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Foreword

The degree of state over31ght to which pubhc institutions are subJect
dxffers widely among the 50 states and the lines of responsublhty between
state and institution have changed frequently While demands for ac-

countablhty from governors and leglslatore have increased 31gmficantly

in recent years, we are now seeing a swing in the other direction in some

. states. This is occurring for scveral reasons. Management studies are

reveahng that state regulations and bureacracy are often substantlal bar-

riers to the improvement of institutional efficiency. And, tight resources

are demanding greater flexxbxhty at lower levels to facili*ate adJustments

to changing circumstances and to provide incentives for carrying out

such adJustmen ts:

towardfmcreasmg 1nst1tutlonal management flexlb;hty, Vespeclally in the
areas of purchasing, contracting, cash management, and budgeting. The
report does not offer a definitive sét of recommendations applicable to all
states; rather, it presents in four case studies examiples of states that are
implementing different types of changes. Some of these reforms are belng
made through governor-appomted spec1al task forces whxch bring
changes. Others have occurred through new legislation or memoranda of
understanding approved by state leglslatures

This new level of state and institutional cooperation is to be com-
mended and we look forward to rey orting on other efforts aimed at in-
creasing both the efficiency and the quality of public higher education.

Winfred L. Godwin
President
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Chapter 1
Management Flexibility and State Regulation:
An Overview
James R. Mingle

The relationship betweer public colleges and universities and the state
governmerits which charter and fiind them has been of considerable con-
cerii in recent years. Public hlgher educatlon has argued v1gorously for
greater freedom, both in establishing educational policy and in control-
ling the financial and administrative ‘management of its institutions. In
many states hlgher educatlon does operate with greaf autonomy relative

to other state agencies and functions. But in other states, public colleges

operate with a substantial amount of legislative and executive branch

oversight.

A number of observers have noted that the degree and scope of this
reg‘ulatlon has increased s1gmf1cantly in recent years and that, now, too
many agenCIes may be involved in the administrative, legal and
budgetary review of institutional operations.! Multlple rev1ews of cam-

own system offlce. by the statemde coordJnatlng board by multlple com-
mittees in the state legislature, and by the governor’s budget staff. Cam-
puses also deal with a variety of other state offices in conducting their af-
fairs—departments of budget and planning; departments of general ser-
vices and purchasing; departments of personnel; the state auditor; the at-
torney general’s office; the department of public works; legislative pro-
gram audit committees; as well as a variety of special committees, com-
missions and agencies concerned with narrow issues, such as the piir-
chase of computing equipmerit, affirmative action, energy pohcy. or
prlva(‘y

and undermines the authorlty of both 1nst1tutlonal managers and boards
of trustees:

At questlon in this study; however; is not the authority of state govern-

ment to regulate higher education; but the wisdom and efficacy of par-

ticular policies. The cases which follow describe the regulatory policies
under which selected public colleges and universities are operatmg. and
highlight specific changes made by states toward increasing efficiency and

effectiveness through greater flexibility in institutional management.

jaméé l?t Mrngie rs? fteéearctx ASS'O'ciat'e. gouthern l?tegionai ITJducation ﬁoard.
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Most of the cases discussed in this study deal with “procedural con-

trols;”" a term WhICh Robert Berdahl has used to dxstmgulsh these ac-

countability measures from ‘‘substantive” controls affecting academic

issues. Berdahl, in his 1971 study; dismissed procedural controls as a

“hindrance’”’_to good management; but not likely to affect substantive

issues in hlgher education:2 But Frank Bowen and Lyman Glenny; look-
ing at the issue in 1977, were less sure; and suggested that the
cumulative effect of controls on some state institutions was beginning to
1nfluence substantlve autonomy 3

whether or not state regulations are 1nh1b1t1ng the ability of colleges and
umversltles to respond to adversity and changed circiimstances. Second to
money, “institutional flex1b111ty is probably the most frequently voiced

“need”’ of pre51dents of public colleges. Instititions want the ability to
ccntrol and raise non- state revenue, and they want 1ncent1ves to make
program reductlons If beneflts accrue only to the state, there is httle

motivation among unlt managers to search for and undertake such cost-

cutting efforts. In some states, these mstltutlonal mterests have merged

with those of state pohcymakers who are seeking ways to reduce ‘the

pressure on state revenues and to stay clear of the polltlcaﬂy sensitive

issues involved in retrenchment: Increased fiexxblhty is being offered as a
solution:
The questions addressed in this study are these:
What do university adrainistrators and board members view as the

necessary elements of management fiex1b1hty9
necessary to run cosr,-effectlve hlgh quahty programs"

What are the consequerices of current state practices, and what
changes would provide incentives for better mznagement?

