is reached in FY 2018.

The existing funding formula proposed a performance funding pool, not to exceed
2 percent of the total NSHE appropriation and funded from available one-time

25



funding based upon performance measures and a methodology developed
biennially by the NSHE, the Governor’'s Office and the Legislature. As originally
proposed by the NSHE, any performance pool established would be funded with
new General Fund appropriations.

The Board of Regents should establish a working group to refineffinalize
recommendations as to the performance pool’s structure, operation, specific
performance measures and associated weighting. Based upon the working
group’s recommendations, the Board of Regents should then provide
recommendations to the Governor and the 2013 Legislature (Appendix E).

However, when discussing remedial instruction at the institutions, the
Committee recommended that a performance pool weight be given for
minority and low-income gateway (course) completers for all three
institutional levels.

Note: As discussed in Section I, the National Governors Association (NGA)-
supported Policy Academy Team proposed that NSHE institutions be grouped by
institutional tiers (universities, state college, community colleges). Like institutions
in the university (UNLV and UNR) and community college (CSN, GBC, TMCC and
WNC) tiers would compete against each other (intra-tier) on a “points” basis to
receive the performance funding set aside for that tier’'s pool. Each tier would have
a set of performance metrics, such as “degrees awarded”, each of which would be
weighted by a policy priority percentage. For each metric, an institution’s
performance (i.e. number of degrees awarded) would be multiplied by the
corresponding policy priority percentage to generate a point total. Once summed
for all metrics, the funding pool would be allocated by the percentage of the
cumulative tier points each institution’s total points represented. Based upon the
comparative performance aspect of the proposal, an institution could receive a
greater amount of the pooled funding than it contributed to the pool. Regarding
Nevada State College (NSC), which was the sole institution within the state college
tier, the NGA Team proposed that NSC’s performance funding be tied to NSC’s
year-over-year improvement on the specified metrics.

Under the existing funding formula, the measures and mechanics of the funding
pool were recommended to be developed biennially.

Committee Recommendations Pertaining to Community College Funding

1.

The Board of Regents should adopt policies that assist the community
colleges in being more effective in competing for federal grants
including, the Community College and Career Training Grant (C3TG) and
Hispanic-Serving Institution (HSI) designation grants and other available
community college funding resources, both private and federal. Additionally,
the Committee recommended that a letter be sent to the Board of Regents
asking for a plan of action and recommending to the Board that it review or
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update its strategic plan to include assisting the community colleges with
competing for non-state funding opportunities (Appendix E).

Note: There was no comparable policy recommendation associated with the
existing funding formula or with the NSHE proposal.

In the implementation of a new funding formula, the Board of Regents should
give attention to the following issues impacting community college students
in particular and all NSHE institutions in general:

The necessity for a system of “like” student IDs throughout the system;
Increasing dual credit opportunities;

Tuition transparency; and

The transfer of credits.

o0 o

Note: There was no comparable policy recommendation associated with the
existing funding formula or with the NSHE proposal.
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Revised Report

This document is a revised version of a final report submitted to the Committee on June 8, 2012. The
content supersedes all earlier versions of the material contain within.

Disclaimer
The findings and observations contained in this report are those of the authors and do not necessarily

reflect the views of the Nevada State Legislature, its members or staff, or the Nevada System of Higher
Education, its members or staff.
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Introduction

About this study

During the 2011 session the Nevada Legislature enacted Senate Bill 374 (S.B. 374), which created an
Interim Committee to Study the Funding of Higher Education. Acting on behalf of the Committee, the
Legislative Counsel Bureau contracted with the Center for Science, Technology, and Economic
Development, SRI International, to provide the Committee with reports on the following: a) States’
budgeting practices pertaining to student derived revenues, b) States’ use of student enrollments as a
basis of higher education formula funding, c) States’ inclusion of performance related components in
higher education funding formula and, d) States’ methods of funding higher education.

These reports compare practice in other states with the existing but suspended formula now in place in
Nevada (referred to as the current formula through this report), and with an alternative formula
proposed by the Nevada System of Higher Education. These reports also identify, where possible,
standard practice and best practice among the states.

This document combines all four reports into a best and final version, for consideration by the
Committee and for entry into the record of its proceedings at the committee meeting on August 29,
2012.

Background about higher education funding in Nevada

The Nevada System of Higher Education (NSHE) provides higher education to both Nevada residents and
nonresidents through the following institutions:

* University of Nevada, Reno (UNR)

* University of Nevada, Las Vegas (UNLV)

* Nevada State College at Henderson (NSC)

* College of Southern Nevada (CSN)

* Western Nevada College (WNC)

* Great Basin College (GBC)

* Truckee Meadows Community College (TMCC)

* UNR School of Medicine

* UNLV Law School

¢ UNLV Dental School

¢ Desert Research Institute (DRI)

A 13-member Board of Regents governs the system, representing the 13 districts that comprise the
state. The system is headed by the Chancellor’s Office.

The bulk of state support for NSHE institutions is based on a set of formulas (which many, including this
report, refer to as a single, higher education funding formula). The design of this formula is currently the
subject of statewide debate and is a major focus of a new funding proposal by the Chancellor. Previous
debate on the funding formula occurred in the late 1990s, when the legislature decided that the 1986
methodologies used to fund the University and Community College System of Nevada (UCCSN) “did not
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adapt well to the explosive growth experienced on several of the UCCSN campuses.”* The 2001
Legislature revised the higher education funding formula as a result of a 1999 Committee to Study the
Funding of Higher Education report. The resulting Committee recommendations kept the basic funding
formula that had been in use since the 1960s, but revised it in an attempt to “focus on the equitable
distribution of available funding.”?

The revised funding formula is comprised of formulas that independently calculate funding levels for
Instruction, Academic Support, Institutional Support, Student Support, Library Acquisitions and
Operation and Maintenance of Physical Plant. Each formula has many complex elements; however, each
major formula is driven by a few main components:

* The formula for Instruction is driven by FTE student counts. This counts both in-state and out-
of-state students. From 2001-2009 the FTE counts were based on a three-year rolling average;
however, for the 2009-2011 biennium, the Legislature approved utilizing campuses’ FY fall 2008
actual and spring 2009 preliminary enrollments for each year of the 2009-2011 biennium for
purposes of allocating formula funding.?

* The formula for Academic Support is based partly on the number of FTE faculty members and
staff members, number of library volumes, and the instruction budget.

* The formula for library acquisitions is based on FTE enrollment, faculty, and programs offered.

* The formula for Student Services is based on combined headcount and FTE enrollment.

* The formula for Institutional Support is based on total operating budgets.

* The formula for Operations and Maintenance of Physical Plant is based on maintained square
feet calculation.

In addition to the revised formulas, the 1999 Committee recommended a performance pool to be
distributed to institutions that achieved specific performance goals. In 2001, the Governor
recommended an allocation of $3 million for the FY 2002-03 performance pool; however, the 2001
Legislature denied the request because “a comprehensive plan was not provided that specified how the
proposed funding would be allocated.”* The pool has not been funded since then.

The Nevada 2011 Legislature created the Committee to Study the Funding of Higher Education in
Nevada to examine certain funding issues related to the Nevada System of Higher Education. The
members of the committees are required to:

1. Compare the existing method of funding higher education in Nevada with the methods used in
other states;

2. Determine whether the other methods would be appropriate and useful in Nevada, whereby
different missions of universities, state college, colleges and research institutes are
appropriately considered in the funding of public higher education in Nevada;

3. Review the funding of remediation in the context of instructional delivery methods;

4. Consider the retention of resident registration fees and nonresident tuition outside of the state-
supported operating budget;

! Nevada Committee to Study the Funding of Higher Education. Legislative Counsel Bureau Bulletin No. 01-4.
January 2001.

? Ibid. p. 2

® Fiscal Analysis Division, Nevada Legislative Counsel Bureau. Education. 2009 Appropriations Report. P. 147-148.
* Fiscal Analysis Division, Nevada Legislative Counsel Bureau. Education. 2001 Appropriations Report. P. 20.
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5. Consider funding in the context of completed courses in contrast to the current method of
funding enrollments;

6. Consider rewarding institutions within higher education for achieving defined goals for
graduating students; and,

7. Submit to the Legislative Commission a report of its findings and recommendations for
legislation before the commencement of the 77" Session of the Nevada Legislature in February
2013.

To achieve these goals, the Legislative Committee has contracted with SRI International to assist them in
their work. This report reviews other states’” mechanisms of funding higher education systems and
existing best practices.

Methodology and structure of this report

In many cases, higher education funding policies are a historic mash-up of different priorities and
strategic decisions. Though SRI was initially under the impression that large inventories of state funding
methods existed, upon review, we found such inventories were spotty and/or outdated. Therefore, SRl
undertook a review of all states’ funding methods. This report utilizes an extensive review of state
legislation, publications, and reports as well as telephone and email interviews with state officials
performed over a ten-week period by SRl from March-May 2012. Additional revisions were made over
June-July 2012 in the course of the revision process for the committee.

This report is divided into two parts:

Part 1: Higher Education Funding Best Practices and Recommendations for Nevada. Part 1 provides
brief summary analysis of SRI’s state-level research on key topics of interest in Nevada and distills best
practices that can inform Nevada’s review of its own method of funding higher education funding. This
section then focuses on the context and drivers shaping higher education funding in Nevada and
provides SRI’s recommendations on key principles and approaches for reforming Nevada’s funding
method.

Part 2: States’ Methods for Funding Higher Education. Part 2 presents the detailed results and data
from SRI’s in-depth state-level research on higher education funding, focusing on several key topics: use
of funding formulas, use of enrollment-driven funding, use of performance-based criteria, and
treatment of student-derived revenues. For each key topic, current and proposed Nevada funding
approaches are summarized and compared to other states’ practices.

Appendices A, B, and C provide very detailed, state-level narratives and case studies for 48 states
regarding their existing approaches for higher education funding (both formula- and non-formula-
based). These detailed examples provide additional support and background for the state analysis and
findings presented in Part 1 and Part 2 of the report.
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l. Diversification and Innovation: State Economic Context and
Goals Shaping Higher Education Funding in Nevada

In the wake of the recent recession, Nevada’s leaders have defined a new state economic development
strategy with two goals: diversification and innovation.

It is impossible to design or evaluate a funding model for higher education in Nevada without first sifting
and defining the announced policy goals of the state. Fortunately, Nevada’s leaders and principal
stakeholders have engaged in a series of important deliberations on the future direction of the state
that have yielded a series of clear goals. These goals are stated in the following strategy documents:

Envisioning Nevada’s Future: Goals and Strategies for Advancing our Quality of Life, The Nevada
Vision Stakeholder Group (September, 2010).

Moving Nevada Forward: A Plan for Excellence in Economic Development, Nevada Board of
Economic Development (February, 2012).

Unify|Regionlize | Diversify: An Economic Development Agenda for Nevada, The Brookings
Institution and SRI International (October, 2011).

The motivation for the above studies needs little elaboration for anyone who has lived in Nevada over
the last five years. After an exhilarating boom in the years immediately prior to the crash, Nevada was
one of the states hardest hit by the subsequent recession. The state’s economy grew 40% in seven years
preceding the collapse, and shrank 10% in the following three years, with unemployment hitting a
national low of 13% in the summer of 2011.

This crisis resulted in a determination by Nevada leaders and stakeholders to focus much more
systematically on the state’s economic development strategy. The goal of this renewed focus is the
diversification of the state’s economy. Diversification is to be achieved by a shift towards targeted
economic sectors beyond the state’s core activities of tourism, gaming, and retail, and by fostering a
climate of innovation favorable to small- and medium-sized businesses and start-ups.

The Nevada System of Higher Education (NSHE) is a linchpin for achieving the state’s goal of economic
renewal through diversification and innovation.

The Nevada System of Higher Education (NSHE) is a principal player in achieving the state’s shift toward
diversification and innovation; its central role is called out in all three of the strategy documents
identified above. Education was one of six critical areas identified in Envisioning Nevada’s Future, which
includes two specific objectives related to higher educational performance: increased graduation rates
and increased levels of university research (p. 47). In Moving Nevada Forward, the educational system
as a whole is identified as underperforming, and a key objective to address this challenge is an increase
in students receiving certificates, associate degrees, and baccalaureate degrees (p. 58). In the area of
innovation, a key objective is increased industry sponsored research, to be supported with matching
funds from the state (p. 50). Finally, in Unify[Regionalize | Diversify, the critical role of higher education is
discussed at length in Section VII (pp. 128-139), including a repeated emphasis on progress metrics.

43



STATES' METHODS OF FUNDING HIGHER EDUCATION
REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION

The people of Nevada and their leaders take a highly utilitarian view of their institutions of higher
education. While it remains true that higher education prepares students broadly, to be good citizens
and to lead lives of personal fulfillment, the most important priority at present is the contribution of
NSHE to the renewal of the state’s economy.

Declining funding levels and challenging student demographics are critical constraints on NSHE’s
contribution to the state’s economic goals.

The recession had a powerful impact on state revenues in Nevada, resulting in a 20% decline in state
funding for NSHE over the last two biennial budget cycles. It is hoped that this decline is at an end, with
the possibility that some salary and benefits cuts will be restored. But it is very likely that state funding
levels will continue to be a constraint into the future. This means that state leaders and NSHE must be
willing to make hard choices. Differentiation and division of labor among institutions should be
embedded in the funding model. Furthermore, this funding constraint means that funding a
performance pool as an element of the funding formula will most likely be achieved by carving it out of
the existing state appropriation.

A more intractable constraint is the quality of students entering NSHE. Nevada has one of the lowest
high school graduation rates in the country. Over 40% of students entering two-year colleges require
remediation, and almost 30% of students entering four-year institutions require it. These numbers
reflect, in part, underlying characteristics of the population. Many students are the first in their family to
go to college; many are “at-risk” due to their socio-economic backgrounds. There also exists in Nevada a
significant pool of adult learners who have some college credits, but who need remedial and other
services if they are to successfully return to the classroom.

In many ways the demographics of Nevada’s incoming higher education students are representative of
the future for the whole of the United States. For that reason, Nevada’s situation also represents an
opportunity — success in this area will place Nevada ahead of those other states that have not yet come
to terms with the country’s changing demographics. It must be a central priority of the higher education
system to meet the needs of these “non-traditional” students. Unless NSHE succeeds in this area, it
cannot meet the attainment goals the state has set for itself — that is, an increase in the percentage of
adults with a higher education certificate or a two- or four-year degree — and it cannot contribute
successfully to the state’s goals of economic renewal, diversification, and innovation.

Two significant challenges must be addressed if NSHE is to contribute effectively. It must closely align
its programs and research around the economic development goals of the state, and it must
dramatically improve its performance.

NSHE has been funded over the years through an existing mechanism that rewards enrollment. There
has been too little consideration of the alignment of degrees and other programs around the economic
needs of the state. This is already changing; many NSHE institutions have developed new initiatives in
support of economic development goals. But alighment needs to be thoroughly embedded in a new
funding model.

In addition, NSHE’s current funding mechanism hasn’t rewarded performance at all. NSHE’s proposed
alternative funding mechanism does include a performance pool, which is badly needed to incentive

outputs because output performance in NSHE institutions has been weak. Compared to the 22 research-
intensive institutions selected by NSHE as peers, UNR and UNLV had graduation rates in 2010 that place

44



STATES' METHODS OF FUNDING HIGHER EDUCATION
REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION

them close to the bottom of the group. Based on 6-year graduation rates, the two institutions are,
respectively, 7 and 15 percentage points below the group average of 56%. Both institutions share a 4-
year graduation rate of only 14%.° These numbers have remained largely unchanged for a decade. Of
those students who enroll full-time in 2-year colleges in Nevada, only 25% graduate at all. This low level
of performance is costly to the state and to students and their families. Nevada needs to produce more
graduates in less time.

