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BACKGROUND INFORMATION

The Higher Education Department (HED) is tasked by statute with
developing a funding formula that provides funding for each institution
of higher education to accomplish its mission as determined by a
statewide plan. This formula is not codified in statute and annual
changes made by the department with advice from the institutions have
a significant effect on the level of general fund support requested.
Although LFC staff participates in meetings of the funding task force,
no formal approval mechanism of the funding formula and annual
changes is in place and should be considered.

The Higher Education Funding Formula, as originally envisioned,
calculates the costs associated with providing a system of higher
education in New Mexico with differentials for lower division, higher
division and graduate classes as well as calculations for a multiplicity
of other small factors, including BR&R, ER&R, library acquisition,
instructional space, utilities, and institutional support. It appears the
formula contains a number of anomalies that are surfacing; first and
foremost, the formula assumes a full funding scenario under all
circumstances and does not consider economic realities. For example,
the formula has calculated a workload adjustment of more than $60
million for FY12 without considering the capacity of institutions to
absorb some of the growth at little or no additional cost.

The formula, originally designed to calculate the cost of providing a
system of higher education is now used primarily as the distribution
tool to allocate legislative appropriations among institutions. Over
time, a number of factors on the expenditure side as well as the
revenue side of the formula have been incorporated that are causing
inequities in funding to occur. As a result of a number of antiquated
funding calculations, many based on data from as far back as 1994, it
is doubtful that the current formula accomplishes its original goal to
calculate costs for the institutions. Further, the existing funding
formula does not address many of the policy goals outlined in statute
such as improving the quality of programs central to institution’s
missions, eliminating unnecessary, unproductive or duplicate
programs, and promoting greater accountability by tracking spending
(see sidebar, p. 2).

Funding Formula Task Force. The Higher Education Funding Task
Force met throughout the 2010 interim to address a number of issues
and concerns that were identified through the appropriations process
during the 2010 session and by other stakeholders related to fairness
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and equity. Most of the issues considered were the result of changes
made to the higher education funding formula that were advantageous
to institutions in years when significant revenue increases were
available and are not sustainable now.

The task force has focused principally on changes to the tuition
revenue credit and implementing a move to a three-year rolling
average for enrollment workload. A lesser priority for the task force
has been addressing a number of LFC and executive concerns. These
include funding inputs primarily based on enrollment while
disregarding outcomes based on completion criteria, fully funding
enrollment growth at average cost rather than the lower marginal cost
of providing services for additional students, and funding excessive
credit hours. It is apparent that no recommendations regarding these
issues are forthcoming and the Legislature will be faced with
competing pressures from the institutions during the 2011 session.
The issue has been placed on an agenda to be considered as the
funding task force continues its work through the winter.

Student Credit Hours. A primary and desirable feature of an effective
funding formula is long-term predictability. The current formula
provides for workload adjustments only when student credit hours or
the Instruction and General (I&G) dollars increase by at least 3 percent
or if student credit hours decrease by at least 5 percent. In years when
workload remains “in band”, workload is “saved” until the institution
breaks out of the band. At that time all of the “saved” workload is
used to calculate the increase or decrease in workload, resulting in
dramatic shifts in funding from year-to-year.

The Government Restructuring Task Force heard testimony that the
reason for originally developing the band is that small changes in
enrollment could be accommodated without additional funding
(marginal cost). However, by “saving” the workload and receiving
full funding later, institutions reap a financial windfall, sometimes
years after they have absorbed the cost of educating smaller enrollment
populations’ year-to-year.