The cases also address the stace perspectlve to pubhc accountabiiity-hy
asking:

What are the origins and objectives of state regulations?

What changes might provide better public accountablhty and

greater management flexibility?
) These questions reflect an assumptlon that has gmded this study since
1ts initiation—that few of the parties involved with higher education in
highly regulated states are happy with the ciirrent state of affairs. On
one hand, despite increasing stat : oversight, governors and legislators
are riot satisfied with current accountability measures and managemiernt
practices in higher education; and on the other, administrators and board
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members are frustrated with rules and regulations which they believe are

inhibiting their ability to effectively manage their institutions:

The Growth of State Regulation

State controls of higher education did not emerge from a vacuum—all

public functions have come under closer scrutiny by both state and
federal governments in recent years. John Folger observed that many of

the accountability measures instituted in the 1970s grew out of de-
creased public confidence with the way public officials were doing their
jobs:* “‘Sunshine” and “sunset” laws were passed. State fiscal auditing

themselves increased the number and qualifications of their professional
staff and, in some states, added performance audits to their activities.
Governors and legislators hired away staff from governing and coor-
dinating boards to do their analyses of higher education operations; this
exchange of staff greatly increased the knowledge of state policymakers
about highet education, and broke down the idea that colleges and
universities were unique and untouchable.

Much of the increased state control of higher education can be traced to
the desire to ‘‘coordinate’’ higher education into a single, rational; more
efficient ‘‘system’ in the states. Glenny, in 1959, argued that the states
needed coordinating boards to mediate b ween the institutions and
state government in order to protect their autonomy.5 Institutions have
often resisted this coordination, preferring their traditional, more per-

sonal relationships with legislators and sta’e officials. Ironically, the
result in many states has been to increase direct state oversight of higher
education. Whether this state oversight is any more dainaging than
heavy-handed regulation frcm *‘system’’ offices is debatable, although
most commentators on higher education prefer university system regula-
tion over intervention from the executive and legislative branches of
State govérnment. ) o o
Coordination of higher education has been a persistent objective of ti:e
demonstrated; a persistent theme in many countries around the world).
The primary aim has been to avoid waste, eliminate duplication, and im-
prove operations by applying the logic of sy5téms-managément theory to
dividual campuses into systems of institutions that occurred in the 1950s
and 1960Us. While miich of this centralization has been dimed at policy
rather than manageément issues, the effect has often been just the op-
posite. Neéll Eurich niotes in her study of higher ediication systems in 12
countries that *‘. .. the links between policy and practice {in higher educa-
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tion) have been loose and sometimes lacking altogether. Under these cir-
cumstances, details of managerieént and administration have assumed
importance, and regulatory rules have proliferated. The lines of control

have txghtened as hierarchy has grown into systems and enlarged central

offices for the execution of policies.’’6

A new type of legislative and gubernatoi'ial discontent” with higher
educatlon .occurted in many states in the late 1960s and early 1970s:
ngher educatxon budgets had grown enormously in the 1960s; with no
indication from the institutions that requests for expansion would slow.
IniThe Politics of Higher Education, James Nowlan; former state
legislator, describes how the Illinois legislature reluctantly entered the

budget battle over hlgher education appropriations in 1971; when consen-

sus broke down between the governor, the institutions, and the coor-

dinating board on the need for this continued growth.” Diiring the penod

of student unrest in higher education, regulatory legislation was in-

troduced on such issues as workload and the use of funds which set a new

tone for state involvement: While most of these bills were never enacted,

they did ‘‘send a message’ that the public was dlssat.sfled with higher

education, Although the number of instances of gross mismanagement in

public higher education were relatively few, this climate created demands

for broad-based regulatory solutions when these instances did occur:8
David Adamany; in his study of regulation in Cahforma. cites general

causes of heightened state govémment regulatlon of hxgher education that

can be traced to the origins of the Roosevelt New Deal: More recently,

there has been a strong public reaction against government spending and

growth; whlch Adamany notes:
. is oddly coupled with public insistence that no services now

prov1ded be abandoned. Regulation is an inevitable, though
probably mistaken, attempt by elected officials and their con-
trol agencies to save money while providing services:®