> Integrated Postsecondary Education Data System (IPEDS). 2010 data. Data elements: [drvgr2010.gbadrtt:VL-
Graduation rate - Bachelor degree within 4 years- total] and [drvgr2010.gba6rtt:VL-Graduation rate - Bachelor

degree within 6 years- total].
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Il. Guidance and Best Practices: Summary of States’ Higher
Education Funding Methods

State approaches for funding higher education vary considerably from state to state in several major
ways: whether formulas or non-formula approaches are used for determining funding levels; whether
funding is tied to enrollment levels; whether performance-based criteria are applied; and how student-
derived revenues are treated. The following section summarizes state approaches across these areas
and distills best practices, which are then used by SRI to evaluate Nevada’s current and proposed higher
education funding models.

A. Use of funding formulas and enroliment-driven funding
1. Summary of formula and non-formula states

According to SRI’s research, seventeen states currently use a formula to calculate funding levels for
higher education institutions in some fashion. Nineteen states use non-formula-based funding methods,
while an additional fourteen states have hybrid models (typically using formulas to fund two-year
institutions and non-formula methods for four-year institutions or using a base plus approach where the
plus is calculated by a formula). Generally, as we review below, both formula- and non-formula funding
tends to be driven by student enrollment — formally in the case of formulas and informally in non-
formula funding. Recently, higher education funding formulas have not been fully funded in many
states, and so state appropriations are only a fraction of what the funding formula recommends. States
that do not use formula-based methods tend to fund based on legislative priorities/policies or based on
a “base plus/minus” method. Five states have dropped formulas in the very recent past (indicated in
purple in Figure 1.1).

Figure 1.1. State methods for higher education funding: formula and non-formula.

. = Pure Forrula
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Formula-based funding methods

As indicated above, seventeen states determine or recently determined funding through a formula, and
fourteen states apply a formula for some (but not all) types of institutions/funding. Additionally, five
states (Arizona, Nevada, Florida for 4-years institutions, Massachusetts, and New York for 4-years
institutions) have used funding formulas in the past, but have abandoned the formulas for some or all
institutions during fiscal downturns. The complexity of funding formulas varies widely from state to
state. Recently, higher education funding formulas have not been fully funded in many states, and so
state appropriations are often only a fraction of what the funding formula recommends. Every state that
uses a formula also utilizes non-formula appropriations to fund everything from operations and
maintenance to special programs to entire schools. These off formula appropriations can be significant.

State funding formulas typically consist of a subset of ten budgetary functional areas, as described in
Table 1.1. While there are variations in how each state specifically defines each funding component, this
list reflects the most commonly used general definitions. Most state formulas only contain a fraction of
the items listed below. A few common elements are prevalent across all states that use formulas:

* Every state with a formula funds instructional activities though the formula, and almost every
state has a specific instructional support formula that accounts for the vast majority of the
calculated funding levels. There are many methodologies used by states for calculating
instructional support funding levels, but all methods are typically tied to enrolled or competed
student credit hours.

* Most of the states using a formula include a component for operations and maintenance of
physical plant in the funding formula.

* Most of the other funding components included in state formulas are typically calculated based
on a percentage of the instructional support funding level, and are therefore indirectly tied to
enrollment levels.

Table 1.1. Typical components of state higher education funding formulas.

Components of

State Funding Includes Typical Models for Calculating Funding Levels

Formulas

Instruction *  Activities associated with an *  Convert student enrollment credit hours into FTE
institution’s instructional faculty positions using a ratio, then establish a
program set amount of funding per faculty position (using

various methods)

* Calculate enrolled or completed student credit
hours, then use a per credit hour cost matrix to
establish funding level

Remedial *  Funding specifically as a function | *  Calculate funding levels based on student
Instruction of remedial instruction enrollment, enrolled credit hours, or completed
credit hours in remedial instruction
Operation & *  Physical plant administration, * Calculate funding based on actual building
Maintenance of utilities, building maintenance, square footage
Physical Plant custodial services, landscape & ¢ Calculate funding based on an estimate of
grounds maintenance, and square feet needed based on enrollment levels

repairs and renovations

48



STATES' METHODS OF FUNDING HIGHER EDUCATION
REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION

Components of
State Funding

Includes

Typical Models for Calculating Funding Levels

Formulas
Academic Support

Support of the institution’s
primary academic mission such as
computer labs, academic
administration, and curriculum
development and support

*  Usually calculated as a specific percentage of the
instructional support funding level (and
therefore tied to enrollment levels)

Library Support

Library services

* Calculate funding based on student headcount

* Calculate funding based on a percentage of the
instructional support funding level (and
therefore tied to enrollment levels)

* Many states provide library support through the
academic support funding category, rather than
as a separate component

Student Services

Offices of admissions and
registrars

Student services & activities
outside the formal instruction
program (e.g., student activities,
cultural events, student
newspaper, intramural athletics,
etc.)

* Calculate funding based on a percentage of the
instructional support funding level (and
therefore tied to enrollment levels)

* Calculate funding based on student headcount
or enrollment

Institutional
Support

Central, executive-level activities
related to management and long-
range planning for the entire
institution (e.g., president’s
office, fiscal operations,
community and alumni relations,
etc.)

* Calculate funding based on a percentage of the
instructional support funding level (and
therefore tied to enrollment levels)

Public Service

Foster the continuation and
expansion of public service
activities

* Calculate funding based on a percentage of the
instructional support funding level (and
therefore tied to enrollment levels)

Research

Support for institutional research
activities

* Calculate funding based on a percentage of the
instructional support funding level (and
therefore tied to enrollment levels)

Scholarships

A formula component that fund
scholarships.

No states include a component in their funding
formula for determining funding levels for
scholarships

Non-formula-based funding methods

As indicated above, nineteen states determine funding through a formula, and ten states apply a
formula for some (but not all) types of institutions/funding (typically, formulas are applied for two-year
institutions but not for four-year institutions). Non-formula funding determination methods vary widely
from state to state, but the two most common methodologies are the following:

e “Base Plus” Method: This is the most popular non-formula funding method. The higher
education appropriation or funding request is based on the previous year’s appropriation (the

49




S

- = STATES' METHODS OF FUNDING HIGHER EDUCATION
%G REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION
X

base), plus some enhancement or cut — which may be formally or informally based on
enrollment (or other performance factors). In New Mexico, for example, any new money under
the “base plus” calculation (the “enhancement”) is allocated via a performance-based formula
(along with 5% of the base).

* Funding Based on Legislative Priorities: Some states based simply on legislative priorities or
policies, which could be on the amount of funding available or on peer equity with other states
for higher education funding.

State systems of higher education were appropriated more money to pay for the ever increasing student
enrollment when higher education budgets were increasing. Sometimes that increase was informally
tied to enrollment —i.e., “we have more students, we need more money”. Other times the increase was
based on a general increase in the state budget or legislative priorities. However, in recent times, higher
education appropriations have declined despite enrollment increasing.

2. Best practices in states’ use of funding formulas

Best practice in funding higher education depends on policy goals; in this sense “best practice” means
simply the right incentive given some specific policy objective. If access to higher education is the goal,
then a funding formula based on enrolled student credit hours is a best practice. Access has dominated
all other policy goals in higher education for many decades, and any policy that encouraged institutions
to enroll more students was good policy seen from that point of view. Indeed, even non-formula states
implicitly reward higher education institutions with new money based on the need to fund enrollment
growth through a cost-plus approach.

But is perfectly possible to create incentives for other goals. If a higher graduation rate is the goal, then
a funding formula based on completed student credit hours is a best practice. Having other performance
metrics folded into the formula, for example graduation rates, is also a good practice for encouraging
shorter time to degrees (see below for a substantial discussion of performance funding). If the goal is to
maintain state-to-state peer equity in higher education funding, then a formula based on the cost of full-
time faculty positions using peer average salaries is a best practice. If the goal is to incentivize the
growth of specific disciplines or programs, then a formula weighted according to policy goals is a best
practice. In short, the design of any formula requires explicit acknowledgement of the policy goals the
formula is intended to further.

Because of the commitment to access noted above, in most formula funding states and most non-
formula states the calculation of funding levels is more or less directly tied to student enroliment or
credit hours. In many states, like Nevada, the funding calculation is based upon enrolled student credit
hours rather than completed student credit hours, under the theory that the cost of providing services in
any given term does not change when students withdraw. However, if funding is based on enrollment,
institutions may be incentivized to enroll students regardless of their ability to succeed. The opportunity
cost to an individual student is large, in terms of both time and money, if the student does not complete
a course. In addition, higher education institutions and states waste money paying for a student who will
not complete the course and/or the degree.

One way to mitigate low completion rates is to incentivize higher education institutions to support
students in completing courses/degrees by allocating funding based on successful course completion
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(rather than course enrollment). This policy may encourage institutions to provide more academic
support, such as tutoring and teaching assistants. On the other hand, if course completion is the driving
factor behind state general fund appropriations, institutions may then be incentivized to lower the
standards required for course completion. Faculty members may feel pressure to give higher grades so
students do not get discouraged and quit.® Alternatively or concurrently, institutions may become overly
stringent in admission standards, which could reduce access for students.

An alternative funding approach uses enrollment numbers taken at the end of the term or course
completion including failing grades, which may incentivize institutions to provide academic support for
students to help them stay in the class, while tempering the pressure to pass students so that the
institution gets paid for the time invested in the student. The NSHE alternative funding proposal for
Nevada falls into this category, since the proposal allocates money to credit hours completed with any
grade (except a withdrawal).

Before deciding if course enrollment (or completion) should drive funding, the Committee should
consider what they want to incentivize. Historically, funding based on enrollment has incentivized
getting students into class, sometimes to the detriment of both the school and the student. In the past,
Nevada’s current but suspended funding method appears to have resulted in all institutions embracing
an access mission because it was financially advantageous, rather than each institution embracing a
differentiated mission. The Committee should take care to consider the incentives created by different
kinds of enrollment-based funding formulas and by performance criteria such as successful course

completion.
3. Use of the funding formula and enrollment-based funding in Nevada: current and proposed
practices

The current Nevada funding formula is comprised of formulas that independently calculate funding
levels mainly for Instruction, Academic Support, Library Acquisitions, Institutional Support, Student
Services and Operation and Maintenance of Physical Plant. Each formula has many complex elements;
however, each major formula is driven by a few main components:

* The formula for instruction is mainly based on student-to-faculty ratios using full-time
equivalent (FTE) student counts based on enrolled student credit hours. Notably, this counts
both in-state and out-of-state students. From 2001-2009 the FTE counts were based on a three-
year rolling average; however, for the 2009-2011 biennium, the Legislature approved utilizing
campuses’ FY fall 2008 actual and spring 2009 preliminary enrollments for each year of the
2009-2011 biennium for purposes of allocating formula funding.”

* The formula for academic support is based partly on the number of full-time equivalent faculty
members and staff members, number of library volumes, and the instruction budget.

* The formula for library acquisitions is based on FTE enrollment, faculty, and programs offered.

* The formula for student services is based on combined headcount and FTE enroliment.

* The formula for institutional support is based on total operating budgets.

* The formula for operations and maintenance of physical plant is based on maintained square
feet calculation.

e Jacobs, Joanne. “More States Utilize Performance Funding for Higher Education.” US News and World Report.
February 24, 2012.
’ Fiscal Analysis Division, Nevada Legislative Counsel Bureau. Education. 2009 Appropriations Report. p. 147-148.
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The Nevada System of Higher Education Office of the Chancellor proposed a new funding formula in
2012. This funding formula uses only credit hours for resident students who complete courses where a
grade had been posted, including a failing grade. These credit hours are multiplied by a program and
level-based weighting matrix, and multiplied by a state appropriations-based price, to calculate
instructional support and operation and maintenance support, as well as determining the application of
a small institution factor. In addition, the proposed formula provides additional weighting of the student
credit hours for research support and a separate O&M formula for university research facilities. The
proposed formula also includes a performance pool that will fund institutions on output measures such
as degrees and credit completed.

The major shift from the present formula to the proposed alternative is the inclusion of O & M in the
instructional formula, which is consistent with practice in most other formula states. The additional
research weighting and the research O & M “carve out”, included in the proposed formula appears to be
unique when compared to other states, and careful consideration is recommended of the policy goals
behind this proposed practice.

In summary, the NSHE proposed alternative formula is effectively based on enrollments, except to the
degree that successful completion is established as criteria for completed credit hours. This dependence
on enrollments remains overwhelmingly the established practice among formula states, with just two
exceptions, although a wider shift towards performance as part of a formula is likely in the years ahead
(see discussion below).
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B. Use of performance-based funding criteria
1. Summary of states’ use of performance-based funding

SRI research indicates that thirteen states currently use performance-based funding methods (and
approximately five states have definite plans to implement performance funding, while at least fourteen
others are considering doing so). Use of performance criteria tends to be most common in formula-
based states, although a couple of non-formula states also apply performance criteria. Figure 1.2 shows
states that currently include a performance-based funding mechanism in green. States with plans of
implementing performance-based funding mechanism are indicated in blue. States that are discussing
performance-based funding mechanism are indicated in grey.

Figure 1.2. States that have adopted, or plan to adopt, or have discussed performance related funding.

. - Currently use PF
& - Plan te ivelerent PF

@ - Considering FF

The most typical performance metrics incentivize completion by measuring degrees or certificates
awarded, but many other metrics can potentially be used, such as those described in Table 1.2, below.
These metrics are consistent with the national Governor’s Association’s work on performance based
funding (to be discussed below).
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Table 1.2. Types of performance metrics used in higher education funding.

Category Types of Metrics Used

Output Metrics Degrees awarded; Graduation rates (or “time to degree”); Research incentives
(e.g., amount of federal R&D monies)
Progress Metrics Transfer rates from 2-year to 4-year institutions; Successful course completion;

Length of time to earn degree; Student progression (or “credit accumulation”);
Advancement through remedial and adult education; Job placements
Economic Development Earned research dollars; Degrees linked to workforce development goals (e.g.,
Metrics high demand areas such as STEM or health)

Performance-based funding mechanisms have been used by states for at least three decades, with
mixed results, and a number of states have cut their programs due to lack of alignment with state
politics, complexity, lack of available data, or lack of funding. Key determinants of success for
performance-based funding are the size of the performance pool (i.e., are performance-based funds a
large enough share of institutional funding to incentivize behavior?) and also whether performance
funding is allocated as a “bonus” or whether it is tied to baseline institutional support.

2. Best practices in states’ use of performance-based funding

Since the Second World War, higher education in the United States has been the engine of economic
growth and social mobility. The U.S. higher education system is accustomed to worldwide recognition
and emulation, and this success was built on an ethic of access, first embodied in the G.I. Bill and then
sustained by the expansion of low-cost state institutions, federal financial aid, and other student loan
programs. This ethic was also furthered by a conviction among middle class families that college was the
best path to economic security.

Although getting students into college (increasing the participation rate) is still a crucial issue, especially
among low-income and underserved population groups, it is fair to say that an inflection point has been
reached. Access is no longer the only, or even the primary challenge facing states and institutions of
higher education. In Nevada, roughly 40% of students who enroll full-time in a four-year college fail to
graduate — the numbers are worse for part-time and two-year programs. It is a serious waste of public
resources to admit students to college who then drop out without a qualification, and grossly unfair to
the students themselves who are left with dashed hopes and (often) painful burdens of debt. Nevada,
along with all other states, needs performance criteria that will change this dynamic.

As noted above, most states to some degree have tied their support for higher education with the
number of students enrolled and taking classes. This practice has the effect of biasing decisions by
campus leaders towards greater access (i.e., higher enrollments). More students in seats mean more
money. If access is the goal, then enrollment is an appropriate performance criterion. But once the focus
shifts toward other goals, as it has in many states, then paying for enrollment is a deficient practice in a
variety of ways. It encourages the admission of students unprepared to succeed, it provides no incentive
to help those students or to ensure quality, and it generally fails to align programs and curricula with
workforce and other economic development goals. (While many states’ funding formulae recognize
differences in costs associated with different programs, these costs are paid without evaluating the
purpose or success of a program.)

