AGENDA ITEM 8

MEMORANDUM
To: Board of Regents
From: Board Office
Subject: Operating Budgets for FY 2005 and Budget Adjustments for FY 2004
Date: June 7, 2004

Recommended Actions:

1. Refer to the individual institutional memoranda, 8a through 8h, for
discussion of detailed budgets and budget ceiling adjustments.

2. Approve the distribution of the Regional Study Centers FY 2005
appropriations as follows:

¢ Quad-Cities Graduate Study Center $157,144;
e Tri-State Graduate Center $77,941; and
e Southwest lowa Regents Resource Center $105,956.

Executive Summary:

Budget Process

Definitions

FY 2004

Approval of the institutional budgets consists of two steps:

1. In April, the Board considered key budgetary issues to provide
guidance in the development of the institutional budgets.

2. This month, the Board is asked to approve the final budgets.
The Regent institutions have two basic types of funds within the budgets:

General funds include operating appropriations, some federal funds,

interest income, tuition and fee revenues, reimbursed indirect costs, and
sales and services for fundamental operations of the institutions.

Restricted funds are specifically designated or restricted for a particular

purpose or enterprise and include capital appropriations, tuition
replacement, gifts, sponsored funding from federal and private sources,
athletics, as well as other auxiliary or independent functions such as
residence, parking, and utility systems.

Only lowa State University requested a budget adjustment for its
Cooperative Extension budget as a result of federal funding changes.




FY 2005 Budgets

Changes

Budget Challenges
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The final composite FY 2005 institutional general fund operating budgets,
including the operations of the University of lowa Hospitals and Clinics,
total $1.7 billion. The total institutional restricted fund budgets total
$1.4 billion for a combined total of $3.1 billion.

INSTITUTIONAL FY 2005 BUDGETS
(in thousands)

General Fund Restricted Fund Total
Sul $1,167,919 $ 737,200 $1,905,119
ISU 422,511 510,900 933,411
UNI 139,443 139,742 , 279,185
1SD 9,051 1,175 10,226
IBSSS 5,191 1,734 6,925
Total $1,744,115 $1,390,751 $3,134,866

In developing the individual budgets, the institutions were guided by the
strategic plans of the Board and each respective institution. Successful
strategic planning depends, in part, upon the best use of available
resources.

The institutions prioritized departmental funding based on final state
appropriations, estimated tuition revenues, and identified reallocations of
existing resources.

Any changes from previously submitted budgets are addressed in each
institutional Agenda [tem.

For the past several years, the Regent institutions have faced significant
budget challenges with declining state appropriations. The Board and
the institutions have taken various actions to increase revenues and
control expenditures.

The Board has significantly increased tuition over these years to support
the quality of its higher education in the general university budget units,
but the increased tuition has not covered the state cuts and shortages in
funding for state mandated salary increases. The universities have
focused efforts in prioritizing academic programs, implementing
efficiencies, and soliciting more sponsored research.




Residence System

Athletics

Board Office
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This has resulted in a shifting of resources as shown in the following
table.

Regent University Educational Funding
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Residence systems, which include dining services, are operated by each
of the Regent universities as part of their educational responsibilities.
The residence systems are self-supporting operations and do not receive
state-appropriated funds for operations or capital improvements.

Residence System budgets total $121 million for all three universities.

The final budgets for the University of lowa and lowa State University
residence systems have changed from the preliminary budgets submitted
to the Board in March. Details are included in Agenda Items 8b and 8c.

Intercollegiate athletics at the Regent universities are not self-supporting
activities. Each University provides some general university support to its
athletic department, and student fees support either debt service or
operations of the athletic departments.

The final FY 2005 athletic budgets of the universities total
$80.7 million. General university support and student fees vary
significantly by university.

Further details are provided in Agenda item 8a.

The final FY 2005 operating budget totals slightly under $2.5 million
including state appropriations of $1.2 million and institutional allocations
of $1.3 million, which represents the same level of funding as FY 2004
after adjustments for the state across-the-board budget reduction.
Further details are provided in the Board Office budget in Agenda ltem
8g.
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Background:

Board Budget
Process

In April, the Board considered key budgetary issues to provide guidance
in the development of the institutional budgets:

Revenues changes

Reallocations

Salary increase policies

Unavoidable mandatory and inflationary costs
General fund support for athletics

Economic development issues

N o bk~ Db =

Capital projects / building repairs

This month, the Board is asked to approve the general and restricted
fund budgets.