_At the samne time that these pubhc attitudes about govemment have

affected state regulation; higher education has added to the problem by

approaching state government with issues that the acadermc community

itself has been unable to resolve. Tncreased competition over programs

and resources has requlred sometimes reluctant ieglsiatures to deal with

higher education issues. Adamany notes that the California Master Plan;

developed in the 1960s; has been the cause of considerable i mtersystgm

conflict in California and has resulted in almost continual state govern-

ment intervention. Disputes about institutional titles; nnssxdnsignicfi

degree authority *‘have often been carried into the legislature by one or
another of the contending parties.’’10
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Adamany’s study catalogs a diverse and interesting set of instruments
for state intervention. He notes; for example; that in California the state
government regulates the structure and power of governing boards,
names the members of those boards; and, in the past, has been directly in-
valved in the épp"o’int'rn'ent an'd diéiﬁi§§al of chief executives of higher

budget document 1tself there is supplementary language wlnch
although not legally binding, ‘‘is law, in fact, because of the political con-
sequences that would flow from disregarding it:""1!

A Need for Periodic Review of Fiscal Controls
Some of the states that have been included in this study have recently

undertaken a review of the fiscal and administrative controls under

which pubhc institutions are operating: Robert Anthony and Regina

Herzhnger in their study, Management €ontrol of Nonprofit Organiza-

tions, note that: ) ) o
Some rules. . . may have been devised to deal with situations
that no longer exist, or théy may unduly restrict the ability
of the manager to use good judgment. From time to time,
an organization is well-advised to review its rules and to
prune out those that no longer serve a useful purpose. Other-
wise, fristrations. . . may impede the functioning of the
organization.!? 7
Fiscal and g@fﬁi?ﬁéfiéii{& controls encompass several issues that are

drscussed in the four cases whlch follow:

i) the authorxty of 1nst1tutlons to carry funds forward from one year to
the next, to expend excess income, and to invest funds;

2) the procedures imposed on procurement, contracting; disposal of

property, and personnel policy;

3) the éuthorlty to reallocate funds among categories of appropria-
tions during the budget year;

4) the special review processes established for sensitive areas, such as

urchasmg data processing equipment and traveling;
5) the monitoring and regulation of hiring through *‘position control.”
N onprofrt organizations do requlre more controls than profxt-orlented

organizations because there is no equivalent to * ‘profit” as a measure of

performance Whether colleges need the amount and type of control that

exists in many states is the question under consideration. Anthony and
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Herzlinger conclude that in any organization; the right balance has to be
struck between: S 7 ) ) )
. . 8 the need for freedom in order to take advantage of the
ability of the person on the firing line, to motivate that person;

to ensure that management policies are followed, and to reduce
the effect of poor judgment or self-interest dec1s10ns by lower-
level managers.13

Routlne procedures are the essence of modern bureaucratlc organiza-
tions. They allow complex organizations to develop divisions of labor and
a predictability of organizational behavior. But the level at which this
control is exerc1sed is of crltlcal 1mportance State—level controls in some

Flstfal controls have revenue implications as well, Struggies over “in-

stitutional flexibility" are often struggles over cash and the revenue it

can produce through short- term investments. This issue has become of

greater interest to both states and institutions, as state finarcial prob-

lems have increased and the amount of money to be earned from cash

management has risen; along with interest rates. States differ substan-

tially in the flexibility alowed pubhc institutions in this regard. In some

states; all funds are deposited in the state treasury, with the state earn-

ing interest from short-term investments even from those operatlons

that are self—supportmg, such as auxiliary enterprises: In other states,

some funds are state-controlled; while others are under institutional con-

trol; and in a few states; public institutions control and earn interest from
virtually all funds; with the state controlling state revenue only through
a periodic allotment system during the fiscal year.

