G.D.8

MEMORANDUM

To: Board of Regents

From: Board Office

Subject: Preliminary FY 2001 Operating Budgets
Date: June 5, 2000

Recommended Action:

Refer to the individual preliminary budgets for FY 2001 in the attached budget memos
(8a through 8i.)

Executive Summary:

Strategic Planning Goal 4.1.1.0 requires the Board annually to review and approve
institutional resource allocations and reallocations consistent with the Board and
institutional strategic plans. In accordance with this goal and the Board's budget
process, budgets are presented to the Board at various times before final approval is
requested.

At the May Board meeting, the institutions presented conceptual operating budgets that
provided overviews of institutional planning as it relates to strategic planning, legislative
action, and major budgetary decisions. This month, preliminary budgets are being
presented to the Board for review before final budgets are presented to the Board in
July for approval. This gives the Board an opportunity to provide direction to the
institutions before final budgets are completed.

The preliminary FY 2001 general fund operating budgets for the Regent institutions,
including the University of lowa Hospitals and Clinics, total $1.5 billion. In developing the
individual preliminary budgets, the institutions were guided by the strategic plans of the
Board and each respective institution.

During FY 2000, the institutions experienced a legislative reduction in state appropriations
of $3.4 million. For FY 2001, base institutional operating appropriations are reduced by
$3.0 million and the salary appropriation allocation of $18.2 million is approximately
$9.2 million less than the full funding needed to implement the state salary policy of 4%,
excludmg health insurance. A 10% health insurance increase for the Regent institutions
would total approximately $4.1 million.
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Legislative intent language merged the appropriations of three priority Regent initiatives -
namely Public Health at the University of lowa, Plant Sciences at lowa State University,
and Masters in Social Work at the University of Northern lowa - into each university's
general operating budget. However, these initiatives did not receive the level of new state
funding requested by the Board. The universities have, nevertheless, indicated
commitments to spending the full amounts authorized.

In October, the Board had approved a 4.3% increase in base tuition for FY 2001, 2.3%
to maintain quality and effectiveness and 2.0% to improve quality to achieve the
aspirations of the Board's strategic planning goals of excellence. The universities are
proposing to use all of the increased tuition revenues from the rate increase to cover
shortfalls in operating and salary appropriations and for other mandatory cost
increases. -

In FY 1997, the Board established a five-year program of reallocations averaging 2%
per year. The reallocation policy was not intended to be a budget reduction
mechanism, but had a two-fold purpose to maintain operations and improve quality by
redirecting resources needed to build excellence or engage in new opportunities. The
institutions are proposing that the- majority of the identified reallocations be directed to
maintaining the quality that has been achieved in recent years.

Background/Analysis:

Board Budget Process

In previous years, the institutions presented preliminary general fund operating budgets,
with specific planned expenditures, at the May Board meeting. This year, however, the
specific budget information could not be completed in time following the legislative
session (Regents appropriations were one of the last items approved.) Accordingly, the
institutions presented conceptual operating budgets that provided overviews of their
budget plans in response to the state appropriations process and strategic planning
needs.

In June, the preliminary general fund operating budgets for FY 2001 are presented with
budget dollars and greater detail about program directions toward strategic planning
goals. These preliminary operating budgets represent the Board's consideration of the
institutional budgets for the fiscal year beginning July 1, 2000. This process provides
opportunity for the Board to raise questions, request additional information, and indicate
priorities.

Allocations of capital appropriations for FY 2001 and capital improvement plans are also
presented to the Board this month (G.D. 9 and G.D. 10).

Following presentation of the preliminary operating budgets this month, the institutions will
detail 8pecific salaries for each staff member and allocate funding to colleges, academic
departments, as well as support and administrative units. The final FY 2001 operating
budgets will be presented to the Board for approval in July along with restricted fund
budgets.
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FY 2000 Deappropriations

HF 2039, the FY 2000 deappropriation bill, was passed by the Legislature and signed
by the Governor on January 18, 2000. This bill reduced state overall appropriations by
$30 million. The Regent share of the appropriations reduction was $3.4 million.

Since this legislation represented a mid-year budget reduction, the Board reviewed and
approved revised budgets at its February 2000 Board meeting. The specific reductions
were guided by the strategic planning goals of the Board of Regents and the
institutions.

Operating Budgets

The preliminary FY 2001 general fund operating budgets for the five Regent institutions,
including the UIHC budgets, total $1.5 billion. The preliminary FY 2001 budgets were
developed by the institutions based on the strategic plans of the Board and each
institution, the Board's FY 2001 appropriation request to the Governor and General
Assembly, and actions of the General Assembly and the Governor.

Funding the general education costs at the Regent universities consists of multiple
sources, including state appropriations; tuition and fees; federal support; indirect cost
reimbursements; and other sources. The following table shows these categories as a
percent of the general university budgets.

Revised Proposed
FY 2000 FY 2001 Change

State Appropriations 64.3% 63.7% (0.6)%
Tuition and Fees 30.1% 30.7% 0.6 %
Other 5.6% 5.6% 0.0 %

FY 2001 direct state operating appropriations for the five Regent institutions, excluding
tuition replacement, total $693.2 million.

The general operating funds are distributed among the institutions as follows:

Total Budget Direct State Appropriations

University of lowa $908,696,049 $318,587,761
lowa State University 397,915,455 269,897,592
University of Northern lowa 130,612,081 91,829,144
lowa School for the Deaf - 8,735,754 8,178,173
lowa Braille and Sight Saving School 4.910,093 - 4,671,023

TOTAL $1,450,869,432 $693,163,693

v
Y
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FY 2001 State Appropriations

The FY 2001 education appropriations bill represents a reduction of $2.7 million in
funding from the original FY 2000 state appropriations for the Regent institutions general
operating funds.