The funding task force is recommending doing away with the band and
instead using a three-year rolling average to smooth out spikes in
funding and to account for enrollment changes annually. Most of the
institutions are in agreement that this is an improved methodology;
however some resistance is evident as most institutions will see
reductions in workload funding in the first year. This is a result of
explosive growth in the last couple years after years of relatively flat to
declining enrollment. A compromise solution is to use a two-year

average for FY12 and then move fully to a three-year rolling average
for FY13.
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rograms from While workload calculations include adjustments for instructional
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funding; and to boost support, student services, physical plant, and utilities, it is the number
funding for identified of student credit hours that has the most significant effect on workload
centers of excellence growth. For FYI11, student credit hours accounted for almost $27.1
million or 73 percent of the workload adjustment. In FY12, student
credit hours are projected to account for $61.4 million, or 96.3 percent
of the total workload adjustment.
The State does not Credit Hour Cost. In 2004, the funding task force restructured the

formula to account for the cost of changing the cost matrix from a 3 x
9 matrix to the current 3 x 3 matrix. The matrix is arranged to account
for the cost per credit hour of lower division, higher division and
graduate classes as well as by tier to account for the cost factor of
various courses.
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Student credit hours are summarized by tier and by level of instruction
then multiplied by the dollar values according to the level of
instruction and tier. It appears the matrix should be reevaluated but
neither the legislature, the executive nor the institutions have been
willing to pay to update the matrix which makes the concept of the
formula as a cost calculator impossible to achieve.

The formula in its present structure uses the matrix to fund growth in
student credit hours at full value. Clearly each institution has the
capacity to absorb a certain number of new students within existing
resources, both human and physical. Based on this and testimony
noted above, it is clear that some or all of annual enrollment growth
should be funded at a reduced level to account for the marginal cost of
educating additional students not the average cost. It appears from this
that the state has been overfunding growth annually. The task force
should address this issue as it continues its work.

Completion Outcomes. As noted above, the higher education funding
formula is primarily input driven based on the number of student credit
hours enrolled. This practice provides incentives to encourage strong
recruitment efforts and has led to significant increases in the number of
students taking classes, but without a focus on completion, a large
number of students are not finishing classes. A recent LFC program
evaluation of UNM and NMSU suggests that at these two institutions
alone over a three-year period, $58.4 million in formula funding was
generated for student credit hours never completed by students. This
difference in formula funding accounted for an estimated $7.1 million
at NMSU in FY09 and almost $12.4 million at UNM. Assuming
similar completion trends statewide, the total instructional workload
for courses enrolled but not completed is about $43.6 million annually,
accounting for almost 1 percent of the annual statewide general fund
appropriation.

Ultimately, the funding formula should consider all completion
factors, (e.g. course completion, certificate completion and
graduation), but as a first step, course completion should be a formula
factor implemented for FY12. This could be accomplished by
weighting student credit hours at 80 percent for enrollment and 20
percent for completion.

Excess Credit Hours. The funding formula does not incentivize
course completion or degree completion and efficiency measures are
not considered, including on-time completion, reducing excessive
hours, and unlimited opportunities to re-take classes. As a result, a
large number of students statewide graduate with more than 150 credit
hours, or 15 percent beyond the number of credit hours required to
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graduate. In addition, many students take university courses regularly
with no intent on graduating, yet the state continues to subsidize these
hours. Both Texas and Arizona have moved to implement incentives
for efficient time-to-degree completion rates by restricting state
funding for excess student credit hours. The funding task force should
consider similar restrictions where students desiring to take additional
hours would incur the full cost of classes.

An area of particular concern is the number of student credit hours
claimed for distance learning classes, particularly for those students
who reside outside of the state and country. Some institutions have
indicated that this should not be addressed, but it is questionable
whether the state should pay for credit hours that have no practical
benefit to New Mexico in terms of a return on its investment. These
students should be required to pay the entire cost of these classes and
these credit hours removed from the workload calculation.

Program Duplication. Workload funding, in addition to enrollment,
also includes funding for instructional space. As a result of the
economic downturn, more students nationally are enrolling in classes
both as first time students and as returning students seeking advanced
degrees or job retraining opportunities. This growth, and the
associated funding potential, is causing unprecedented competition
among the institutions for every available student credit hour. A
consequence of this competition is extraordinary growth in the number
of programs offered and facility duplication. Institutions have moved
to boost student credit hours by expanding the number of programs
being offered statewide irrespective of service area or mission focus.
For example, similar programs are stumbling over each other in an
effort to increase enrollment, particularly in the Albuquerque area with
NMSU and Highlands physically located next to each other and
offering competing social work programs, NMSU offering public
health and education courses that compete with UNM and New
Mexico Tech offering engineering courses directly across the street
from UNM.