__Among the most common controls imposed on managers are restric-
tions on the number of personnel who can be employed. This is done for -
several reasons. Personnel costs are by far the largest item of expense,
and the total number of staff is closely linked to other expenses—for ex-
ample, telephone, travel, and supplies. Furthermore; personnel decisions
in higher education téiid to be long-term commitments. While central ad-
ministrations, at the caimpus or system level, may impose *‘position con-
trol” on their own sub-units, they oppose siich restrictions from the ex-
ecutlve budget offlce and the legislatiire. In somie states, position control
is imposed in great detail, preventing flexibility between units and be-
tween activities supported by different funds. It is also used by the state

to ‘‘capture” savings through attntron Posntmns wluch are vacant for a

specified period may be lost and revert to the state. Such procedures

create substantial paperwork; as states try to reduce the number of posi-

tions in the system and institutions work equally hard to monitor their

iv



vacancies and shift positions and individuals from slot to slot in order to
avoid losmg staff.

Posltlon "ontrol may be 1mposed for polltlcal as well as economic
reasons. The number of state employees has come to represent growth in
big government rather than the overall size of budgets Reductions can
be accomplished through cutting positions, even if total budgets con-
tinue to grow.

States do use position control to solve immediate financial problems

although institutions would prefer that they be asked to return a certain
percentage of funding rather than a specific number of positions. But
states believe that; unless institutions are forced to reduce staff, they will
not do so; and that only through personnel reductions can the base of
funding be reduced. Institutions suggest that state government *lay
down the burden” of considering higher education employees as state
employees and turn this réspoxisibility coa'r o thé institutions (They
employees.i State,,offlc;als argue, however, that higher education
employees (especially unionized employees) may be expected to petition
state government for support if they perceive themselves as poorly paid
because of overstaffing.

“

Financing and Budgetmg Systems.
The Imphcatlons for Institutional Flexibility

) Whlle states tend to approach the sub]ect of regulatmn and mstltu—
tlonal flexibility issiue by issue, the subject is part of the broader ques-

tions relating to funding stategies. David Breneman noted that state

pollc1es can be judged by their relative relianee on the market or rehance

course in the extreme. rmxed strategies mvolvmg elements of each ap-

proach w1ll be most common;”’!4

what the major features for fmancmg,, budgetmg, and accountablrllty
were under each model.!® At one end of the continiiim was the *‘State
agency. model —an approéeh toWérd Whi'ch the éuthors bé’lieved many

e All funds. mcludmg recenpts from auxlllary enterprlses and federal

research grants and contracts are deposltTln the state treasury
and are subject to appropriation contr61

. Student tuition and fees are prescrlbed by the Ieglslature

<
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e All expenditures are subject to legislative appropriation and allot-
ment control.
. ® Spending requests are detailed and focus on the ObJects of expend-

itures; adherence to these budgets is expected unless conditions

change. Deviations must receive prior approvai and be reported.
Unexpended funds are returned to the general fund at the end of the
fiscal year.

. Overslght is exercised over changes w1th long-term fisca. 1mpact

such as salary increases and the acceptance of grants.-
». Institutional operations flow through state govermnent—for éka?

ple, purchasing, personnel, and engineering services. Other

tivities, including workload; are standardized through statute.

e The focus of overs1ght is directed at process; with little conslderatlon
given to effectiveness.

Washmgton s Council puts the ‘‘corporate;” or ‘‘free market model;”’ at

‘the other end of the spectrum of financing; noting; hoWever, that

although it is not ccurrently used to finance higher education, it is similar

to systems used in such serwce actxvmes as health care and soclal ser-

support is made exclus1vely to students who then “carry” those dollars
to the institution of their choice.)
The primary features of the ‘‘free markét" systém are:
* Institutions of higher education have total control of all funds, in-
cludlng tuition, fees; and charges for services.
e State appropnatlons are made to a tblrd-party state agency for the
purpose of contractinig with institutions for partictlar services, in-
cluding a deslgnated number of student spaces in particular kinds of

/institutions. (Role and missior of institutions are constrained by
-gtate charter:) '
¢ Contract amounts are deterlmned by using some external index:
s State financial aid is substantial. :
* Accountability provisions focus on effectiveness (student perfor-
mance, for example} rather than on process. The most effective in-
stitutions would receive the largest contracts.