Tuition replacement appropriations for the debt service of academic
building revenue bonds are included in the restricted fund budgets, as
are the amounts for the residence system functions, athletic department
activities, and other auxiliary functions associated with the educational
missions of the institutions.

Analysis:

General Fund

Appropriations

The general fund operating budgets for the five Regent institutions,
including the UIHC budgets, were developed by the institutions based on
the strategic plans of the Board and each institution and the actions of the
General Assembly and the Governor.

FY 2005 General Funds

State
Direct State Appropriations
Total Budget Appropriations Changes*
Sul $1,167,919,231 $271,989,628 0
ISU 422,510,550 226,996,287 0
UNI 139,442,656 78,377,656 0
ISD 9,051,200 8,468,249 368,537
IBSSS 5.190.937 4,737,675 206,183
TOTAL $1,744,114,574 $590,569,495 $574,720

* From revised FY 2004 appropriations.

The FY 2005 general fund operating budgets for the Regent institutions
include state appropriations of $590.6 million.

e FY 2005 state appropriations included increases of $574,720 for the
special schools and no increases for the universities.

e No state appropriations were provided for salary increases to
implement the state’s salary policy at the Regent universities or the
Board Office.




Tuition

Other Revenues
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The Board's tuition policy is intended to maintain quality and
effectiveness as well as improve quality, thereby recognizing the
aspirations of the Board and the institutions for achieving excellence.

Critical to the successful implementation of the Board’s strategic plan is
securing sufficient resources.

In November 2003, the Board approved an 8.3% increase in
undergraduate resident base tuition for FY 2005.

FY 2005 Budgeted
Tuition and Fee Revenues
Total Budget Gross Increase Net Increase’
SUl $206,271,000 $7,979,007 $4,706,627
ISU 161,719,009 1,909,743 1,166,272
UNI 58,000,000 1.900.000 1,650,000
Total $425,990,009 $11,788,750 $7,422,899

' Excludes surcharges and student aid; includes enrollment growth.

The institutions receive indirect cost recoveries on various grants and
contracts. The following table shows the expected revenue in
FY 2005 and the change from FY 2005. This revenue source is

dependent on new awards and renewals and the timing of grant and
contract expenditures.

FY 2005 Budgeted
Indirect Cost Recoveries
Total Budget Change
Sul $45,220,356 ($771,244)
ISU 17,253,000 2,253,000
UNI 1,900,000 325,000
iBS 70817 1.083

Total $64,444,173 $1,807,839
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Reallocations In October 2003, the Board approved a revised reallocation policy to be
incorporated into the Policy Manual. The following represents the key
components of the reallocation policy for FY 2005 through FY 2009:

e Each institution must reallocate at least 1.0% of its continuing base
general fund budget for focused strategic initiatives.

e Each initiative must be fully described, similar to initiatives
requesting state appropriations or outside funding, and should
address the following criteria:

o Relationship of initiatives to institutional strategic plans.

o Other proposed funding source requests, such as state
appropriations or tuition, for similar or connected initiatives.

o Benefits associated with initiatives to the institution and/or the
state such as:

=  Desired outcomes of initiatives

= Potential for enhancement of external funding (leveraging
of resources)

= Expected impact on the state’s economic development

» The institution is to describe results/progress of the initiatives funded
by reallocations as part of the annual comprehensive fiscal report.

¢ The institution would provide a summary, in general terms, of the
reallocated funding.

The Regent institutions budgets indicate reallocations have surpassed
the 1% target for focused strategic initiatives as illustrated in the following

table.
FY 2005 Budgeted Reallocations
% of % of
Other Strategic FY 2004 . FY 2004
Initiatives Initiatives Final Budget Total Final Budget
SuUl $3,649,961 $5,013,039 1.1% $8,663,000 1.9%
ISU 1,406,128 7,103,031 1.7% 8,609,159 2.0%
UNI 0 5,601,016 4.0% 5,501,016 4.0%
ISD 0 89,409 6.0% 89,409 6.0%
IBSSS 16.076 130,038 3.0% 146,112 3.0%
$5,072,165 $17,836,531 $22,908,696
Salary Policies The Board of Regents highest priority for the FY 2005 budget requests

was full funding of salaries from state appropriations. Quality faculty and
staff are essential to the implementation of the Board's and institutions
strategic plans. To recruit and retain top faculty in a global market place,
the Regent universities must remain competitive.

