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Question
What is the appropriate resource allocation model for UNM?  
1. What is the purpose and benefits of adopting a particular model for allocating resources? (shaping what we want to happen programmatically-quality and quantity, and protecting non and low revenue generating units that support the mission)
2. What are our current revenue sources and how do we see those changing? (legislative support, differential tuition, student fees, guaranteed/planned tuition)
3. How do UNM values, particularly access, cost, and shared governance as well as teaching loads and research productivity affect the distribution and decision making process around resources allocation?
4. What are the obstacles to changing from our current incremental budgeting system?

5. How does the Health Sciences Center resource allocation model differ from Academic Affairs, and how should they be aligned?

6. What work has been done here in the past regarding resource allocation models and how should that be used?

7. How have other higher education institutions managed this process? (http://www.public.iastate.edu/~budget/rmm/)

8. How do we incorporate incentive systems such as used by Extended University into a UNM model?

Rationale
Despite numerous discussions, meetings, and committees centered on the theme of changing UNM’s incremental budgeting system, that system remains mostly unchanged today.  Some good groundwork has been laid, but nothing has been built on those foundations. This lack of  action can be attributed, in part, to the State of New Mexico’s budget crisis and the mandated budget cuts passed on to UNM. In the midst of surviving successive funding cuts, there has been little enthusiasm from the administration to embark on a new resource allocation model.

In could be argued, however, that dealing with budget cuts was precisely the opportunity to solve the problem of allocating (and re-allocating) funds to further the strategic goals of the institution.  In 2009, the Provost’s Budget Parameters Planning Group produced a draft document entitled “Guiding Principles for Resource Allocation.” After several months of work, that group concluded that…” all resource decisions be guided by the measurable impact (emphasis added) that proposed resource investments will have on core UNM values and goals”.  The group further recommended that these allocation decisions be linked to four major elements of the institution's goals: instructional capacity and student success; research, scholarship and creative endeavors; diversity; and community engagement.

In 2005, as part of UNM’s financial reorganization, the concept of Responsibility Centered Management (RCM) surfaced.  Administrators rejected the “pure” RCM model, but acknowledged that a modified approach might be useful.  RCM was not mentioned again in any serious way until the Legislative Finance Committee (LFC) “audit” of UNM in 2010.  The Committee’s staff included a recommendation in the final report that UNM at least pursue the concept. The team that performed the audit included a retired University of Minnesota administrator who was involved in that institution’s implementation of a modified RCM model - Incentives for Managed Growth.  That administrator, Robert Kvavik, made a presentation at UNM in 2010.  He made the case for delegating operational authority to major academic units.  Again, administrators concluded that RCM would not be implemented at UNM.

Recently, new sources of funding have become available through Academic Affairs.   These have not replaced the traditional core funding of academic units, but are already having a major impact on the resource allocation discussion.  These include the new Extended University (EU) revenue-sharing model, the upcoming move toward a more entrepreneurial summer school model and the Office of Budget, Planning and Analysis’s (OBPA) policy to move differential tuition revenue directly to those units that charge it.  For example, in the upcoming FY13 budget, units that charge differential tuition will have a base budget allocation plus three potential “RCM-like” revenue streams to manage; EU, summer school and differential tuition.

Additional studies have been undertaken at UNM and reports produced that have potential for informing the ongoing Academic Plan and the upcoming Strategic Planning process.  Among these are:

Budget Models Matrix and Observations – June 2008
The Economic Impact of UNM on the State of New Mexico – Feb. 2011
Economic Importance of Arts & Cultural Industries in Albuquerque and Bernalillo County – Aug. 2007
Guiding Principles for Resource Allocation Recommendations of the Budget Parameters Planning Group – 2009/10

RCB/RCM Principles Lessons Learned, Problems and Pitfalls: A Summary – Jan. 2009

Responsibility Center Management: Promise and Performance – Aug. 2010

Tuition and Fee Team Recommendations – Feb. 2012
Purpose, Benefits, and Selected Models 
A resource allocation model is a systematic, rational and defensible method of allocating and balancing resources with expenditures.  Benefits of a resource allocation model are that it:

· Delegates a large portion of financial responsibility to the colleges 

· Allows financial decision-making at the point where the incentives and their potential impact are the greatest

· Leads to greater transparency of budgeting

· Adapts to a wide variety of situations and constraints while introducing financial stability

· Provides greater equity in the allocation of resources across the whole unit and its parts

· Connects behavior and incentives to the budget

Larry Goldstein’s, College and University Budgeting, NACUBO: Washington, D.C., Third

Edition, 2005 discusses common approaches to resource allocation as incremental (baseline) budgeting, zero-based budgeting, formula budgeting, responsibility center budgeting, initiative-based budgeting, and performance-based budgeting.  The report also discusses the linkage of planning, programming, and budgeting processes.  Goldstein’s report also defines each approach as lists cons and pros of each as follows:
Incremental/Decremental Budgeting

Each program or activity’s budget is increased/decreased by a specified percentage. Underlying theory or rationale: the basic aspects of programs and activities do not change significantly from

year to year, and the change in resources in any given year is a small percentage of the base

budget. “Appears to be the most widely practiced model in higher education, showing that, for

many institutions, he need for efficiency in some administrative areas outweighs the desire for

effectiveness.”

Cons:

· Recognized as producing suboptimal results in terms of resource allocation.

· Because it operates only at the margins, it does not involve serious examination of what

is being accomplished through the base budget, and it avoids the question of whether there are better uses for some of the resources. Difficult policy choices are circumvented.

· Maintains the status quo, and generally does not represent a budgeting approach that is


integrated with planning. In fact, planning may become relatively unimportant when

incremental budgeting is practiced. When resources are allocated through an across-the board approach, there is no need to identify priorities.

Pros:

· Relatively simple to implement; easier to apply; more controllable; more adaptable; and

more flexible because of the general lack of emphasis on analysis.

· Minimizes conflict because, for the most part, all institutional components are treated

equally.

Zero-Based Budgeting

Opposite end of the spectrum from incremental/decremental budgeting: focuses on the individual

program or activity, and assumes no budgets from prior years; instead, each year’s budget begins

at a base of zero. Usually not applied in practice to an entire budget – e.g., might assume that

80% of the previous year’s budget will continue as a base.

Cons:

· Assumes no budget history; thus, it does not recognize that some commitments are

continuing and cannot be altered readily in the short run. (This is particularly true of

labor-intensive organizations such as universities.)

· In most discussions, ZBB is considered an “all or nothing” proposition, but this does not

have to be the case. Can be implemented on just parts of the organization, or done on a

cyclical basis (e.g., every five years).

· Consumes incredible amounts of time and generates massive volumes of paperwork, and

it is frequently difficult to gain agreement on the priorities.

· Centralized preaudit of lower-level decisions robs those levels of decision-making

autonomy and responsibility.

Pros:

· Users gain a much better understanding of their organization through the preparation and

review of the decision packages than they would using other methods.

Planning, Programming, and Budgeting Systems

Systematically links the planning process to the allocation of resources. Primary element is cost-benefit analysis applied to organization’s program budgets. Characteristics include a focus on

centralized decision making, a long-range orientation, and the systematic analysis of alternatives

in terms of costs and benefits. “Unfortunately, the PPBS concept generally has been more

appealing on paper than in practice.”

Cons:

· Challenges for higher education: requires strong central management, agreement on what

constitutes a program, and consensus on the appropriate outcomes.

· Too often, costs are assigned to individual programs through arbitrary allocations that are

unrelated to the program’s activities.

Pros:

· Attempts to link planning process and budgeting.

Formula Budgeting

Formula budgeting is a procedure for estimating resource requirements through the relationships

between program demand and program cost. Relationships are frequently expressed as

mathematical formulations that can be as simple as a single student-faculty ratio or as

complicated as an array of costs per student credit hour by discipline for multiple levels of

instruction. “It is rare to see formula budgeting applied within a college or university. It is more

typically used at a system-wide or statewide level to give public institutions a foundation for

developing budget requests.”