54



STATES' METHODS OF FUNDING HIGHER EDUCATION
REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION

Performance criteria that go beyond access, and that address the deficiencies noted above, typically fall
into three broad categories:

¢ Alignment: It is striking how often funding models for higher education are not clearly aligned
with state policy goals. Yet, how money is spent is policy (whether acknowledged or not). Any
higher education funding model should reflect the expressed policy goals and foundational
values of the state and its institutions. For example, land-grant universities — a distinctively
American institution — were established with the explicit purpose of promoting “useful
learning.” The alignment of higher education’s teaching, research, and engagement with the
needs of society, including a state’s social and economic goals, is a basic performance test for all
policymakers.

¢ Attainment: Educational attainment — the percentage of the adult population with a college
degree — is such a strong predictor of a region’s economic success that it represents a goal in its
own right, apart from broader questions of alignment. In Nevada only 22% of the adult
population has a bachelor’s degree, which ranks the state 46™ among all states and the District
of Columbia (although Nevada’s 7.5% attainment rate for associate’s degrees is close to the
national average). Raising the number of graduates produced is a straightforward way to raise
attainment and so constitutes a key metric, in one form or another, for many performance
criteria.

* Quality: This issue is not often addressed by the performance criteria actually in use in various
states, but it has been the subject of a great deal of discussion, for example, in the Spellings
Commission Report of 2006.% As the focus on attainment and on graduates grows, there will
inevitably be a concern with quality control. In the long run it is unwise to provide significant
incentives for the production of degrees without, at the same time, providing incentives for
maintaining quality.

Degrees and GPAs are proxy measures of the skills and competencies students acquire through
their education. As students and their families pay more, and as employers become more
demanding of new entrants to the workforce, they will all want to know if the degree means
what it says. Various independent measures of learning have already been developed and
tested, for example, the Collegiate Learning Assessment®, and their use as performance criteria
in one form or another is inevitable.

Many specific metrics are subsumed into these three broad categories, and some may be especially
important in Nevada’s case. For example, criteria that reward institutions for remediation — i.e., efforts
to accelerate and ensure the graduation of students who are under-prepared — contribute to the overall
goals of graduation and attainment. In Nevada’s case, remediation is especially important, with almost
30% of freshman at 4-year institutions and over 41% of freshman at two-year institutions requiring it.
Another example is using time to degree, or some other measure of academic progress, as a criterion.
Progress is a strong predictor of eventual success (although what is an appropriate measure will vary by
program and institution and must be chosen with care). As noted above, at present it takes too long to
get a degree in Nevada.

8 http://www?2.ed.gov/about/bdscomm/list/hiedfuture/index.html
? http://www.collegiatelearningassessment.org/
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Three other issues matter in the design and adoption of performance criteria. They are operational
rather than substantive.

* Clarity: It is very easy to design a complicated set of performance criteria that answer to every
felt need. However, a complicated formula is hard to implement; more likely to yield unintended
consequences; and, most important perhaps, difficult to explain to policymakers, stakeholders,
and citizens. Complex formulas have doomed past performance-based initiatives in a number of
states.

¢ Differentiation: Any set of performance criteria will be applied to a highly differentiated set of
higher education institutions. The way the criteria operate, along with the incentives created,
should have the effect of maintaining and even enhancing differentiation and the division of
labor. This will encourage efficiencies in the use of resources. Performance funding that does
not account for the different missions of institutions has also been attributed to performance
funding failures.

* Scale: The resources subject to performance criteria should be significant enough in scale to
shape institutional behavior. This means that even if tuition and fee revenues are properly
separated from public monies, the overall income of an institution or system should be
considered in determining what percentage of public funding is tied to performance.
Furthermore, these funds should be drawn from the overall budget for higher education (part of
the “base” funding) and not budgeted separately (as “bonus” funding). Otherwise, as seen in the
past, the monies set aside will disappear whenever the state budget is under stress.

The three substantive categories discussed above, along with the three operational considerations also
identified, provide a simple framework for evaluating any existing or proposed system of performance
criteria — and in particular provide a framework designed to go beyond access and enrollment as a
primary driver. Indeed, the three substantive categories of performance criteria can be ranked in the
order presented. Alignment should be the starting point for any understanding or evaluation of a higher
education funding model. Failure to design a system of funding without careful reference to policy goals
and foundational principles may yield unexpected and undesirable practices and outcomes. Second, no
other purpose is more important than a laser-like focus on the production of graduates (Attainment).
Various metrics may capture different aspects of success in this area, but such success is, and should be,
at the heart of any set of performance criteria. Finally, Quality control is also important, but may require
more deliberate adoption given the need to collect new kinds of data. If these categories are
systematically addressed, then operational questions—especially timing—become important.

3. Use of performance criteria in Nevada: current and proposed practices

Evaluating the existing NSHE funding formula with regards to performance criteria

The “current” Nevada higher education funding formula has not been directly employed to calculate
state funding levels for the last two biennia. It is very complicated (one of the most complicated among
all states), but its several elements are driven directly or indirectly by student enrollment. In short, it
reflects the principle of access, in which institutions are rewarded for enrolling students in classes. It is
sensitive to the mission and size of institutions, but otherwise it is not “outcome-based.” As a recent
report notes:
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The current funding model does not have a performance component, or an incentive funding
component, and could be improved by additions and changes to incorporate performance. There
is no linkage to the goals for the colleges and universities, nor any measure of accomplishment,
and no link to performance standards.™

The current formula raises serious concerns from the point of view of the first and second criteria
discussed above (Alignment and Attainment). The formula was never tightly linked to larger policy goals
or explicit principles. This deficiency is revealed in several areas of the formula unrelated to students.
For example, Research is not funded based on a formula or any guiding set of principles, but based on
incremental payments. No economic development goal is attached to it. Operations and Maintenance is
based on the size of existing buildings, as if heating and cooling buildings is an important policy goal of
the state. As noted elsewhere, the performance criteria originally included in the formula were never
adopted, and the formula gives no consideration at all to Quality, in the form of skills, competencies, or
anything else.

Serious claims exist concerning the lack of equity in the way Nevada’s formula has worked. In SRI's view
the objections to this formula are more fundamental. It is a model without a guiding rationale or policy
objective. It operates chiefly as an incentive for more access, and is deficient in its support for
remediation and student success. It is also combined with a large number of out-of-formula payments
that lack any clear rationale.

Evaluating the NSHE-proposed alternative model with regards to performance criteria

In January 2012, the Nevada Board of Regents adopted Strategic Directions for the Nevada System of
Higher Education, in response to the NGA’s Complete to Compete Initiative. The Board of Regents stated
as its primary goal to “graduate more students with meaningful degrees and certificates, thus
positioning the graduates for fulfilling and productive careers and positioning the State with an
educated citizenry required for supporting and maintaining economic development and diversification.”
The Board of Regents spells out four initiatives under this program, and the second initiative speaks to
performance-related funding criteria, stating the goals of “reward[ing] institutions for progress in
achieving performance standards, including goals agreed upon through the National Governors
Association Policy Academy and the CCA completion metrics”* and “establish[ing] performance metrics
to set budget parameters, determine system priorities, and allocate performance funding dollars.”

Nevada’s Strategic Directions initiative aligns with many of the performance criteria used by other
states. Course and degree completion by low-income and under-represented students are performance
criteria that align with Strategic Directions Initiative #2.1: “Adopt...goals for enrolling and graduating
students from diverse backgrounds.” Performance criteria based on workforce needs align with
Strategic Directions Initiative #2.3: “Establish institutional protocols for reviewing student performance
and determining the extent to which they are pursuing and completing educational programs and
acquiring the skills demanded of Nevada employers.”

The NSHE work on an alternative higher education funding formula is grounded in the strategic planning
process that yielded the Strategic Directions strategy document. Having clearly articulated goals as a

1 MGT of America. Evaluation of the NSHE Funding Formula. May 2011. P. ES-2.
" http://www.completecollege.org/path_forward/commonmetrics/
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point of departure helps meet the test of Alignment described above, although the incentives created by
the formula should, of course, align with these goals.

In addition to emphasizing the increased production of meaningful degrees and certificates as a critical
metric of success, Strategic Directions is distinguished by the fact that it also identifies numerous
initiatives and practices that will contribute to success, but are not directly related to state funding. This
underscores an important point: while the higher education funding formula is very important, it is far
from the only element required to produce more degrees in less time (and with fewer resources). We
note, for example, the focus on new and improved data systems as one area that will make an
indispensible contribution to measuring success or designing interventions to avert failure. (While
Nevada has made progress in data collection centered on student unit records, a P-20 State Longitudinal
Data System is not yet mandated or funded.)

The NSHE leadership has worked closely with the National Governor’s Association (NGA) in devising the
performance criteria or pool for its new proposed alternative formula. A particular virtue of the way
NGA approaches metrics, which is especially important in the case of Nevada, is that it has focused on
metrics that apply to all kinds of students — traditional students in a residential, four-year college;
transfer students; part-time students; and students requiring remediation. This last kind of student
presents a tremendous challenge for the NSHE, where over 40% of two-year college freshmen and
almost 30% of four-year college freshman require remediation. But current remediation efforts in
Nevada are not working, with less than 10% who get help in two-year colleges, and less than 40% who
get help in four-year colleges, completing their degrees in a timely manner. Nevada cannot achieve its
goal of increased graduates unless it is successful in remediation.

While everyone recognizes that the proposed NSHE performance pool is a work in process, the
commitment to a performance pool as part of a new funding formula is an important and valuable
improvement over the present formula, and is a change consistent with developments in many other
states.

As noted elsewhere, the outcome metrics identified by NGA provide information about current
performance, while the progress metrics help flag the direction of future performance, and also (when
based on individual student records) can provide administrators with the tools for targeting where
exactly individuals go off track.'* When used in combination these metrics allow for measurement of
progress and for understanding of how that progress was achieved.

The metrics proposed by NSHE focus largely on one outcome: degrees awarded. This particular outcome
metric has the virtue of being a simple number, directly related to the goal being pursued, easy to
collect, difficult to manipulate, and intuitive — therefore easy to explain to citizens, students,
stakeholders, and policymakers. It meets the operational test of clarity described above. However, this
approach is subject to some shortcomings. Nevada needs more graduates, but it also needs to produce
them more efficiently — in other words by patching leaks in the pipeline — and with no loss in quality.

2 http://www.DataQualityCampaign.org/DFA2011.

* A more conventional way to describe the outcome metrics chosen by the NGA could be as output metrics. An
outcome might be thought of as a graduate having the skills and competencies for which the possession of a
degree is a proxy measure.
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Rewarding raw numbers of degrees produced may create incentives to admit even more unqualified
students, hoping some stick, or to lower standards to get students out the door.

Progress metrics (and what NGA refers to as “context” metrics) can serve as a check on this potential
problem. For example, retention rates (the number of students who enroll consecutively from fall-to-
spring and fall-to-fall) will indicate pipeline problems, as will the completion ratio (the ratio of degrees
granted to full-time enrolled undergraduates). However, NSHE’s proposed performance criteria include
progress metrics for the community colleges only. Without progress metrics, the sole emphasis on
degrees awarded is at odds with the requirement for quality identified above.

In that spirit, another metric that we believe should now be seriously considered by Nevada (as well as
by other systems of higher education) — as identified in the discussion above on quality — is the
independent assessment of learning outcomes. This is the best kind of quality control. We do not
specifically recommend the Collegiate Learning Assessment, but it has been shown to be an
independent, valid measure for student skills across time and across groups of students. Any metric
chosen should be equally valid and should allow Nevada to compare its students’ skills against national
scores. No such measure is in the NSHE-proposed performance pool. It will require some years to
accumulate the necessary data for implementation, but the future adoption of such a metric should be
allowed for in the design of the pool.

Rewards for achievement in research are also included in the NSHE-proposed performance pool. The
way in which research funding is incentivized in the proposed alternate funding formula seems to lack
simplicity, in part because three different paths are identified: 1) In the “base” formula, higher costs are
assigned to the two research universities for upper division and graduate level classes by applying a 10%
increase in the weight of these classes; 2) In addition, the two research institutions are granted a “carve
out” from the state appropriation before the formula is applied, calculated based on non-instructional
research space, 3) Finally, in the performance pool, research is rewarded based on a very broad
definition of dollars received for sponsored and external research expenditures (for example, it includes
dollars received for student services). None of these approaches addresses directly the economic
development goals of the state. “Dollars earned through sponsored research” (which is appropriately
defined) should be rewarded (and are rewarded in other state formulas), but perhaps not almost any
kind of external grant, at least not under the rubric of “research.” In the NSHE-proposed performance
pool, this important area is not clearly aligned in ways consistent with stated goals.

Remediation is another important issue. In the NSHE-proposed formula, the “base” formula provides no
extra support for remedial courses at the colleges, even though successful remediation is a relatively
costly activity, and it does not support remedial courses at the universities at all (at present the
universities provide remedial courses without using state support, a situation that would remain
unchanged under the new system). There is a premium weight applied to “basic skills” classes, and there
is a progress metric with a modest weight included in the performance pool that rewards successful
remediation at the college level. Remediation is an area in which a new formula should accentuate
differentiation. It is not clear that the NSHE-proposed formula achieves this.
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C. Treatment of student-derived revenues
1. Summary of states’ treatment of student-derived revenues

The most common model nationwide is for student-derived revenues (i.e., tuition and fees) to be
controlled and retained by individual higher education institutions, and approximately 42 states follow
this model. In these states, the legislature generally does not formally budget or appropriate student-
derived revenues in the budget setting process. In twelve states, however, student-derived revenues
must be appropriated by the state legislature (and in three of these states, student-derived revenues are
used to offset general fund appropriations). Most of the twelve states that appropriate student-derived
revenues through the legislature require the revenues to be deposited into separate state tuition
accounts. A number of states (including Nevada) actually use hybrid models, in which some student-
derived revenues are retained and another portion is appropriated through the state legislature, or in
which some types of institutions retain/control their own revenues and other types of institutions do
not.

Further research beyond the State Higher Education Executive Officers survey that informed the
previous paragraph found that Alabama, Arkansas, Minnesota, Pennsylvania, Tennessee, Florida,
California, Texas, South Carolina, and North Carolina subtract student-derived revenues from their
formula’s calculated need was also the practice in Nevada, as shown in Figure 1.3, which show of the 15
states that current use a funding formula, ten states subtracted at least a portion of student-derived
revenues from the formula’s calculated need.

Figure 1.3. State treatment of student-derived revenues.

@ - Dz not account

@ - Account

The dominant model of institutions retaining and controlling their student-derived revenues may be
attributed to the fact that tuition and fees have historically represented a very small percentage of
higher education budgets; however, this trend is changing (tuition revenues are going up, while state
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appropriations are going down). Many states are reviewing their policies as student-derived revenues
move toward becoming the majority of public institutions’ revenue streams. Additionally, some states
are now requiring performance-based measures to be met for schools to gain increased autonomy over
student-derived revenues.

2. Best practices in states’ treatment of student-derived revenues

The discussion that follows will evaluate practices in this area by judging their impact on six policy areas
that have important consequences for any system of higher education: efficiency, access, sufficiency,
quality, accountability, equity and alignment.

As mentioned above, the vast majority of states allow their institutions and campuses to keep and
control any student-derived revenues. This kind of arrangement could be described as “distributed,” in
which fees are managed where they are collected. By contrast, Nevada’s current budget policy (together
with that of a few other states) counts nonresident tuition and student fees “first” in the budgeting
process. An institution’s tuition and fees stay on campus, but — it is argued — have an impact on monies
available from the general fund because they are counted as part of the overall level of state support.
This kind of system can be described as “integrated,” in which fees at each campus are managed as part
of a single, state-supported budget.