The education appropriations bill merged existing line item appropriations for three key
Regent initiatives into the universities general operating budgets and included intent
language allowing: (1) the University of lowa to expend an additional $1.05 million for
its Public Health initiative, for a total of $2.1 million; (2) lowa State University to expend
an additional $2.5 million for its Plant Science initiative, for a total of $4.7 million; and
(3) the University of Northern lowa to expend an additional $150,000 for its Masters in
Social Work program, for a total of $450,000; up to $100,0060 for the roadside
vegetation project; and up to $200,000 for the lowa Office for Staff Development. The
appropriations did not, however, include incremental funding specifically for these
spending authorizations, but gives the universities flexibility -in .managing base
appropriations. The universities are committed to spending the funding authorized for
these programs.

To fully fund the state salary policy increase of 4% at the Regent institutions, exclusive
of health insurance increases, funding from state appropriations would have to total
$27.4 million. The Department of Management has provided the allocation of salary
funding to the Regent institutions in the amount of $18.2 million. This salary allocation
represents a shortfall in salary funding of $9.2 million, excluding health insurance. A
10% health insurance increase for the Regent institutions would total approximately $4.1
million. The institutions are presenting their plans to address this shortfall in the
individual docket memoranda 8a - 8i.

The Administration and Regulation Appropriations bill distributed an allocation to each -
state agency for workers' compensation. Previously, this appropriation was distributed
entirely to the lowa Department of Personnel. This distribution of funding reflects a
change in state funding policy and distribution methodology, but does not represent
new funding for the Universities. In fact, the universities have expressed concerns that
this funding is less than what would have been provided using the previous distribution
methodology. :

The Economic Development Appropriations bill established a 4% across the board
reduction. This represents an appropriations reduction to the Regent institutions of
$313,259.
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Tuition and Fees

In December of 1997, the Board adopted a tuition policy consistent with its mission and
strategic plan. The policy assures predictability in establishing rates, but also provides
the Board with some flexibility.

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 October 1999, the Board approved a 4.3% increase in tuition for FY 2001. Tuition and
fee revenues in the general fund for FY 2001 are projected to be higher than the revised
FY 2000 budget because of several factors. Tuition revenue projections are based on:
(1) the combination of rate increases approved by the Board last fall, (2) fall 2000
enroliment projections, and (3) the mix of resident and nonresident enroliment. The
redirection of designated tuition at the University of lowa, as approved by the Board in
October, represents an increase to the general fund since these amounts had previously
been restricted for student activities and services: lowa State University is also proposing
a change in accounting to recognize distance education tuition revenue as part of its
general fund rather than in its restricted fund. Additional details will be provided in the
final budget docket memoranda in July.

The universities propose to use most tuition revenues generated by the 4.3% rate
increase to cover the salary shortfall and other non-discretionary operating cost
increases (maintenance of quality rather than improvement of quality.) This varies from
the planned uses of the increased tuition revenues as presented to the Board in October.
The student aid percentages are commensurate with the overall tuition increases and
therefore, will increase by $2.0 million as a result of the tuition rate increases approved by
the Board last fall. However, such areas as improved electronic connectivity, deploying
-funds toward undergraduate education for curricular and instructional development,
student retention, and additional new faculty to support selected areas of high student
demand, will not be accomplished.
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Reallocations

In accordance with its strategic planning goals to increase effectiveness and efficiency,
the Board approved a five-year program, beginning in FY 1997, requiring each Regent
institution to reallocate at least 2% of its budget each year. This reallocation policy is
intended to ensure that the institutions use existing resources to improve quality but
also to achieve efficiencies.

The policy is not intended to be a budget reduction mechanism. Rather, it is an
important strategic mechanism (1) to maintain current operations e.g., help pay for
inflationary costs and for costs due to changes in student demand (reactive); and
(2) to improve quality by redirecting the resources needed to build excellence or
engage in new opportunities (proactive). :

Reallocations may involve both permanent and temporary shifts in the use of resources.
An example of a permanent shift would include a permanent reduction in a
department’s budget as a result of decreased need/priority or an efficiency gained
(dollars saved) from reorganizing or implementing a new system (e.g., a more efficient
administrative process.) An example of a temporary shift would be reallocation of
positions to accommodate temporary fluctuations in enrollments (e.g., student demand
for biology courses.)

For FY 2001, the universities are proposing to use significant reallocations to address
the shortfall in state appropriations for salary increases and base operating budgets
rather than improve quality. The institutions have identified the following reallocations:

University of lowa $10,860,900 2.7%
lowa State University 7,606,657  2.0%
University of Northern lowa 4,913,200 3.9%
lowa School for the Deaf 178,862 2.1%
lowa Braille and Sight Saving School ' 385,378 8.2%

$23,944,997
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Other Budget Presentations

In addition to the institutional general fund operating budgets, several other budgets are
presented for Board review and discussion.

e The lowa School for the Deaf presents its preliminary restricted fund budget
because of tuition funding received from Nebraska for the provision of educational
and residential services to its hearing impaired students.

e The Board receives state operating appropriations to be allocated to the three
regional study centers. As the budget information indicates, these allocations
provide only part of the funding for these centers.

e Funding for the Lakeside Laboratory is provided by Regent-approved allocations
from the universities. A coordinating committee, made up of the Provosts of each
university, provides guidance to the Laboratory director. The coordinating
committee has recommended the preliminary budget.

e The university athletic budget presentations provide the Board with detailed
information regarding athletic funding sources and expenditures including
scholarships. ’

e The Board Office preliminary budget is presented in a format similar to the
institutional preliminary budgets.

\/>,&é /7) /‘/MW@—V Approved: Mnfg

Deb A. Hendrickson Frank J. Stork
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