Cons:

· Because it tends to rely on historical data, it can discourage new programs or revisions to

existing programs.

· Given its focus on quantification, it can suffer from many of the faults identified with

incremental budgeting.

· Creates incentive to retain programs or activities that contribute funding – even after they

no longer contribute to the achievement of mission, goals, and objectives.

· Can have an unequal or even negative impact on participating institutions; e.g., because

formulas are based on averages, institutions experiencing increasing enrollments will fare

better because their marginal costs are lower than their average costs (and the converse

also holds true).

Pros:

· The quantitative nature of most budget formulas gives them the appearance, if not always

the reality, of an unbiased distribution.

· May increase institutional autonomy by reducing political influence in budgeting.

· Has capacity to reduce uncertainty by providing a mechanism for predicting future

resource needs.

· Overall process is simplified because budget formulas tend to remain stable from one

period to the next.

Responsibility Center Budgeting

Essential characteristic is that units manage the revenues they generate. Rather than a central

focus on budgetary control, the emphasis shifts to program performance. Units are credited with

the revenue they generate through their activities and programs, and are responsible for funding

the various cost centers that serve them.

Campuses also impose a tax on the external revenues generated by revenue centers. These tax

proceeds are combined with other central revenues to create a subvention pool that funds cost

centers as well as revenue centers that are unable to generate sufficient revenues to finance their

operations. Central administration is responsible for collecting and redistributing taxes, giving

them a key role in the resource decisions for the campus.

Cons:

· Criticism that it focuses too much on the bottom line and does not respond adequately to

issues of academic quality or other priorities.

· Concern that decisions made by individual units may have negative consequences for the

institution as a whole.

· Concern that a lack of coherence of planning and budgeting will evolve as units gain

greater autonomy.

Pros:

· RCB encourages a much broader understanding of institutional finances, because all

support services are fully costed and all academic units are credited with their share of

total institutional revenue.

· RCB creates incentives to enhance revenues and manage costs.

· Recognizes the importance of revenue sources such as tuition, sponsored programs, and

their related overhead recoveries.

· Creates an awareness of the actual costs of relatively scarce campus resources such as

space, computing, and telecommunications – more likely resulting in behaviors that lead

to optimization of resource use.

· Encourages the removal of central controls and gives more attention to performance or

outcomes measures; leads to campus service recipients being better and more demanding

customers, and campus service providers becoming more responsive (particularly if

outsiders may be substituted).

SPECIAL PURPOSE:

Initiative-Based Budgeting

Initiative-Based Budgeting sometimes referred to as “reallocation budgeting” is not a

comprehensive budget model. It is a structured approach to the establishment of a resource

pool for funding new initiatives or enhancing high-priority activities. It provides side benefit of

assuring that units conduct a review of existing activities to make certain that they remain

productive. Resources generated through internal reallocation methods are redistributed using

criteria established through the planning and budgeting process – frequently entailing some form

of proposal process.

Performance-Based Budgeting

PBB focuses on outcomes. Resources (inputs) are related to activities (structure) and results

(outcomes). Specific outcome measures are defined in either quantitative or qualitative terms.

Cons:

“For various reasons, difficulties have arisen in applying the newer forms of PBB in the public

arena.” Difficulties have to do with:

· Development of performance measures that flow from the state to the institution –

frequently not reflecting an understanding of the factors influencing the measures.

· Outcome indicators that are viewed as relatively meaningless because they are linked

with program budgets only at the highest level of aggregation, which may disconnect

them from the activities that actually drive the results.

· Quantitative measures being more widely employed than qualitative measures, though

the latter may be more meaningful indicators of success.