These are not two clearly distinct systems, as we note in the discussion above there are mixed cases.
Furthermore, in many cases state boards or state legislatures set tuition and fee rates. As the discussion
below will suggest, the incentive structure associated with either a distributed or integrated system is
shaped in important ways by the level of tuition and fees, and also the degree to which institutions can
influence the process by which they are set. For example, rates may be set at such a low level that they
limit the incentive to increase enrollment in particular programs, or to compete for out-of-state
students.

While at first glance it may seem that a distributed system has many obvious benefits, and an integrated
system several drawbacks, evaluating the impact of each kind of arrangement is complicated, and the
balance of benefits will depend upon the broader set of policies and goals embodied in any particular
system of public support for higher education.

* Efficiency: The impact on efficiency of either approach is unclear. On the one hand, it may be
argued that under a distributed system an institution is meeting an important market test — the
institution has an incentive to grow its own source of revenues by graduating satisfied
customers at a competitive price. On the other hand, if an institution is, in its region of the state,
an effective monopolist, the only provider of a certain kind of education, it may grow revenues
without much improvement in quality or efficiency.

* Access: Under a distributed system, an institution has an incentive to lobby the relevant
authority for higher tuition and fee rates, which could have an impact on access. Furthermore, if
out-of-state tuition rates are high, and if there are out-of-state students available to pay them,
then there may be a crowding out effect felt by in-state students. In some cases public
institutions with international reputations have become largely privatized because of their
ability to draw in customers from outside state lines. This relieves the state of a financial
obligation, but unless substantial provision is made for financial aid this development may limit
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access for in-state residents unable to pay the high rates. On the other hand, having control over
revenues that do not automatically count against other sources of support could encourage an
institution to enroll more students to increase access.

¢ Sufficiency: Many suspect that a distributed system tends to make available more resources as a
whole to higher education. Individual institutions have an incentive to earn more revenues by
enrolling students, and the level of state funding, because it is treated separately, is subject to
greater transparency. It has been observed all across the country that declines in general fund
support are almost always offset by an increase in tuition and fees. Such declines are more
obvious where each source of funds is treated separately. However, the level of state general
fund support may be determined by factors having nothing to do with the amount of student-
derived revenues available, and how those revenues are treated may have no implications for
the level of general fund support.

* Quality: A distributed system that provides incentives to compete for new students should have
a beneficial effect on quality, but, as noted above, there may be a temptation to raise rates
rather than manage costs where students come from a more captive pool. Increased
recruitment of out-of-state students does have the effect of making the student body more
diverse, enhancing the educational environment. If, in fact, a distributed system has the effect
of mobilizing more revenues for higher education, that too could lead to quality improvements.

* Accountability: As states’ shares of higher education funding have declined, and tuition and fees
have increased, more accountability will be required for the ways in which these revenues are
spent. The practice in Nevada, where the fees in the self-supported budget are applied to
dedicated purposes, represents a good level of transparency. In principle, it is easy in a
distributed system for tuition and fees to be accounted for in a transparent way. The need for
accountability explains the practice in those states where tuition and fees are retained and
controlled by institutions, but are treated formally as part of the state budget and subject to
state appropriation before they can be disbursed.

* Equity: Students themselves are private beneficiaries of higher education, but the benefits of
their education also extend to society as a whole. The mix of student tuition/fees and state
support that sustains public higher education should reflect society’s judgment on the
appropriate balance between these two sources of funds. In a distributed system, careful
accounting is required to make that balance transparent, whereas the balance is more clear-cut
in an integrated system.

* Alignment: The case for a distributed system is strongest when it comes to aligning curricula and
programs with the economic structure of a regional economy. Each institution has good
information about local needs, and a distributed system is best able to provide an incentive
structure that rewards local initiatives and innovative programs that meet workforce needs.

If the goal is to incentivize alignment and entrepreneurship, then the best practice may be for higher
education institutions to retain control over their own student-derived revenues. Different institutions
have different missions, which results in different costs for the delivery of instruction and services. The
average cost may be higher at institutions that have a residential mission and/or a research college
mission and may be lower at institutions with a commuter population. Taxpayers should (and do)
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guestion why they should pay different prices for equivalent classes delivered at different institutions.
The students who choose to attend a higher average cost university should pay for the difference in
cost, and those tuition and fee revenues should go toward the price differential in the cost of delivery.

However, the implications identified for each policy area suggest that there is no simple answer to the
way tuition and fees should be treated.

3. Treatment of student-derived revenues in Nevada: current and proposed practices

Student-derived revenues under the current NSHE funding model

Student tuition and fees are revenue sources for Nevada higher education institutions that are collected
by each institution. The Nevada constitution does not allow residents to pay tuition; however, residents
are assessed a registration fee. The registration fee is a per-credit charge that is set at a different
amount for each institution by the Board of Regents. The fee is based on the recommendation of the
Tuition and Fee Committee (which is comprised of campus presidents and student representatives).
Every student is assessed the registration fee. In addition, nonresident students are assessed an out-of-
state tuition charge. These fees and tuition (together with a less significant source of revenue, termed
“miscellaneous student fees”) are what this report refers to as “student-derived revenues” in Nevada.

All nonresident tuition is budgeted as revenue in the NSHE state-supported operating budget. However,
only a portion of student registration fees is budgeted through the state-supported operating budget.
Historically, 60%-76% of student registration fees were budgeted in that way."* Although the NSHE
Board of Regents sets tuition and fee levels, the Legislature requests that student-derived revenues be
budgeted through the state-supported budget, in order for “the money committees, students, and the
public to more clearly understand how each institution intends to expend additional revenues.” *> The
decision of how much of the student registration fees are budgeted through the state-supported budget
is an important one since, as mentioned before, legislative budget policy towards the state supported
budget has been to account for student-derived tuition/fees first and then fill the balance with state
general funds, although student fees and nonresident tuition dollars remain on campuses.'® In other
words, the share of student-derived revenues that are in state-supported operating budgets is the “first
dollar counted” for each individual institution before general funds are appropriated.

The Board of Regents can also direct portions of any increase in student fees to the NSHE capital and
general improvement funds, which are part of an institution’s self-supported budget — meaning that this
portion of the fees is not budgeted via the state-supported budget. Over the years, this practice has
resulted in a declining percentage of total student fees being budgeted through the state-supported
budget. In 2005, the Legislature sent a letter of intent to NSHE requesting that this decline in the
percentage of student fees included in the state-supported budget be reversed, saying “decreasing
percentages of student fee allocations to the state-supported budget results in higher General Fund

 Fiscal Analysis Division, Nevada Legislative Counsel Bureau. Education. 2011 Appropriations Report.
http://www.leg.state.nv.us/Division/fiscal/Appropriation%20Reports/2011AppropriationsReport/2011Appropriati
onsReport.cfm.

> Morse Arberry, et al. Letter to Daniel Klaich, Chancellor, NSHE. Sept. 8, 2009. 2010-2011 Nevada System of
Higher Education Operation Budget. p. 14.

'® Fiscal Analysis Division, Nevada Legislative Counsel Bureau. Education. 2011 Appropriations Report.
http://www.leg.state.nv.us/Division/fiscal/Appropriation%20Reports/2011AppropriationsReport/2011Appropriati
onsReport.cfm. P. 148.
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operating appropriations than would otherwise occur. As a result, the money committees wish to
communicate that any future Regent-approved fee allocations to the state-supported budget that are
below current cumulative percentages may not be supported by the Legislature in corresponding
General Fund appropriations.”

Student-derived revenues under the NSHE-proposed alternative funding model

The NSHE alternative funding model proposes to remove all student-derived revenues from the state-
supported budget. As stated in their document quoted below, this would result in the higher education
funding formula being used to allocate general fund dollars only:

The proposed model allocates General Fund dollars only without the inclusion of student
tuition and fees. The funding model then provides that each institution will retain 100
percent of student registration fee and nonresident tuition revenues generated at that
institution. The level of student fee revenues generated by an institution does NOT
impact the amount of General Fund support generated by the new funding model.””

The separation of own-source revenues from the state supported budget, as proposed by NSHE, may be
desirable. However, careful consideration should be given to those additional steps necessary to ensure
that such a change leads to increases in access, quality, and efficiency. These might include conditions
that require increased student aid, new cost controls, and the adoption of new performance criteria
(which are, in any event, being contemplated by NSHE). Such a change would also have to be
accompanied by clear accountability.

Y Nevada System of Higher Education. A New Model for Funding Higher Education.
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lll. Alignment and Performance: Recommended Principles for
Higher Education Funding Reform in Nevada
To achieve economic renewal, innovation, and diversification in Nevada, NSHE’s new funding model

needs to: 1) drive NSHE institutions to align their activities around state goals, and 2) to significantly
improve their performance.

In light of the issues reviewed above, the following sections outlines some key strategies for embedding
alignment and performance in Nevada’s new funding model, and recommends institutional

arrangements necessary to support these strategies.

A. Alignment

Alignment of Nevada’s higher education with the state’s economic goals will
help grow those sectors targeted for economic development and
diversification, and will foster the innovation systems needed by small and
medium enterprises.

Alignment

1. Higher education funding should support and reward institutions that graduate students with
the mid-level skills essential for growing Nevada’s new target industry sectors.

The sectors identified in Unify|Regionalize | Diversify represent opportunities for Nevada to shift towards
more skill-intensive and technology-intensive economic activities. That shift will begin with the growth
of businesses that require mid-level skills — i.e., certificates, two-year, and four-year degrees. For
example, the report notes that disaggregation of work into discrete tasks in the health and medical
services field (one of the seven broad sectors targeted in the report) has created opportunities for
middle skill, middle-income jobs. Nevada’s colleges (CSN, WNC, GBC, TMCC) and Nevada State College
are likely to provide the overwhelming number of graduates in these areas.

Therefore, a central feature of a new higher education funding model should be to provide the
incentives and the support necessary for Nevada’s access institutions to admit and train a relatively
poorly prepared student pool for a clearly defined set of workforce opportunities characterized by mid-
level skills.

This will require adequate funds and deep engagement with the local economy. Here we see that the
institutional framework is as important as the funding model. To align workforce needs with curricula
requires regionally specific analysis at a high level of granularity. The first requirement is an estimate of
the existing qualifications, skills, and abilities of each region’s workforce based on current employment
patterns. Then the skills associated with key occupations in targeted industry clusters must be
estimated. Together, these two pieces can be used to perform a gap analysis, allowing workforce
boards, higher education, and other stakeholders to identify the programs needed to develop the
qualifications, skills, and abilities that may be in short supply. The higher education funding formula
should then reward institutions for the graduation of students that fill these gaps in the workforce.
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2. Institutional autonomy and alignment to workforce needs should be encouraged through
three mechanisms: 1) establishing a separate governance structure and funding channels for
community colleges; 2) retaining fees and out-of-state tuition by individual institutions; and 3)
establishing differential fees for high-demand programs.

The current governance structure for community colleges in Nevada is poorly adapted to achieve local
and regional workforce alignment of the kind described above. We recommend that community colleges
in Nevada, as in most other states, become part of a separate governance structure — one perhaps still
subject to the overall control of the Board of Regents. This structure should allow for the creation of
local boards to direct and support each institution, a key mechanism for achieving local alignment.
Furthermore, if appropriate legislation can be designed, we recommend that local revenues be
mobilized in support of each community college. These could be revenues raised through county
government, based on a menu of possible mechanisms (e.g., property tax, vehicle registration fees,
transfer taxes, etc.) and subject to local voter approval. (We note, however, that any additional
revenues to community colleges via such mechanisms should not count against their share of general
fund revenues.)

As additional support for institutional alignment with workforce needs, we recommend two additional
practices: the retention of fees and out-of-state tuition by higher education institutions, and the
autonomy to set differential fees for programs in demand (note that the principle of differential fees has
already been accepted by NSHE). For example, some classes in high-demand allied health fields cannot
be offered frequently enough because of the high costs of running such courses. More generally, this
kind of institutional autonomy will foster an entrepreneurial approach to the development of new
curricula and new courses (an entrepreneurial attitude that would be magnified by altering the
governance structure for the community colleges, as discussed above).

3. Higher education funding should reward institutions for graduating more students with
degrees in higher-demand fields (e.g., STEM, allied health, etc.).

The workforce and economic development goals of the State of Nevada should be more generally
supported in the higher education funding formula by giving all institutions added credit for students
who graduate in STEM and other key fields. NSHE’s alternative funding proposal supports credit hours in
many STEM fields at a higher level due to the cost of operating these programs. But institutions should
also be rewarded because of the desirability of STEM graduates. Additional weight for STEM and allied
health graduates (above and beyond the costs associated with their education) would create incentives
for the production of degrees in demand.

4, The state’s higher education funding formula should be focused wholly on instruction, with
research activities funded through the newly-created Knowledge Fund.

After careful consideration, we recommend that general fund support for NSHE though the higher
education funding formula should be focused wholly on instruction. There is an appropriate and critical
role for state support of research aligned around economic development goals, but that support should
be provided through a separate, parallel mechanism. The state’s newly-established Knowledge Fund
offers such a mechanism:

Money in the Knowledge Fund may be used by the universities and the Desert Research Institute
to provide funding for: (1) the recruitment, hiring and retention of faculty and teams to conduct
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research in science and technology; (2) research laboratories and related equipment; (3) the
construction of research clinics, institutes and facilities and related buildings; and (4) matching
funds for federal and private grants that further economic development. In addition, money in
the Knowledge Fund will be used to establish a technology outreach program at strategic
locations throughout Nevada. Further, the bill authorizes the University of Nevada, Las Vegas,
the University of Nevada, Reno and the Desert Research Institute to enter into agreements for
the allocation of commercialization revenue generated from programs receiving money from the
Knowledge Fund. (Assembly Bill 449, Chapter 507, Statutes of Nevada 2011).

The aims of the Knowledge Fund should be more specifically aligned around the economic development
goals of the state. Research excellence at UNR and UNLV is part of their mission, but, like other states,
the State of Nevada is not in a financial position to treat all research initiatives equally. Faculty should be
recruited, labs and centers constructed, and research grants matched in areas that directly map onto
the economic development targets and sectors in the state’s economic development plan.

The Unify|Regionalize | Diversify report notes, in particular, three important channels for supporting
research at NSHE institutions: support for university-industry collaboration, recruitment of star faculty,
and matches for competitive public and private grants (p. 110-113). We see industry-university
collaboration as most valuable because of the likelihood of the near-term payoffs to business: increased
innovation, new investment, and jobs. Such proposals should be heavily weighted when awarding
money. The other two approaches should be less heavily weighted as having a more long-term payoff.

The Knowledge Fund is not yet funded, although we understand that it is a high priority for the state’s
leadership. Looking for revenue from the state’s general fund will be a challenge. Furthermore, in order
to ensure the longevity of the fund, a separate, dedicated funding source ideally should be identified.
Although it is beyond the scope of this study, we note here one possible solution that represents an
appropriate match between revenue source and spending purpose: the Knowledge Fund could be
funded through a state severance tax, set at a very low level. The tax would be dedicated to the
Knowledge Fund alone, not to the general fund. The majority of the funds raised would be used to fund
research subject to the criteria identified above. A small part of the funds raised could provide
additional support to two institutions of direct importance to state’s natural resource industries (see
further specifics below about these two institutions).

5. Institutions of special importance because of their role in a region or area of research should
be granted a baseline level of institutional support.

The Desert Research Institute (DRI) is part of the existing funding formula, but not part of the alternative
proposed formula.'® This may be a cause for concern in the future. Yet, many of DRI’s activities are easily
aligned with the state’s economic development assets, especially in the area of natural resources. While
we would expect DRI to compete for funds from the Knowledge Fund alongside UNR and UNLV, we
recommend in addition that it be granted a baseline level of general institutional support.