The Regent institutions have several bargained employee contracts
requiring the institutions to fund salary increases for FY 2005 even
though there has been no funding provided for the increases. This
includes AFSCME, for which the state is completely responsible for the
bargaining agreement.
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Salaries are the largest expenditure item at the Regent institutions as
illustratéd in the following table:

FY 2005 Budget
Salaries as % of Budget
SuI* 75.6%
ISU* 71.5%
UNI* . 791%
ISD 79.4%
IBSSS 83.0%

* General University only

It is essential that the universities attract quality students as well as
provide affordable higher education which requires a mix of need-based
aid and merit aid from tuition set-aside.

During its tuition discussion in November 2002, the Board directed the
universities to distribute at least 15% of gross tuition revenue annually for
student financial aid with a focus on need-based aid.

The following table shows student aid by institution. All of the universities
have exceeded the minimum requirement established by the Board in
November 2003.

Student Aid Set-Aside
Increase In Total Proposed Student Aid
Student Aid Student Aid Set-Aside as
Set-Aside Set-Aside % of Tuition
Sul $1,605,890 $35,422,000 17.2%
ISU 420,143 35,979,748 22.2%
UNI 350,000 10,450,000 18.0%

The FY 2005 restricted fund budgets of the Regent institutions total
$1.4 bilion and include capital appropriations, tuition replacement
appropriations, residence system functions, athletic department budgets,
as well as other auxiliary functions associated with the educational
missions of the institutions.

FY 2005 Restricted Fund Budgets

sul $737,200,000
ISU : 510,900,220
UNI 139,741,863
ISD | 1,175,342
IBSSS 1733814

$1,390,751,239
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Capital appropriations for FY 2005 total $23.3 million and reflect the
actual amounts specifically appropriated for FY 2005 by past General
Assemblies and planned draw downs of state funds.

The FY 2005 tuition replacement appropriation is $24.3 million. Tuition
replacement appropriations represent an ongoing commitment of the
state to meet the debt service cost of Academic Building Revenue
Bonds. Tuition and fee revenues are used for debt service payments on
Academic Building Revenue Bonds. The tuition replacement
appropriation replaces that university revenue.

FY 2005 Restricted Appropriations

Tuition

Capital Replacement

Appropriations Appropriations
Sul $11,000,000 10,502,145
ISU 1,949,100 9,280,863
UNI 9,880,000 4,522 404
ISD 385,000 0
IBSSS 115,000 0
Total $23,329,100 $24,305,412

The final FY 2005 residence system revenue budgets of the universities,
totaling $121.0 million, are based on the rates approved at the April 2004
Board meeting.

FY 2005 Residence System Revenue Budgets

Sul $38,852,574
ISU 57,961,398
UNI ' 24 163,706

Total $120,977,678
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The FY 2005 university athletic revenue budgets total $80.7 million as
illustrated in the following table.

Sports Income

Alumni/Foundation
Corp Support/
Sponsorship

Athletic Conference
NCAA Support

General University
Support'

Student Fees
Other Income
Total

FY 2005 Budgeted Athletic Revenues

sul Isu UNI

$21,328,000 $10,052,002 $1,201,400

4,912,689 4,326,500 540,000

10,609,000 5,527,184 223,296

1,923,359 2,637,717 4,649,323
1,526,431 1,125,000 1,275,725
5,179,000 3,380,711 325,500
$45478,479 $27,049114 $8,215244

Athletic budgets are presented in detail in Agenda ltem 8a.

dhh:\b\i2004\04jundoc\0604_item08.doc

Total

$32,581,402

9,779,189

16,359,480

9,210,399
3,927,156
8,885.211
$80,742,837

Gregory S. Nichols

M&ML@ Approved: “47&0'%{ S NIW__

Deb A. Hendrickson
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