Facility expansion continues among institutions, an example being
Dona Ana Community College which recently opened its eighth
facility in Dona Ana County. Although the facilities are paid for by
local bonds, the operating costs associated with these facilities are
borne by the state through the increase in square footage accounted for
in the funding formula. In Santa Fe, voters recently approved
construction of a new learning center at Santa Fe Community College
that will be made available to four-year institutions to offer upper level
classes, again with the added square footage being claimed for 1&G
funding. The boom in facility construction and the increase in leased
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Tuition Waivers

- |Active Duty

space is a significant contributing factor to the skyrocketing cost of
funding workload with more that 428 thousand square feet being
added for FY12. Since most program and facility expansion has not
been approved by the Legislature, consideration should be given to not
funding this growth under the formula workload calculations.
Additionally, changes to current statute should be considered to close
loopholes that allow institutions to continue to expand construction

Tuition Waivers. Currently, institutions statewide take advantage of

- [(1) Includes estimated impact
from 2010 rule change.

about 14 programs that waive out-of-state tuition for students,
generally as an incentive to attend the institution. These include
waivers for non-resident athletes, Texas residents attending schools
of the border, undergraduate competitive
scholarships, graduate assistants, active duty military-national guard
and dependents, foreign military and a number of tribal waivers among
others. The funding formula accounts for the difference between out-
of-state tuition and in-state tuition as a credit against the tuition waiver
for each institution resulting in a general fund impact. For FY10, these
waiver programs had a cost to the general fund of about $60 million.

Rule changes approved by HED to the Undergraduate Competitive
Scholarship waiver expanding the number of scholarships authorized
at the large institutions from 2.5 percent of student FTE to 6 percent of
student FTE is projected to increase the total waiver amount by more
than $11 million annually. At UNM this rule change increased the
authorized slots from about 650 to more than 1,500 and at NMSU from
about 400 slots to more than 1,000, all without Legislative approval.

Of concern is that out-of-state students have their higher tuition
waived, but in-state students performing the same tasks receive no
additional subsidy. The Legislature should consider consolidating
some of these programs, deleting others, placing restrictions on the
changes that were adopted for FY11 and directing that the cost of the
waivers be borne by the institutions. Also, the Legislature should
consider only funding tuition waivers established in statute to ensure
that proposed changes year-to-year receive legislative scrutiny and

Tuition Revenue Credit. Ongoing concerns are raised regarding the
tuition revenue credit and the effect it has on the bottom line. The
funding formula provides a mechanism to account for increases in the
tuition credit assumed in the annual state appropriation and tuition
increases implemented by the institutions. At issue is that the tuition
credit percentage adopted by the Legislature is applied to institutions
that have differing costs per student credit hour. For FY11, as an
example, at UNM a 5 percent tuition credit would be $8.35 while at
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EFFECT OF TUITION REVENUE
CREDIT - FY{1
e 5% tuition
Institution - Rate/SCH cr edit
NMIMT % 1658418 829
NMSU $ 15500} $ 7.75
UNM $ 16697} § 8.35
$ -
ENMU $ 10478]% 524
- {NMHU $ 9so20fs 4.51
- Innme $  4113}% 2,06
WNMU $ 100.00]8 5.45
& ~
ENMU Roswell $ 4B40]8 232
* JENMU Ruidoso $ 285013 143
NSMU Alamogordo | $ 61.001 8 3,05
NMSU Carfsbad $ 3300]% 165
NMSU Dona Ana $ 48001 % 2.30
© INMSU Grants $ 560008 280
UNM Gallup $ 5300}$ 2,85
UNM Los Alamos $ 4000)$ 2.45
UNM Taos $ 54001% 2,70
UNM Valencia $ 51.25)% 2.56
$ -
CNM $  41001% 2.05
cce $ 3000)$ 1.50
Lce $ 2000]% 1.45
MCC $ 4045]s 202}
NMJC $ 2000]% 1.45
sJC $ 3200]% 1.60
SFCC $ 32303 1.62
Source: HED

CNM it would be $2.05. When the total number of credit hours at
cach institution is multiplied against these numbers, the effect is
considerable and demonstrates how over time the bulk of tuition
increases are borne by students at the four-year institutions. In
addition, because such a large share of the tuition revenue credit comes
from the four-year sector, the percent adjustment in the base is causing
a fairly significant shift in resources to the two-year institutions.