One other source of support for DRI could be tuition. In one or two areas — e.g., atmospheric sciences,
hydrological sciences — DRI provides distinguished faculty to teach classes at UNR. These classes attract
out-of-state students. This arrangement is based on a year-to-year memorandum of understanding

¥ DRI may be included in the performance pool in the future.

67



STATES' METHODS OF FUNDING HIGHER EDUCATION
REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION

between the two institutions. One improvement that would help establish DRI’s revenues on a more
reliable basis would be for it to share in the out-of-state tuition generated by the classes its faculty
members teach at UNR.

Great Basin Community College (GBCC) also delivers workforce services of direct benefit to the natural
resource sector. Because of its extremely large service area, it is impossible for GBCC to deliver its
services as cost-effectively as other institutions. The state should also provide GBCC with a baseline level
of general institutional support in light of these special circumstances and its specialized mission.

B. Performance

Nevada expects a relentless overall increase in the production of well-
prepared college graduates from its institutions of higher education, with
the goal of long-term improvement in educational attainment level of the
population.

Performance

1. The state’s higher education funding formula should continue to provide significant support
for remedial courses and counseling, as remedial services are critical for the success of
Nevada’s higher education student population.

Successful remedial education will be critical for the future of Nevada’s higher education and economic
goals, given the characteristics of the state’s student population (as described above). The failures of
remedial education across the country, as well as in Nevada, are widely recognized.' The recent report
Fresh Look at Nevada’s Community Colleges Task Force (August 2011) has recommended that remedial
education be revamped in Nevada, proposing that funds for remediation at community colleges be
directed away from remedial classes and towards other, wrap-around services (counseling, etc.) needed
to help these population groups succeed. It proposes that adult learners find private providers for
remedial courses. It also notes that the K-12 system represents part of the solution by more effectively
discharging its responsibility to graduate prepared students. But improvements in this area will take a
long time, and elimination of critical remedial services would likely have significant negative impacts in
the short-term that would impede the state’s progress toward its economic goals.

For this reason, we have significant reservations with the idea that community colleges should no longer
offer remedial classes. Intensive student services are needed, and students that can take classes for
credit with appropriate assistance should be directed away from remedial offerings. But success in this
area is so critical that the higher education funding model should give extra weight to the need for both
remedial classes and hands-on counseling. There is uncertainty at present over best practices in
remedial education — NSHE is working diligently on improvement in this area — but we can be sure that it
will be relatively resource intensive.?

¥ http://www.completecollege.org/docs/CCA-Remediation-final.pdf

20 Faculty from NSHE institutions have been working with leadership provided by Complete College America,
Education Commission of the States, and the Western Interstate Commission on Higher Education to redesign
remedial course content, instructional design, and placement methods.
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2. Nevada’s higher education institutions need to establish seamless articulation agreements
and clear practices on transfer credits, to help increase graduation rates.

It is important to ensure that students who transfer between institutions within the State of Nevada, or
who bring credits with them from out of state, are able to easily apply these credits to their degree. In
addition, in the future, enrolled students who choose to take high-quality online courses consistent with
their degree requirements should also be able to easily apply them to their degrees. Credits however
acquired should not be wasted, and administrative practices and possibly other incentives encouraging
the transfer and acceptance of credits can help increase graduation rates. Articulation agreements and
other practices are the mechanisms that allow true institutional differentiation to function properly.*

3. Nevada’s funding formula should encourage differentiation across the state’s higher
education institutions.

The main way to increase Nevada’s graduation rates and educational attainment levels is to incorporate
incentives into the higher education funding formula that reward institutions for graduating more
students in less time. Here Nevada’s leadership should emphasize different paths for different
institutions. UNR and UNLV continue to identify themselves as access institutions. We recommend
instead that these institutions should become more selective over time, focusing on specialized
undergraduate offerings outside the common core of classes at the lower level, blending these students
with transfers from elsewhere at the upper division level. The base formula should reward UNR and
UNLV for focusing on upper division preparation for four-year degrees, graduate degrees, and research.
In this spirit, the 10% for research added to the formula for UNR and UNLV should be added, instead, to
the formula weights for higher-level classes.

Some may argue that transfer students at present are not prepared to the same level as students who
enter as freshman. The solution lies with the access institutions themselves. For example, students on a
path at a two-year college towards transfer to a four-year degree could take honors classes specifically
designed for an academic track. In addition, we recommend that the two-year institutions and NSC be
rewarded for offering remedial classes and wrap-around services to students that require extra support,
specializing in service to this critical population group.

4. Performance-based incentives included in the funding formula should emphasize progress
metrics and graduation rates for all types of institutions, and should consider NSC as a
separate type of institution from the state’s other two-year and four-year schools.

For all levels and types of institutions, there should also be appropriate performance incentives written
into the funding formula. The proposed alternative includes rewards for total number of graduates
produced, and rewards for progress. We believe that significant attention needs to be paid to progress
metrics for all types of institutions and to the graduation rate (i.e., time to degree). While a simple
metric such as graduates per FTE captures this aspect of performance, we also recommend that the six
year graduation rate, as measured by IPEDs, subject to the amendments recommended by Complete
College America, should be carefully considered, being the actual outcome policy makers care about.

it may be argued that the imperative for seamless articulation across institutions is at odds with the
recommendation for a separate governance structure for two-year/community colleges. But it is by no means clear
that is harder to negotiate and implement MOUs and shared practices across institutions just because they belong
to different but not fundamentally dissimilar systems of governance.
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5. NSHE should monitor quality of higher education using an independent, valid assessment tool
that can track skills across time and across groups of students.

One other element of performance discussed above needs to be reiterated and, eventually, included in
the performance pool. Since producing more graduates more quickly could potentially impact quality,
NSHE must make an immediate commitment to tracking quality. Independent assessment of learning
outcomes is an important and accepted form of quality control for higher education. This should be
accomplished through the use of an independent, valid measure of skills across time and across groups
of students. As noted above, we believe that the Collegiate Learning Assessment is a useful tool for this
kind of assessment, but several comparable measures exist, NSHE should identify an appropriate
measure and begin data collection immediately.
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IV. Recommended Higher Education Funding Model for Nevada

The vision embodied in the funding principles and approach outlined above is utilitarian. It should be,
given the goals and constraints faced by the State of Nevada. It is aimed at achieving the goals of
increased alignment and improved performance in the state’s higher education system. These goals will
be achieved through both financial incentives and institutional changes. The principal elements of the
recommended funding approach are summarized in Table 1.3 below.

Table 1.3. Recommended elements of a new higher education funding model for Nevada.

Alignment * Access institutions should produce graduates with mid-level skills in
targeted sectors.

* Two-year colleges should be granted significant autonomy, local
control, and retain own-source revenues

* All NSHE institutions should retain their own fees and tuition, and have
the autonomy to charge differential tuition for high cost and/or high
demand fields.

* All NSHE institutions should be rewarded for producing STEM and
allied health graduates.

* Research support should be aligned around targeted sectors and
innovation.

* Research should be funded from a separate, dedicated source.

* Specialized institutions with specific missions should receive baseline
financial support.

Performance * Remedial success should receive significant financial support.
* Articulation should be seamless across institutions.
¢ Differentiation among institutions should be accepted and encouraged.
* Institutions should be rewarded for producing more graduates in less
time.
* Independent measures of quality should be adopted.

The components of the performance pool and metrics necessary to realize this approach are reported in
Table 1.4 below, weighted and organized into three separate institutional categories.
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Table 1.4. Recommended performance metrics for a new higher education funding model for Nevada.

UNR and UNLV

*  Metric for the production of Bachelor’s, Master’s and Doctoral degrees (medium weight)zz.

*  Metric for the production of graduates in STEM and allied health fields (additional medium weight).

*  Metric that captures improvement in graduation rates (heavy weight), for example year-to-year
improvement in 6-year graduation rate as defined by IPEDS, as amended by CCA.

*  Metric that captures student progress (light weight). For example year-to-year improvement in the
completion ratio, defined as the ratio of degrees granted to full-time enrolled undergraduates.

* Metric that captures at risk student progress (light weight). For example Total unduplicated number of
minority or Pell grant eligible students who graduated during an academic year with a bachelor's degree.

*  Metric for the production of Associate’s and Bachelor’s degrees (medium weight).B

*  Metric for the production of graduates in STEM and allied health fields (additional medium weight).

*  Metric for the production of Associate’s and Bachelor’s degrees in targeted workforce development sectors
(additional medium weight, but no double counting of STEM and allied health graduates).

*  Metric that captures improvement in graduation rates for Associate’s and Bachelor’s degrees (heavy
weight), for example year-to-year improvement in 3- and 6-year graduation rates as defined by IPEDS.

*  Metric that captures at-risk student progression (medium weight). For example, total number of Pell-
eligible freshman that achieve 30 cumulative college-level credit hours in the reporting year.

*  Metric that captures progress of remedial students (medium weight).24

2-Year Colleges

*  Metric for the production of Associate’s degrees (medium weight).25

*  Metric for the production of Certificates (light weight).

*  Metric for the production of transfer students with 24 student credit hours (medium weight).26

*  Metric for the production of Associate’s degrees in STEM and allied health fields (additional medium
weight).

*  Metric for the production of Certificates and Associate’s degrees in targeted workforce development
sectors (additional medium weight, but no double counting of STEM and allied health graduates).

*  Metric that captures improvement in graduation rates for Associate’s degrees (heavy weight), for example
year-to-year improvement in 3-year graduation rates as defined by IPEDS.

*  Metric that captures at-risk student progression (medium weight). For example, total number of Pell-
eligible freshman that achieve 30 cumulative college-level credit hours in the reporting year.

*  Metric that captures progress of remedial students (medium weight).27

The implementation and scale of a performance pool is certain to be sensitive. It should be
implemented in stages, perhaps over a five-year period. Institutions cannot be held harmless; the
purpose of a performance pool is to expose them to penalties in the event of performance
shortcomings. However, extra resources may be made temporarily available if the negative impact on an

2 As defined in the NSHE alternative proposed model, although an alternative approach could measure annual
percentage growth in degrees granted.

> As defined in the NSHE alternative proposed model, although an alternative approach could measure annual
percentage growth in degrees granted.

** As defined in the NSHE alternative proposed model.

> As defined in the NSHE alternative proposed model, although an alternative approach could measure annual
percentage growth in degrees granted.

%% As defined in the NSHE alternative proposed model.

" As defined in the NSHE alternative proposed model, at-risk students defined by Pell eligibility.
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institution’s budget exceeds some pre-determined threshold. The surest path to smooth
implementation is the engagement of all institutions in developing the details of the plan.

The scale of the performance pool is the most sensitive question of all. As reported in Part 2 of this
report, many states have very limited performance pools, while Tennessee has turned 100% of its state
formula support into a performance pool. The key question is the threshold above which the rewards
available will actually alter institutional behavior. Many recently adopted performance pools aim at a
target level of 25% of state funds tied to performance-based criteria.

The issue of equity among NSHE institutions requires a final comment. The perception of equitable
treatment — by geography or across institutional type — is important if the funding model adopted is to
have wide stakeholder and popular support, which is indispensible for long-term success. One
straightforward path to credibility is to make the policy goals pursued very transparent, and to make
clear the tight connections that exist between the goals and the funding mechanisms. That is an
important purpose of the framework and principles recommended above.
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l. Introduction

States’ determinations of funding levels for higher education vary from state to state, and in some cases
within states in several major ways:

Formula versus Non-Formula Funding Methods: According to SRI’s research, seventeen states
currently use a formula to calculate funding levels for higher education institutions. Nineteen states
use non-formula-based funding methods, while an additional fourteen states have hybrid models
(typically using formulas to fund two-year institutions and non-formula methods for four-year
institutions or using a “base plus” approach where the plus is calculated by a formula). Generally, as
we show below, both formula- and non-formula funding tends to be driven by student enrollment —
formally in the case of formulas and informally in non-formula funding. Recently, higher education
funding formulas have not been fully funded in many states, and so state appropriations are only a
fraction of what the funding formula recommends. States that do not use formula-based methods
tend to fund based on legislative priorities/policies or based on a “base plus” method.

Performance-Based Funding Methods: SRI research indicates that thirteen states currently use
performance-based funding methods (and more than five states have definite plans to implement
performance funding, while at least fourteen others are considering doing so). Use of performance
criteria tends to be most common in formula-based states, although a couple of non-formula states
also apply performance criteria. The most typical performance metrics incentivize completion by
measuring degrees or certificates awarded, but many other metrics can potentially be used to
measure outcomes, progress, and other policy and economic development goals. Performance-based
funding mechanisms have been used by states at least three decades, with mixed results, and a
number of states have cut their programs due to lack of alignment with state politics, complexity,
lack of available data, or lack of funding. Some key determinants of success for performance-based
funding are the size of the performance pool (i.e., are performance-based funds a large enough share
of institutional funding to incentivize behavior?) and also whether performance funding is allocated
as “bonus” funding or whether it is tied to baseline institutional support.

Use of Student-Derived Revenues: The most common model is for student-derived revenues (i.e.,
tuition and fees) to be controlled and retained by individual higher education institutions, and just
over 40 states follow this model. In twelve states, however, student-derived revenues must be
appropriated by the state legislature (and in three of these states, student-derived revenues are used
to offset general fund appropriations). The dominant model of institutions retaining and controlling
their student-derived revenues may be attributed to the fact that tuition and fees have historically
represented a very small percentage of higher education budgets; however, this trend is changing
(tuition revenues are going up, while state appropriations are going down). Many states are
reviewing their policies as student-derived revenues move toward becoming the majority of public
institutions’ revenue streams. Additionally, some states are now requiring performance-based
measures to be met for schools to gain increased autonomy over student-derived revenues.

Detailed analysis and data about states’ approaches for each of these funding methodologies are
presented throughout the rest of Part 2 (and additional state-specific details are provided in Appendices
A, B, and C).

77



78



STATES' METHODS OF FUNDING HIGHER EDUCATION
REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION

=

Il. States That Use a Formula for Higher Education Funding

A. List of states that use higher education funding formulas

As shown in Table 2.1, seventeen states determine currently or very recently funding through a formula,
while an additional fourteen states use a hybrid model, in which a formula is applied only for certain
types of institutions or parts of the allocation (such as the “plus” in “base plus”). In the states with a
hybrid model, the formula is typically applied for two-year institutions, but not for four-year institutions.
Five states — Arizona, Nevada, Florida, Massachusetts, and New York — have used funding formulas in
the past, but have not employed the formulas for some or all institutions during fiscal downturns.

Table 2.1. States that use or have used formulas to fund their higher education systems.

States that use a hybrid system — formula is used
only for the specified type of institutions

States currently using formulas

Alabama Ohio California (for CSU, CCC only)
Arkansas Oregon Florida (for 2-year institutions only)
Connecticut Pennsylvania Hawai’i (for 2-year institutions only)
Georgia South Carolina llinois (for 2-year institutions only)
Louisiana Tennessee Kansas (for 2-year institutions only)
Minnesota Texas Maryland (for Regional Higher Education Centers’® only)
Mississippi Virginia Montana (for 2-year institutions only)
New Jersey (for 2-year institutions only)
New Mexico (for new funding only)
New York (for 2-year institutions only)
South Dakota (for federally-funded technical schools only)

State that have recently used formulas, but are not currently employed.

Arizona

Florida (formula dropped for 4-year institutions only)
Massachusetts

Nevada

New York (formula dropped for 4-year institutions only)
Idaho

Indiana

North Carolina

8 Regional higher education centers were established by law in 2000 to provide another option for high school
graduates seeking further education. These centers provide access to affordable higher education in areas of the
State which have few institutions of higher learning. They also provide courses and programs needed by business
and industry in the area served.