· Performance measures at high levels of program aggregation are not easily linked with

organizational divisions and departments.
Some new title here reflecting UNM context or perspectives???
With the State’s new funding formula allocating funds to UNM based on outputs (performance) is this the right time to adopt a version of performance based budgeting to create internal resource allocation mechanisms that acknowledge the same goals.  Effective resource allocation requires a clear set of goals and identification of what the university values.  Beginning with broad concepts such as, for example, research excellence, we must decide how that is interpreted at the level of Academic Affairs  (value of research in Engineering compared to research in Fine Arts), then how that impacts the support within a College (what does it take to improve research excellence in Physics compared to Philosophy?)  We must agree on what we value and how we generate that value, assigning resources to the complex balance of those elements to achieve our goals.  If we value quality instruction, research excellence and student achievement, then we must construct measures of those values. Previous discussions have concluded the metrics should not be focused on instruction alone, but take in to account the full array of instruction, research/scholarly activity and service.  The emphasis must move from measuring inputs, to measuring the things we value—the outputs.

Instructional metrics appear to be the easiest to define, yet here the traditional measures count inputs (student credit hours) rather than outputs.  Because the previous funding formula rewarded student credit hours and space allocated to instruction (two input measures) it was reasonable for UNM to maximize growth in these two measures.

Unexpectedly perhaps, measuring research and scholarly activity is both well established, as it forms the basis of annual and tenure and promotion reviews, and clearly an output of the university. Although the obvious problem of comparing apples and oranges emerges here, this can be overcome by using unit-free indexes based on discipline-specific standards and expectations.

Previous work in the area of service, or community engagement, concluded that measurement for resource allocation is difficult.  While service is an important piece of the academic enterprise, perhaps the best that can be done is linking these efforts back to instructional activity, student success and faculty scholarship.

A new development in Academic Affairs this year is the Extended University revenue-sharing model.  As a source of revenue that is distributed more directly to the units that generate it, rather than through the traditional pooling mechanism, the response of departments and colleges has caused many to rethink the way in which the university manages its budget as we approach FY13. The recently released report of the UNM Tuition and Fees Team brought forward a set of complex questions to be considered as part of any new model for resources allocation:

· When entrepreneurial units grow to the extent of the current EU entity, when should they become institutionalized, paying their own fair share of overhead and contributing to the larger academic mission of the university through cross- subsidization of other academic units that may or may not be benefitting financially from offering on-line instruction

· How should the university proceed to ensure the continuation of current on-line financial incentives that have been embraced by academic units across campus 

· How can the university incentivize face-to-face instruction in a similar fashion

· What is an appropriate ratio of face-to-face instruction to on-line instruction

· How should the current EU reimbursement rate be modified to ensure the solvency of the current pooled revenues available to academic and administrative units who rely solely on this revenues stream 

Differential tuition as a means of enhancing college/school revenues has grown in recent years from one school to six.  The OBPA has recently moved to directly allocate these revenues to the schools involved, rather than making the revenue part of their base allocation.   This makes the monitoring of this revenue much more critical for these units.

Discussions about “tuition capture” have also increased across campus in recent months.  This essentially means a given program/class keeping the tuition it charges, rather than the money going into the central pool.  This idea is particularly popular in international education.  State funding with no tuition credit makes this more feasible, and is fuelling more discussion.  An academic plan regarding resource allocation must address this issue.

A final area of the tuition discussion is the growing desire of student groups to know where their tuition dollars go.  A simple answer is into the I & G tuition pool, but that is not proving to be sufficient.  As more work is done to identify what those dollars are funding in the base, “earmarking” new tuition dollars for academic affairs initiatives that directly benefit students will become more likely.

Conclusion – Looking forward
As the UCAP work groups looking at Value/Value Systems and Comparative Advantage, Improving Undergraduate Education, New Institutional Models, and Research and Graduate Education produce reports reflecting their ideas and challenges, and a renewed Strategic Planning process commences under new leadership, we will be in a better position to determine the appropriate model or models for resource allocation at UNM.  This review of the landscape of models, the work of the UCAP groups, and the efforts that have come before us at UNM and at other higher education institutions will be foundational in putting the academic mission at the center of the organization and then determining resource allocation going forward. 
Do we need more here…   seems our conversation led us to decide it was premature and not our role to recommend..  but this may be slight!