A second concern that arises with the current formula is that credit is
taken annually for both the legislatively imposed tuition credit and
tuition raised above that amount. The effect of this is that all tuition
revenue generated is ultimately rolled into the base and constrains the
institutions ability to use that revenue in future years. The funding
task force is proposing to eliminate the provision that takes credit for
tuition raised above the legislatively imposed amount. The idea is that
it would provide flexibility to the institutions rather than being built
into base cost. Staff has concerns about this approach but instead
would propose that perhaps credit should only be taken against a
portion of tuition (30 percent or 40 percent) to give institutions some
of the flexibility they desire.

Mill Levy Credit. In addition to the tuition credit, the formula takes
credit for revenues the four-year institutions receive from the Land and
Permanent Fund and the mandatory mill levy the two-year institutions
have in place. Independent institutions are required to impose a two
mill levy and the branch colleges a one mill levy. In addition to these
minimums, the community colleges can, subject to referendum in the
taxing district, impose additional millage as they deem appropriate up
to a total of five mills for operations and an additional five mills for
capital improvements. It is important to note that not all of the
community colleges have excess mill levies in place. For those
institutions that do, the funding formula does not consider this excess
millage in its calculations and institutions can use this funding at their
discretion.

Concerns relating to equity among institutions are raised because for a
number of institutions these revenues are used to hold down tuition,
offset decreases in state funding, or provide instructional or other
services while constitutional institutions do not have access to similar
revenues. Further, for those institutions that use the excess millage to
hold down tuition rates against which legislatively imposed tuition
revenue credits are taken, the tuition revenue credit gap noted above is
exacerbated. The higher education blue ribbon task force that
developed and implemented many of formula changes including the
instructional matrix change contemplated that by fully funding BR&R
and other “general” components of the I&G these differences would be
mitigated by relative expenditure growth. With BR&R and ER&R
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only partially funded, these differences are magnified and should be
addressed by the funding task force.

Building Renewal and Replacement. Presently, building renewal
and replacement funding is tied closely to the gross square footage of
buildings used for instruction. Generally, this funding is intended to
be used to maintain facilities and is included as part of the 1&G
appropriation. However, because it is part of 1&G it is available for
institutions to use as needed to allocate funds among operational
categories as needed to support programs and services. The Higher
Education Department (HED) Manual of Financial Reporting provides
for the department to require the institutions to budget these funds
specifically for BR&R purposes. Institutions have requested flexibility
language in GAA to allow them to use some or all of these funds for
operational purposes to get around this requirement claiming need
based on reduced general fund appropriations. The funding task force
recommended that a temporary change be made to the Manual of
Financial Reporting to allow up to the entire BR&R amount to be used
for other 1&G purposes. The task force also recommended that this
provision include a sunset date to preclude this practice from
continuing once the economic situation improves.

An issue that needs to be dealt with is the increase in allowable square
footage year-to-year. Program expansion across the state noted above
is causing institutions to take advantage of provisions in the formula to
generate additional instructional funding by leasing space. Although
these leases need to be approved by the department, it is clear that the
practice continues unchallenged if the institutions can proved that
classes are being held in this space. The funding task force needs to
consider removing these provisions from the formula.

Equipment Renewal and Replacement. The formula also provides
funding for replacing equipment with a cost greater than $1,000. The
practice of funding equipment separately appears to be unnecessary
and should be included as part of the I&G calculation. Changes have
been requested by some institutions to allow for less expensive pieces
of equipment, in particular desktop and laptop computers, to qualify
for this funding. These types of purchases should be planned and
executed from existing operational funding and not from a set aside
pot of money. This is one of the extensive calculations noted above
that take considerable time to distribute a relatively small amount of
money.
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