79



STATES' METHODS OF FUNDING HIGHER EDUCATION
REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION

B. Typical components of state higher education funding formulas

The complexity of funding formulas varies widely from state to state. Virginia, for example, has a very
complex set of formulas for each different type of institution, while Arizona used a simple formula based
solely on full-time equivalent (FTE) students. Every state that uses a formula also utilizes non-formula
appropriations to fund everything from operations and maintenance to special programs to entire
schools.

State funding formulas typically consist of a subset of the following list of ten budgetary functional
areas:

Instruction
Remedial Instruction
0O&M/Physical Plant
Academic Support
Library Support
Student Services
Institutional Support
Public Service

. Research

10. Scholarships

©oONOU A WN R

There are slight variations in how each state specifically defines each function, but this list reflects the
most commonly used general definitions. Most state formulas only contain a fraction of the list, as
shown in Tables 2.2-2.12. Almost every state with a formula has an instruction component and most
have a plant and maintenance category. The following sections provide additional details about the
typical methods used by states for calculating funding levels within each of the ten functional areas.
Note that a detailed explanation and narrative for most of the individual states that use funding
formulas is provided in Appendix A and narratives for states that have hybrid funding models are
provided in Appendix C.

1. Instruction

The formula for instructional support aims to fund activities associated with an institution’s instructional
program. Every state but New York with a formula funds instructional activities though the formula, and
the instructional support formula accounts for the vast majority of the calculated funding levels. No two
states use the same formula, and some states use multiple formulas based on different institutional
missions. However, two main types of instructional formulas are typically used, as illustrated in Table
2.2. Each type of formula is explained in greater detail below.

* Method 1: The first type of instructional formula is based on a conversion from FTE enrollment
to FTE faculty multiplied by a salary rate.

* Method 2: The second type of instructional formula is based on student credit hours that are
then multiplied by a cost and program level weight and a rate or an inclusive cost matrix. This
type of formula is also used as a performance-based funding mechanism where, instead of
enrolled student credit hours, completed student credit hours are used.
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Table 2.2. States that include an instructional support component in their funding formula.

Type of Institution

Formula currently employed,

or will definitely be
implemented

Formula Driver

Senior Institutions Yes credit hours
Alabama Community colleges Yes FTE enrollment
Technical colleges Yes FTE enrollment
Arizona Senior institutions No credit hours
Universities Yes credit hours
Arkansas
Community Colleges Yes credit hours
California CalState Yes credit hours
Florida Community colleges Yes enrollment
Georgia 4-year Institutions Yes credit hours
Idaho 2- and 4-year Institutions Yes enrollment
lllinois Community colleges Yes credit hours
enrollment and
Indiana 2- and 4-year Institutions Yes successfully completed
credit hours
Kansas Community colleges Yes enrollment
Louisiana 2- and 4-year Institutions Yes completed credit hours
Maryland Regional Higher Education Yes enrollment
Centers
Massachusetts 2- and 4-year institutions No enrollment
Minnesota 2- and 4-year institutions Yes enrollment
Mississippi Senior institutions Yes credit hours
Montana Community colleges Yes enrollment
New Jersey Community colleges Yes credit hours
New Mexico 2- and 4-year institutions Yes credit hours, degrees
produced
. Senior institutions Yes credit hours
North Carolina -
Community colleges Yes enrollment
University main campuses Yes completed courses
Ohio University regional campuses | Yes completed courses
Community and technical
Yes enrollment
colleges
Oregon Senior institutions Yes enrollment
Pennsylvania Senior institutions Yes enrollment
South Carolina Senior institutions Yes Student credit hours
South Dakota eI AL el Rl Yes enrollment
schools
Tennessee 2 and 4-year Institutions Yes output metrics
General academic institutions | Yes credit hours
Texas Health-related institutions Yes credit hours
Community colleges Yes contact hours
Vocational & technical schools | Yes contact hours
Virginia 2- and 4-year institutions Yes enrollment
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Instructional Formula Method 1: Enrolled credit hours - FTE students = Faculty positions

Nevada under its most current formula and Virginia are examples of states that transform student
enrollment hours into full-time equivalent (FTE) faculty positions through the use of “FTE student
enrollments to faculty” ratios.

* In Arizona, an FTE student is defined as 15 credit hours for lower division classes, 12 credit hours
for upper division classes, and 10 credit hours for graduate classes.

* In Virginia, the formula defines an FTE as all of the students in full-time standing (taking 12 or
more credit hours) plus one-third of the part-time students.”

* In 1999, the Nevada Legislature Committee to Study the Funding of Higher Education
recommended a change from the previous definition of a FTE (which was defined at 30 student
credit hours per year for undergraduate students and 16 credit hours per year for graduate
students). The recommendation was to differentiate the graduate student hours into a doctoral
level student FTE equaling 18 student credit hours and a master’s level student FTE equaling 24
student credit hours. The Nevada colleges were directed to use 30 student credit hours as the
definition of an FTE for both lower and upper division credit hours.

Once FTE students are calculated, these schools then use a ratio to calculate the number of faculty
positions. The transformation was simple in Arizona, which funds one faculty position for every 22 FTE
students. It is more complicated in Virginia and Nevada, which have different FTE student to faculty
position ratios for different disciplines and division levels, creating a two-dimensional matrix. Nevada’s
ratios are listed in Table 2.3. The Virginia ratio matrix lists out specific disciplines instead of using
categories such as “low cost” and “high cost” like Nevada.

Table 2.3. Student faculty ratios in Nevada.”

Student Faculty Ratios for the Universities

Type of Program Lower Division Upper Division Masters Doctoral
Clinical 8 8 8 8
High Cost 18 13 10 8
Medium Cost 21 16 13 8
Low Cost 26 22 16 8

Student Faculty Ratios for Nevada State College

Type of Program Lower Division Upper Division Masters
Clinical 8 8 8
High Cost 18 15 12
Medium Cost 21 18 15
Low Cost 26 24 18

Student Faculty Ratios for Remaining Nevada Colleges
Type of Program TMCC & CCSN WNCC GBC Lower GBC Upper
Division Division
High Cost 14 12 12 12
Medium Cost 21 21 21 16
Low Cost 26 26 23 22

%% State Council of Higher Education For Virginia. Condition of Higher Education Funding in Virginia. May 2003. P. 9
** Nevada Committee to Study the Funding of Higher Education. Bulletin 01-4. 1999. P. 41.
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Once FTEs are calculated, the faculty positions are funded at a set amount depending on the state and
may cover only salaries or the sum of salaries, employee-related expenses, and operations. Virginia’s
funding rate is based on the average faculty salary. Alabama’s rate is based on the regional general
studies average salary for doctoral and regional institutions, as estimated by the National Association of
State Universities and Land-Grant Colleges.* Nevada funds each faculty position based on an academic
salary schedule. In addition, some state formulas add funding for an additional support position with a
specific number of faculty positions funded by enrollment increases. For example, Nevada adds the cost
of a support position with every five additional faculty members, and Arizona’s formula adds funding for
0.75 support positions with each additional faculty member.

Instructional Formula Method 2: Student credit hours X cost matrix

Other state formulas — including those used in Texas and in the NSHE proposed funding formula —
determine support levels for instruction through the use of student credit hours multiplied by a cost
matrix. Most states that employ this type of instructional formula use enrolled student credit hours to
make the calculation. However, Tennessee and Ohio use successfully completed student credit hours,
while Louisiana and the NSHE proposed alternative formula use all completed credit hours (including
credit hours completed with a grade of F).

The formulation of a cost matrix differs from state to state. Texas’s program and level weights are
determined according to an aggregation of actual costs, based on institutions’ annual financial reports.
The 2011 program level and weights are listed in Appendix D. This weighted matrix is multiplied by a
single rate, which is set by the legislature and is based on available funding. The result is a cost-informed
matrix. In Nevada, the NSHE proposed funding formula also uses a cost-informed weighting matrix that
is multiplied by a rate based on current state funding; however, the weights are a synthesis of other
state’s cost matrices. This matrix is also reprinted in Appendix D. Ohio does not build its funding matrix
based on available funding, but rather uses a cost matrix based on the previous year’s actual costs as a
function of subject codes and course level.

Embedding incentives in instructional formulas

Historically, the goals of public higher education institutions have centered on access, interpreted as
enrolling as many students as practicable in higher education. It could be said, therefore, that funding
formulas based on enrollment (also known as enrolled student credit hours) such as those described
above, are the best practice to achieve access and enrollment policy goals. However, if the policy goals
include higher graduation rates — and such a goal is now being widely considered by states — then
funding mainly based on enrollment-driven formulas is not a best practice. The low completion rates
that plague states may be associated with instructional funding formulas based solely on enrollment.
Formulas based on course completions have been adopted by a few states, but only recently, so the
impact of this practice is not yet discernible. However, we may imagine, in principle, that where
completion is defined as only those classes completed with a letter grade of D- or above, then this
would be a better practice than mere enroliment levels from the point of view of encouraging higher
graduation rates.

However, instructional formulas are also driven by other policy decisions. Faculty-based instructional
formulas depend on the salary multiplier used. Some states, such as Alabama, use the average salary at

*! Alabama uses faculty productive hours to transform enrolled credit hours to faculty positions.
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peer institutions. This is a best practice if the policy goal is to maintain state-to-state peer-equity in the
funding of higher education funding, and if the student-to-faculty ratios are comparable with peer
states.

Program-level and cost matrices can be a best practice to fund according to the actual cost of courses.
However, care must be taken in how courses are classified and how cost figures are calculated. Nevada’s
current formula uses a relatively simple low/medium/high cost funding matrix. Other states, such as
Oregon, use a similar funding level matrix, but the matrix is more granular at a discipline level and also
reflects policy goals through targeted program funding. The NSHE proposed alternative formula uses a
complex matrix that is cost-informed and gives additional weight to upper and graduate classes for
research.

Cost matrices must be used with care. Actual cost matrices are resource-intensive to produce, and are
also state- and institution-dependent. For example, Ohio and Texas collect cost information from
departments every year and then divide by student credit hours. Though it seems intuitive to fund in
this way, costs change frequently and will change more frequently in the future as online delivery of
courses becomes mainstream. A cost matrix developed this year may be out of date next year. In
addition, a purely cost-based approach does not incentivize alignment with state goals. Also, we note
that once funds are allocated or budgeted for an institution, the institutions generally have autonomy
over those funds. Therefore, funds allocated toward the “cost” of science classes may not actually be
used for funding the science classes.

Best practice instructional funding at institutions of higher education may require a move away from
purely cost-based matrices and towards a funding matrix in which weights reflect some mix of cost and
policy goals, in order to incentivize the funding of specific disciplines that align with state goals. The
important questions to be resolved are the specific character of state policy goals, and how they should
be translated into instructional weights. For example, it may be that STEM fields should enjoy a
premium when compared to cost benchmarks.

2. Remedial Instruction

Some states’ formulas provide for increased funding for remedial instruction. Alabama, for example,
weights remedial student credit hours at 115% of standard credit hours when calculating the
instructional support funding formula. Other states (as listed in Table 2.4) fund remedial education
explicitly and separately from instructional support. lllinois has a community college-specific funding
formula that determines remedial education funding levels based on student enroliment multiplied by
the previous year’s cost per instructional unit. Generally, enrollment is the primary driver for remedial
instruction for two states that explicitly include this category in their formula (Florida and North Carolina
community colleges), while completed credit hours are the driver for the other two states (lllinois and
Tennessee). Nevada’s current formula does not specifically fund remedial instruction differently, except
that the Legislature does not pay for remedial education to be taught at the universities. In the
alternative model proposal, remedial student credit hours are grouped with the lower division student
credit hours for the coIIeges.32 However, the CIP code 32 is mapped to the Basic Skills Cluster, which has

3 Redding, Vic. Personal Communication. May 11, 2012.
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an increased weight of 1.5 for lower division classes. The two digit CIP code 32 does include basic skills
and developmental/remedial education.*®

Table 2.4. States that include remedial instruction explicitly in their funding formula.

Formula currently

. in use, or will Remedial Instruction
Type of Institution . . .

definitely be Formula Driver
implemented

Florida Community colleges No enrollment

lllinois Community colleges No credit hours

North Carolina Community colleges Yes enrollment

Tennessee Community colleges Yes successfully completed credit hours

3. Operation and Maintenance of Physical Plant

This category includes all expenditures of current operating funds for the operation and maintenance
(O&M) of physical plant. It includes expenditures for physical plant administration, utilities, building
maintenance, custodial services, landscape and grounds maintenance, and repairs and renovations.
Most formula states only include this category for their senior institutions and technical colleges (see
Table 2.5), because most community colleges are supported by local revenues. Most formulas are based
calculated square feet needed based on enrollment, though some are based either actual square feet.
Nevada’s current formula is solely dependent on actual square-footage with weighting due to age of the
building. Virginia bases its funding levels on a percentage of instructional budgets; therefore its
O&M/physical plant funding levels are a function of student enrollment. Texas has a complex space
prediction model that is based on full-time-student equivalents with consideration for degree level. In
addition, Texas has separate formulas that respectively fund research space, libraries, and office space.
Some states include utilities in their O&M/physical plant funding, but recent increases in utility prices
have resulted in several states (like Texas) adding additional supplements to the funding levels. The
NSHE proposed formula does not include O&M/physical plant as a separate funding category except for
research space. The proposed formula includes the cost of operations and maintenance in the
instructional cost-informed matrix driven by completed student credit hours. Research facilities at the
universities that provide no direct support for student instruction are supported with a separate per
square feet formula. UNR’s 450,000 square feet of research space is funded at $7.96 per square foot,
and UNLV’s 274,499 square feet of research space is funded at $11.73 per square foot.>*

Funding O&M/ physical plant on the basis of simple square feet measures favors institutions with many
buildings with no regards to building usage, while formulas based on enrollment (such as Virginia and
Texas) result in O&M/physical plant funding being tied to the number of students served. Though it
seems unlikely that an institution would regard constructing a new building as an easy method to
increase its state allocation, funding based on simple square feet does reward institutions with more
buildings regardless of the number of students they serve. On the other hand, if the upkeep of buildings
with no educational use is not paid for by the state, this may incentivize wise management, in which

> The Integrated Postsecondary Education Data System. Detail for CIP Code 32: Title: BASIC SKILLS AND
DEVELOPMENTAL/REMEDIAL EDUCATION. CIP 2010.
http://nces.ed.gov/ipeds/cipcode/cipdetail.aspx?y=55&cipid=88951

3 Eardley, Larry. Personal Communication. August 3, 2012.
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institutions sell or rent out their extra space. In addition, it may also incentivize institutions to be more
efficient in their use of space by offering weekend or evening classes. The best practice to incentivize
efficient use of space is to fund O&M/physical plant based on educational usage by tying O&M funding
calculations to enrollment levels. Building and maintaining structures is not, in itself, a higher education
policy goal.

Table 2.5. States that include a component for operations & maintenance (O&M) of the physical plant
in their funding formula.

Formula currently in

Type of Institution use, or will definitely Formula Driver
be implemented

Alabama Senior institutions Yes square footage; cost
space prediction (credit
Arkansas Universities Yes hours, etc.)
space prediction (credit
Arkansas Community Colleges Yes hours, etc.)
Florida Community colleges Yes square footage; cost;
enrollment

square footage of
instructional space
lllinois Community colleges Yes square footage

square footage based on

Georgia 2- and 4-year institutions Yes

Louisiana 2- and 4-year institutions Yes . .
instruction space
N square footage; cost;
Massachusetts 2- and 4-year institutions No d &
enrollment
Minnesota 2- and 4-year institutions Yes square footage
L L square footage and
Mississippi Senior institutions Yes q &
enrollment
North Carolina Senior institutions Yes credit hours
square footage;
. e . replacement value;
Pennsylvania Senior institutions Yes . .
predicted space (credit
hour)
L costs; instructional square
South Carolina Senior institutions Yes feet q

space prediction (credit
hours, etc.)
space prediction (credit
hours, etc.)
space prediction (credit
hours, etc.)
space prediction (credit
hours, etc.)

General academic institutions | Yes

Texas Health-related institutions Yes

Vocational & technical schools | Yes

Virginia 2- and 4-year institutions Yes
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4, Academic Support

Some states’ funding formulas include a funding category for the support of the institution’s primary
academic mission such as include computer labs, academic administration, and curriculum development
and support. Many states include library costs under this category, but some fund library costs
separately. States that employ an academic support category in their formula generally determine the
academic support funding level as a specific percentage of the instructional support funding level, and
this percentage varies from state to state. Therefore, enrollment is the primary driver for academic
support formula components in all of the states that include this category (as shown in Table 2.6), with
the exception of Louisiana, whose instructional formula is driven by course completion (though since
failing grades are funded, it is still basically an enrollment-based formula).

Nevada’s current formula for academic support is based partly on the number of FTE faculty members
and staff members, number of library volumes, and the instructional budget. In particular, the current
formula funds community colleges at 22% of the instructional budgets except for Great Basin College,
which is funded at 30% of the first $7.5 million of the calculated instructional budget, and 25% of any
calculated instructional budget over $7.5 million.

Table 2.6. States that include a component for academic support in their funding formula.

Formula currently
in use, or will
definitely be
implemented

Academic Support
Formula Driver

Type of Institution

Alabama Senior institutions Yes credit hours
Arkansas Community Colleges Yes credit hours
Florida Community colleges Yes enrollment
Georgia 2- and 4-year institutions Yes credit hours
Louisiana 2- and 4-year institutions Yes completed credit hours
Massachusetts 2- and 4-year institutions No enrollment
Minnesota 2- and 4-year institutions Yes enrollment
North Carolina Senior institutions Yes credit hours
Pennsylvania Senior institutions Yes enrollment
South Carolina Senior Institutions Yes credit hours
Virginia 2- and 4-year institutions Yes enrollment
5. Library Support

As mentioned above, many states fund library support through the academic support funding formula. A
few states determine funding separately for library services, as listed in Table 2.7. These formulas are
typically based either on total enrollment (headcount instead of FTE) or as a percentage of the
instructional support budget (like for academic support). Nevada’s current formula funds library support
within its academic support formula rather than as a separate funding category. Basically, Nevada’s
current formula calculates a specific number of library volumes per student, and then funds a specific
number of library staff positions based on the number of volumes. Therefore, enrollment is the primary
driver for the library support funding formula component for all states that include this category
separately.

Table 2.7. States that include a separate library support component in their funding formula.
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Formula currently in use, .
y Library Support

Formula Driver

Type of Institution or will definitely be
implemented

Alabama Senior institutions Yes credit hours
Arkansas Universities Yes credit hours
Florida Community colleges Yes enrollment
Georgia 2 and 4-year institutions Yes credit hours
Minnesota 2 and 4-year institutions Yes enrollment
. Senior institutions Yes credit hours
North Carolina -
Community colleges Yes enrollment
6. Student Services

This category includes funds expended for offices of admissions and registrars, as well as those activities
whose primary purpose is to contribute to students’ emotional and physical well-being and to
intellectual, cultural, and social development outside the context of the formal instruction program. The
category includes expenditures for student activities, cultural events, student newspaper, intramural
athletics, student organizations, intercollegiate athletics, student organizations, intercollegiate athletics,
counseling and career guidance, and student aid administration.*®> As with academic support, states that
employ this category in their funding formulas typically calculate funding levels either as a percentage of
instructional costs (e.g., Georgia) or based on headcount (full time + part time students) (e.g., Alabama
and South Carolina) as listed in Table 2.8. Nevada’s current formula for student services support is based
on a combination of headcount and FTE enrollment; however, it does provide more money per FTE
enrollment for the smaller institutions due to economies of scale for the larger institutions. NSHE’s
proposed formula also includes a small institution factor to cover fixed administration costs. The
alternative model includes an adjustment for small community colleges’ administrative costs that
assumes a base amount of $1.5 million that diminishes as an institution reaches 100,000 weight student
credit hours. Generally, enrollment is the primary driver for student services for most states that include
this category in their funding formula. It is a best practice to fund student services based on total
enrollment instead of weighted student credit hours, since student needs are not dependent on their
program, discipline level, or hours completed.

** As defined by the National Association of College and University Business Officers.
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Table 2.8. States that include a component for student services in their funding formula.

Formula currently

o in use, or will Student Services
Type of Institution . . .
definitely be Formula Driver
implemented
Alabama Senior institutions Yes Headcount
Arkansas Community Colleges Yes FTE enrollment and headcount
Florida Community colleges Yes enrollment
Georgia 2- and 4-year institutions Yes credit hours
Massachusetts 2- and 4-year institutions No enrollment
Minnesota 2 and 4-year Institutions Yes base + enrollment
North Carolina Senior institutions Yes credit hours
Pennsylvania Senior institutions Yes enrollment
South Carolina Senior Institutions Yes headcount
Virginia 2- and 4-year institutions Yes enrollment
7. Institutional Support

This funding category supports central, executive level activities related to management and long-range
planning for the entire institution, such as the president’s office, fiscal operations, logistical activities
(including procurement, storeroom, safety, security, printing), support services to faculty & staff, and
activities concerned with community and alumni relations (e.g., development and fund raising). Georgia,
North Carolina, Pennsylvania, and Virginia include institutional support in all of their institutions’ funding
formulas, while Florida includes it only in the community college funding formula, as listed in Table 2.9.
Like many of the other funding components, this category is typically funded as a specific percentage of
instructional support. However, North Carolina funds institutional support at cost. Nevada’s current
funding formula funds institutional support at a specific percentage of operating budget, with the
percentage level dependent on total operating budgets. The percentages used elsewhere varies from
state to state. Again, enrollment is the primary driver for institutional support funding for states that
include the category. However, each state controls the total amount of the budget by the percentage
with which it weights the component.

89



STATES' METHODS OF FUNDING HIGHER EDUCATION
REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION

Table 2.9. States that include a component for institutional support in their funding formula.

Type of Institution

Formula currently

in use, or will
definitely be

Institutional Support
Formula Driver

implemented

Alabama Senior Institutions Yes credit hours
Arkansas Universities Yes credit hours
Arkansas Community Colleges Yes FTE enrollment
Florida Community colleges Yes enrollment
Georgia 2- and 4-year institutions Yes credit hours
Massachusetts 2- and 4-year institutions No enrollment

. Senior institutions Yes credit hours
North Carolina -

Community colleges Yes cost

Pennsylvania Senior institutions Yes enrollment
South Carolina Senior Institutions Yes credit hours
Virginia 2- and 4-year institutions Yes enrollment

8. Public Service

A few state funding formulas allocate money for public service, as listed in Table 2.10. Public service
funds are indicated to foster the continuation and expansion of public service activities. The amount
funded is typically a very low percentage of the total budget and is usually based on a percentage of the
instructional budget — and is therefore tied to enrollment levels. Neither Nevada’s current funding
formula or NSHE's proposed formula separately calculates funding for public service.

Table 2.10. States that include a component for public service in their funding formula.

Formula currently in
use, or will definitely
be implemented

Public Service

Type of

Institution Formula Driver

Alabama Senior institutions Yes credit hours
Arkansas Universities Yes credit hours
. 2- and 4-year .
Georgia s v Yes credit hours
institutions
2- and 4-year
Minnesota e s y Yes enrollment
institutions
30% of previous FY sponsored public
South Carolina Senior institutions Yes service and non-general fund public
service expenditures

9. Research

Some state formulas include a research component, as listed in Table 2.11. This category supports
research at institutions typically by adding a small percentage of the instructional support budget to the
total calculation (and is therefore usually tied to enrollment levels). For example, Alabama calculates its
research funding as 2% of the sum of the estimated costs of instruction, operating expenses, and
academic support in addition to 5% of the total sponsored research brought into the institution. South
Carolina’s research formula component is based on 30% of previous FY sponsored research
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expenditures. NSHE’s proposed funding allocation model weights upper-division and graduate student
credit hours at the universities by 10% more to support research activities at those institutions.
Functionally, this would result in completed student credit hours driving the research support.

Table 2.11. States that include a component for research in their funding formula.

Formula
. currently in use, Research
Type of Institution . .. X
or will definitely Formula Driver
be implemented
N credit hours plus 5% sponsored
Alabama Senior institutions Yes P °sP
research amount
Arkansas 4-year institutions Yes graduate enrollment
Georgia 2- and 4-year institutions Yes credit hours of gradates
Massachusetts 2- and 4-year institutions No enrollment
Minnesota 2- and 4-year institutions Yes enrollment
N 30% of previous FY sponsored
South Carolina Senior institutions Yes % of p . P
research expenditures
Texas Health-related institutions Yes research expenditures

10. Scholarships

No states currently have a budgetary function in their funding formula for determining the funding
levels for scholarships. However, Connecticut higher education funding uses two statutory formulas,
both designed to set funding levels for financial aid. The Connecticut Independent College Student Grant
Program (CICSG) provides funds for students attending independent schools in the state, and the
Connecticut Aid for Public College Student Grant Program (CAPCS), for students attending public
colleges. CAPCS is designed to match tuition funds set aside by an institution (at least 15% of all tuition
revenue, per the Board of Governors’ tuition policy) but is not been fully funded in recent years. Neither
Nevada’s current funding formula nor NSHE’s proposed formula calculates funding for scholarships.
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lll. States That Do Not Use a Formula for Higher Education Funding

A. List of states that do not use higher education funding formulas

Nineteen states do not employ a formula to determine funding levels for higher education, while an
additional ten states have a hybrid system and do not use a formula for some categories of institutions
(typically for senior or 4-year institutions). These are listed in Table 2.12. Note that a detailed
explanation and narrative for most of the individual states that do not use funding formulas is provided
in Appendix B and narratives for states that use hybrid funding models are provided in Appendix C.

Table 2.12. States that do not use a formula for higher education funding.

States currently not using formulas

Alaska Michigan Rhode Island
Colorado Missouri Utah
Delaware Nebraska Vermont
lowa New Hampshire Washington
Kentucky North Dakota West Virginia
Maine Oklahoma Wisconsin

Wyoming
States that use a hybrid system — NO formula is used for the specified type of institutions
California (for UC only) Maryland (non-Regional Education Centers only)
Florida (for 4-year institutions only) Montana (for 4-year institutions only)
Hawai’i (for 4-year institutions only) New Jersey (for 4-year institutions only)
Wllinois (for 4-year institutions only) New York (for 4-year institutions only)

South Dakota (for all institutions other than federally-

Kansas (for 4-year institutions only) funded technical schools)

B. Typical funding approaches in states that do not use formulas

Non-formula funding determination methods vary widely from state to state, from “base plus” methods
to purely political ways of determining allocations, as illustrated in Table 2.13 below and in the detailed
state narratives in Appendix B and C. The two most common methodologies are the following:

“Base Plus” Method: This is the most popular non-formula funding method. The higher education
appropriation or funding request is based on the previous year’s appropriation (the base), plus some
enhancement or cut — which may be formally or informally based on enrollment (or other performance
factors) in some states. States that use enrollments formally in formulas are reviewed in the previous
section.

Funding Based on Legislative Priorities: Some states fund simply based on legislative priorities or

policies, which could be based on the amount of funding available or on peer equity with other states
for higher education funding.
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Table 2.13. Summary of states’ non-formula funding approaches for higher education.

Funding Based on Legislative

Base plus/minus

Priorities
Alaska New Hampshire
Colorado North Dakota
Delaware Oklahoma
lowa Rhode Island
Kentucky Vermont
Maine West Virginia
Michigan
Missouri
Nebraska
Utah
Washington
Wisconsin
Wyoming

As shown above, about one-third of the states use formulas and a bit more than a third do not use
formulas. The reminding states use a hybrid system. This has not always been the case. Historically,
when there were few state institutions of higher education, states funded with no formula; however, as
higher education systems became larger and more complex, policy-makers started to look for a more
“objective” way to distribute resources as competition for resources grew. Formula funding started in
large systems (Texas, California) and then spread, with many states borrowing from Texas’ methods.
Formulas are not only based on enrollment (though primary so), they also take in account other factors
such as utility costs and differential costs of instruction. *® States that currently use funding formula tend
to be southern, and many tie the cost component of their formula to the Southern Regional Board
Average Salary.

States that do not use a formula have (until recently) generally appropriated more money to pay for
increasing student enrollment. Sometimes that increase was only informally tied to enrollment — i.e.,
“we have more students, we need more money”. At other times the increase was based on general
increases in the state budget or on legislative priorities. However, in recent economic times, higher
education appropriations have declined despite increasing enrollments. Some have tied the lack of a
formula to declining state support.’” However, states with funding formulas have also seen declining
state support as legislatures rarely fully fund the needs estimated by funding formulas.

** MGT of America. Evaluation of the NSHE Funding Formula. May 2011. Please see report for more in-depth

discussion of the history of funding formulas.

3 Lowery, Nick. “Missing formula increases tuition.” The SDSU Collegian. March 14, 2012.
http://www.sdsucollegian.com/2012/03/14/missing-formula-increases-tuition-3/

94



STATES' METHODS OF FUNDING HIGHER EDUCATION
REVISED REPORT BY SRI FOR THE NEVADA LEGISLATURE'S COMMITTEE TO STUDY THE FUNDING OF HIGHER EDUCATION

IV. States’ Use of Performance-Related Criteria in Higher Education
Funding

A. Background on use of performance-based funding

Higher education policymakers, foundations, and other organizations have recently emphasized the use
of performance-based funding in higher education; however, this approach is not new. Since 1979,
states have experimented with different types of performance-based funding that went beyond funding
systems based simply on enrollments. The results have been mixed, and many programs have been cut
due to lack of alignment with state politics, complexity, lack of available data, or lack of funding.

Though many states collect performance-related data, relatively few states actually incorporate
performance-related criteria into their funding decisions. In some states, performance metrics are
reported to the legislature as part of the system of higher education’s annual or biennial budget
request, a practice termed “performance budgeting.” This approach differs from those states that
explicitly tie funding levels to performance-related criteria through a formulaic process (“true”
performance funding).® Furthermore, for performance-based funding methods to be effective, states
need to tie performance-related funding to a significant share of an institution’s overall income if the
criteria are to have an impact on behavior. While there is considerable debate about what constitutes a
“significant” share, in the past those states that have implemented performance-based funding have
done so at levels too low to truly incentivize behavior.

In other states, a performance pool was formally adopted but never implemented. This is true of the
current Nevada funding formula. In 2001, the Governor recommended an allocation of $3 million for the
FY 2002-03 performance pool; however, the 2001 Legislature denied the request because “a
comprehensive plan was not provided that specified how the proposed funded would be allocated.”*
The pool has not been funded since then. Indeed, the development of clear metrics was not pursued in
Nevada because the portion of funding allocated to the performance pool was relatively small. The
result of the lack of clear metrics led to the performance pool being returned to the NSHE’s general fund
appropriation. For performance criteria to change behavior, the metrics must be clear and the dollar

amounts significant.

B. Types of metrics used for performance-based funding

Only a handful of states have implemented performance funding after the first wave of performance
funding in the 1980s and 1990s. The renewed interest has been spurred by falling budgets and dismal
completion rates. Implementation of performance-based funding has been made easier with increased
availability and quality of data. Performance indicators fall into three categories: outputs (graduation
rates, certificates conferred, etc.), progress (course completion, transfer, credit milestones, etc.), and
economic development (high-need degrees, etc.) Most states that use performance-based funding apply
output metrics, while very few are using economic development metrics. These metrics are tied to
funding — either new funding on top of the base appropriation, some portion of the base appropriation,
or the entire formula calculation.

% As accounted in Carey, K. and C. Alderman. Ready to Assemble: A Model State Higher Education Accountability
System. Education Sector Report. December 2008.
*? Fiscal Analysis Division, Nevada Legislative Counsel Bureau. Education. 2001 Appropriations Report. p. 20.
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Table 2.14. Types of performance-based funding metrics.

Category
Output Metrics

Metrics
Degrees awarded

Explanation of Metric

Annual number and/or percentage of certificates,
associate’s degrees, bachelor’s degrees, master’s
degrees, doctorate degrees, and other professional
degrees awarded. Exactly which degrees are tracked
depends on the state and institution.

Graduation rates (or
“time to degree”)

Number and/or percentage of certificate- or degree-
seeking students who graduate in a predetermined
length of time. On-time rates are defined as two
years for associate’s degrees and four years for
bachelor’s degrees. Extended time usually refers to
three years for associate’s degrees and six years for
bachelor’s degrees.

Research incentives

Metrics related to the amount of federal research
and development money brought into the university.

Progress Metrics

Transfer rates Annual number and/or percentage of students who

transfer from a two-year to a four-year institution.
Successful course A course for which a letter grade above a D- or pass
completion has been entered.

Time and credit to degree

Average length of time in years to earn a degree.

Student progression (or
“credit accumulation”)

Students are weighted more for funding purposes
after they pass specified credit hours thresholds.

Advancement through

Students are weighted more for funding purposes

remedial and adult after they pass specified remedial and adult
education education courses.
Job placements Rate of job placements post-graduation.

Economic
Development
Metrics

Earned research dollars

Amount of outside grants for research brought into the
institution.

Degrees linked to
workforce development
goals

Annual number and/or percentage of high demand
degrees, generally in science, technology,
engineering, mathematics and healthcare.
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National Governors Association Complete to Compete Metrics

The National Governors Association (NGA) Complete to Compete initiative has recommended metrics for higher
education performance funding.40 Progress metrics allow policymakers and the public to determine if the state
and its public institutions are on track to meet future goals, while outcome metrics show how the state and
institutions are currently performing against the completion goals. NGA simply recommends that these metrics
be collected and published. A later NGA brief recommends that states “include performance measures (e.g.,
degrees awarded, degrees awarded to low-income and minority students) as part of the regular budgeting
process for higher education. State funding for public colleges and universities should be based on measures of
student program and success and not on just enrollment or what other colleges spend.”41

For more information on the NGA Complete to Compete metrics and initiative, see:
http://www.subnet.nga.org/ci/1011/.

Degress Awarded
Graduate Rates

Transfer Rates

Time and Credits to Degree

Outcome Metrics

C. States’ use of performance-based funding approaches
1. States that are using or considering using performance-based funding

Eleven states currently use performance funding for higher education with at least one performance-
based criterion directly linked to funding (see Table 2.15 below). Florida and lllinois have used
performance funding in the past, but the performance pool is not currently funded. All of these states
incentivize completion by awarding funding based on degrees or certificates awarded. The two most
common progress metrics in use are credit/course completion and transfer rates between 2-year and 4-
year programs. No state utilizes all of the NGA completion metrics, though movement toward higher
education budgets based on course and degree completion align with more recent NGA
recommendations. Note that most of the states using performance-based funding are doing so within a
formula-based funding method, although a couple of states (Oklahoma and Washington) are applying
performance criteria for non-formula funding methods.

40 Reyna, Ryan. Complete to Compete: Common College Completion Metrics. NGA Center for Best Practices. June
2010.

o Conklin, Kristin. “Follow the Money: Strategies for Using Finance to Leverage Change in Higher Education.”
Complete to Compete Briefing Paper.
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Table 2.15. States that include performance-related criteria in higher education funding.

States Using
Performance Cri

Formula or Non-Formula
State

Performance Criteria Elements/Description

Arizona

Formula*

Growth in degrees awarded, completed student
credit hours, and external funding for research
and public service.

Florida** (for 2-year
institutions only)

Hybrid / Formula for 2-year
institutions only

Degree completion; degree completion and
employment of at-risk students

Hawai'i (for 2-year
institutions only)

Hybrid / Formula for 2-year
institutions only

Credit completion; degree/certificate completion;
degree/certificate completion for Native
Hawaiians; STEM degrees/certificates; number of
at-risk students; transfers to 4-year institutions

llinois** (for 2-year
institutions only)

Hybrid / Formula for 2- year
institutions only

Degree/certificate completion; degree/certificate
completion for at-risk students; transfer to 4-year
institutions; remedial & adult education
advancement

Indiana

Formula

Successful completion of credit hours; overall
degree change; low-income degree student
change; on-time degree change; research
incentive.

Kansas

Hybrid / Formula for 2-year
institutions only

Criteria vary, as each institution creates its own
performance agreement: increasing diversity;
improving student achievement test scores;
aligning the higher education system and the
needs of the Kansas economy; increasing
institutional quality; providing student services.

Louisiana

Formula

Course completion; STEM degrees; health
degrees; research

New Mexico

Hybrid / Formula applied for
new funding only plus 5% of
base in FY2012

Credit completion; degrees/certificates
completion; STEM degrees/certificates; health
degrees/certificates; at-risk student
degrees/certificates

Ohio

Formula

Credit completion; degree completion; at risk
student completion; STEM degrees

Pennsylvania (for 4-year
institutions only)

Formula

Course completion; degrees conferred; student
persistence; quality metrics; high-risk students;
self-developed criteria; diversity metrics.

Tennessee

Formula

4-year & 2-year institutions: student progression;
degree/certificate completion; transfers out with
12 credit hours

4-year institutions only: research & service; 6-year
graduation rate

2-year institutions only: dual enrollment;
degrees/certificates; job placements; remedial &
developmental success; workforce training

All — quality measures

Texas

Formula

Degrees awarded with special weights for critical
fields and at-risk students

Washington (for 2-year
institutions only)

Non-Formula

Gains in basic skills; passing pre-college writing or
math; earning 15 credits the first year; earning 30
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States Using Formula or Non-Formula
Performance Criteria State

Performance Criteria Elements/Description

credits; completing college-level math; finishing
apprentice training; earning a degree or program
certificate

*Though Arizona does have a funding formula, it has dropped its use in recent years. Please see state narrative in Appendix

A

**|s not currently funded.

An alternate form of this table is shown in Appendix E

In addition to the states that have already implemented performance criteria in their funding models, a
number of other states also have definite plans to switch to performance-based funding (see Table
2.16). The shift toward the use of performance-based funding is clear trend, and it is picking up speed.
The concerns of taxpayers, parents, and policymakers over the time it takes for students to graduate,
and grave concerns about the many students who never graduate, will likely ensure that this
development is here to stay.

Table 2.16. States currently using and states considering performance-based funding.

States that currently use, or have a definite plan to
switch to, performance-based funding

States considering performance-based

(Note: states in bold currently use it) EREIRE

Arizona Montana California New York
Arkansas New Mexico Connecticut North Dakota
Colorado’ Ohio Georgia Oregon
Florida’ Oklahoma Idaho South Dakota
Hawai'i’ Pennsylvania® Kentucky North Carolina
linois* South Carolina Maine Utah

Indiana Tennessee Massachusetts Virginia
Kansas Texas Michigan West Virginia
Louisiana Washington® Mississippi Wisconsin
Maryland Nevada Wyoming

Tco will only switch to PBF if the state meets a target funding threshold.

’FL: for 2-year institutions only; 4-year institution plan under development

*HI: for 2-year institutions only; 4-year institution plan has been developed but not yet

implemented due to lack of funding

*IL: for 2-year institutions only; 4-year institution plan under development

® PA: for 4-year institutions only

® WA: for 2-year institutions only
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2. Performance-based funding implementation and scale

Implementation and scale are critical questions for any new performance-based funding model. When
state revenues declined in the recent recession, performance-based rewards structured as bonus
funding were the first items to be eliminated from higher education allocations. Integration of
performance-linked funding with the baseline funding allocation for higher education helps to protect
performance-based funding pools while communicating a state’s strong commitment to outcomes. In
addition, the scale of performance-based funding must be large enough to make a difference — both in
hearts and in actions. The funds allocated by performance-based measures should be large enough to
incentivize behavior change and also communicate state commitment. For example, Tennessee and
Ohio have changed all of their formula funding so that it is based on successfully completed credit hours,
while other states use smaller performance pools (as shown in Table 2.17). It should be noted, though,
that there is still value in any use of performance criteria, as it focuses stakeholder attention on the
alignment of institutional outcomes with state goals. For example, Virginia and Louisiana both reward
institutions meeting their performance-based goals by giving those institutions more autonomy over
their student-derived revenues. In Louisiana, institutions meeting benchmarks are allowed to raise
tuition.

Table 2.17. Selected states’ use and implementation of performance-based criteria.

Performance Criteria Applied to
Institutional Base Funding or as
Bonus Funding?

Implementation/Scale of
Performance-Based Funding

States Using

Performance Criteria

FY2012 base funding and applied to all
appropriation increases.

Indiana Performance pool is 5% of total state Institutional base funding
appropriation for higher education in
2011
Kansas Increases to appropriation Bonus funding
Louisiana Performance pool will be 25% of Institutional base funding
institutional operating budgets when
fully implemented
New Mexico Currently being implemented — 5% of Institutional base funding plus any new

appropriations

Ohio (university and
regional campuses)

100% of higher education formula
funding is linked to performance criteria

Institutional base funding

Pennsylvania (for 4-year
institutions only)

$36 million of $412 million ins 2012-
2013

Institutional base funding

2009 of ~ $147.2 million.

Tennessee Phase-in over 4 years to 100% of higher | Institutional base funding
education formula funding linked to
performance criteria

Texas Performance pool was $80 million in Bonus funding

Washington (for 2-year
institutions only)

Fixed amount allocated $1.8 million

Base funding

3. Performance-based funding results

Like any policy, time is required for results to be shown. Many of the current uses of performance-based
funding are too new to evaluate; however, a few are old enough to see results.
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* Ohio: Though recently Ohio has expanded its performance-based funding, the state started
incentivizing graduation rates in 1998. Since then, Ohio has reported that the median time-to-
degree for bachelor’s degrees decreased from 4.7 years in fiscal year 1999 to 4.3 years in fiscal
year 2003; the in-state bachelor’s degree 4-year graduation rate increased from 34% in 1999 to
43% in 2006; and the number of at-risk students who received bachelor’s degrees increased by
13% from 1999 to 2006.*

* Pennsylvania: Between 2002 (when the performance pool was initially enacted) and 2008, the
Pennsylvania System of Higher Education reported a nearly 10 percentage point increase in
overall four-year graduation rates, including increases of 6 and 9 points for African American
and Hispanic students and a jump in second-year persistence rates, especially for Hispanic
students, who saw a 15-point persistence improvement.42

* Washington: Between the 2006-07 baseline year and 2008-09, the first performance year, the
colleges served 4% more students but increased student achievement by 19% with gains in all
categories, including the largest increases in gaining college ready skills. In 2009-10, points again
increased in all categories. Total achievement increased by 12 percent or 40,716 total points
compared to student population growth of 1%. In 2010-11, completions increased by 17 percent
over one year prior. College math points were the second highest increase (5 percent), a result,
the system claims, of more attention being paid to both math and pre-college math.*

These initial results are modest, and it if the debate raging in k-12 education over testing is any guide,
the question of whether performance funding has clear benefits will remain unsettled for the
foreseeable future. But there is general agreement that performance in higher education has plateaued
over the last two decades. Graduation rates have stagnated, while costs have risen dramatically. More
importantly, citizens are paying less for public institutions through their taxes, and more through fees
and tuition. This direct exposure to the costs of higher education has made them much more concerned
about performance.

2 Hem Strategists. Performance Funding in Indiana. An Analysis of Lessons from the Research and other State
Models. 2012. http://www.hcmstrategists.com/content/Indiana_PFReport2_8.2.11.pdf.

3 Washington State Board for Community and Technical Colleges, “Student Achievement Initiative.”

http://www.sbctc.ctc.edu/college/e_studentachievement.aspx
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V. States’ Treatment of Student-Derived Revenues in Higher
Education Funding

A. Background on use of student-derived revenues

Any discussion about higher education funding provided by state governments should include a
discussion about student-derived revenues. As illustrated in Figure 2.2, around 1985, average tuition
revenues per FTE enrolled student (~$2,300) were only about one-quarter of the level of state
appropriations per FTE enrolled student (~$8,000). In the 25 years since then, student tuition revenues
have grown while state appropriations have decreased. Tuition revenues are becoming a much more
important portion of funding for higher education institutions as compared to state appropriations.
Therefore, the demand for transparency may be larger than in the past due to the increased burden of
tuition.

Figure 2.1. Average state appropriations per FTE enrolled student have fallen,
while average tuition revenues per FTE enrolled student have risen. (Constant
2011 Dollars)

$9,000 - State Appropriations per FTE
$8,000 -
$7,000 -
$6,000 -
$5,000 -

$4,000 -

Constant $

$3,000 -
$2,000 - Net tution revenue per FTE

$1,000 -
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Source: State Higher Education Finance FY 2011

Historically, student-derived revenues have been controlled and retained at each institution, and this
remains the dominant arrangement as seen in the sections below. Even in states like Nevada, which has
a requirement for some student-derived funds to be budgeted through the legislature, higher education
institutions have a lot of autonomy in how to spend their money. Other states, such as New York and
Virginia, are rewarding their higher education institutions with increase autonomy in controlling their
student-derived revenues if they meet performance-based benchmarks. States like Texas budget some
student-derived revenues through the legislative process, but differential tuition policies allow high-
demand institutions to charge higher tuition rates that they can retain and control.
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B. States’ budgeting practices for student-derived revenues
1. States that budget student-derived revenues through the legislative process

Nevada and twelve other states budget student-derived revenues by the legislature. In a recent national
survey by the State Higher Education Executive Officers (SHEEOQ), twelve state higher education
executive officers indicated that student-derived revenues must be appropriated by their state
legislature (see Table 2.18). Of these twelve survey responses, only the California Community College
system, the New York system, and the Texas system indicated that student-derived revenues are used to
offset the general fund appropriation. However, further research beyond the SHEEO survey found that
Alabama, Arkansas, Minnesota, Pennsylvania, Tennessee, Florida, South Carolina, and North Carolina
subtract student-derived revenues from their formula’s calculated need. The New York system is
currently in the process of changing the way it handles and accounts for student-derived revenues (see
the further discussion of New York’s approach in Appendix C). Ten of the twelve listed states that
appropriate student-derived revenues through the legislature require the revenues to be deposited into
separate state tuition accounts, while Florida and Colorado states allow the actual funds to be retained
on campus.

Table 2.18. States that appropriate student-derived revenues through the legislative process.

States where student- Student-derived revenues are
derived revenues Tuition is a direct offset of the state | deposited into separate,
appropriated through the general fund revenue appropriation | institutional designated state
legislature tuition account

Arizona* California Arizona*

California New York** California

Colorado* Texas Hawaii

Florida Idaho

Hawaii Kansas

Idaho New York*

Kansas North Carolina

New York Tennessee

North Carolina Texas

Tennessee Virginia

Texas

Virginia

Source: State Higher Education Executive Officers (SHEEO), State Tuition, Fees, and Financial Assistance Policies for Public
Colleges and Universities: 2010-11.. Survey data was supplemented with additional research by SRI for states that did not
respond to the SHEEO survey.

*Only a portion is appropriated. Please see state narratives in the appendices.

** The New York system is currently in the process of changing the way it handles and accounts for student-derived
revenues (please see Section V.B.3.).

Nevada is not listed in this table since they do not consider their budgeting of the student-derived revenues