] State fundlng systems can be found between these extremes although

,,,,,,,,,,,,,

appropnatrons,are determ;ned by, accountlng for all unrestricted funds
coming to institutions, not just the state appropriation. In this way, a



state can both control tuition and minimize the state’s contribution if it
chooses: Budgets are determined by first calculating the amount of
revenue available from tuition and other sources; such as indirect cost
overheac from research gfahtéi state appropriations then make up the
aiffefénée If institutions *“overachieve” their budget térgeté for these

tions if the state is also,w;lhr;_ > to px;gv;de supplem_ental appropnat;ons
when tuition revenues fall. State officials also claim that institutions
know how to use the system to their advantage. They will, for example,
consistently underestimate revenue from non-state sources, such as tui-
tion, in order to maximize sState appropriations and then have unen-
cumbered revenue éftér the start of the fiscal year.)

A mbore “flexible” approach to budgetmg is one in which state ap-
propriations are made without reference to tuition and other sources of
revenue. State support is granted on the basis of a workload formula that

uses historical per student costs to determine appropriations and/or

reference to some stated goal (achievement of parity with a reference

group of institutions or states; for example): In this budgeting approach,

the institutions are free to establish tuition without fear of it directly af-

fecting the level of state support: They remain constrained, however, by

competitive factors and by general political support for their actions:

Durmg periods of growth; institutions may choose to keep tuition at a

minimum, thus attracting more students and 1 maxmuzmg state support
During periods of no-growth or retrenchment in state support; the in-
stitutions can make up for shortfalls in state support by raising tuition.
Any over-achievement of tuition goals; gifts, or indirect cost recovery
revenue éah élso be saved fd'r future 'cdiitigéxi'ciéé Inétitutibhé él§d havé

itiative if this money can be saved for reallocatlon rather than revertmg
to state government.

~ Exempting highér education fromi state regiilations and fiscal coritrols
is far less controversial than this broader issue of “budget flexibility.”
Few states believe that public institutions should be completely free to
determine their own tuition policies. (Even public institutions that havea
great deal of budget flexibility are constrained by | publlc obJectlons to in-
ordmately large tuition increases and the building of excessive reserves:)

From the institutional perspective, budget flexibility may or may not be

of benefit: Less competitive institutions may find that this free market

approach to setting tuition puts them at considerable dxsadvantage

Declines in state support cannot be made up by increasing tuition,




because of the likely negative consequences on enroliment. Such an ap-

proach also theoretically closes the posslblllty of state bailouts to make

up for enrollmenrtr declines. In_ Colorado, ‘this budgeting approach ‘has
approprlatlonsr ) o - o 7

__On the other harnd, as Marilyn McCoy notes in her case study (see page
52), this type of increased flexibility has had a positive effect on the
University of Colorado, by providing the incentivés to eliminate un-
necessary costs and the authority to raise and retain non-state sources oi

~ revenue.

_Salary Issues States may also restrict institutional ﬂexxblhty through
thelr salary policies. In fact, expressions of legislative intent over the size
and distribution of salary increments is quite common. The salaries of
chief executives and other top administrators are often of special interest
to legislators and dissatisfat:tion oi'zer éxcéséés’ is one of the more com-

wlthout detalled llne-ltem budgets legnslatures award approprlatlons by
dividing them between personnél and nonip'erso'n’n'él (’op'erating) éxpénd:

1ncrement de51gnated as a mierit component, Spec1fy1ng rrummum and
maximum raises for classes of employees is less comiron, but not
unusual In some states, the leg1slat1ve figure used for salary increirients

is mandatory——that is, the legislature, not the institution, grants the

raise. This is most often the case for classlfled (n0n-faculty) employees.

I;egxslatwe expression of a percentage increase for faculty salaries also

may act as a mandsdte by establishing 2 normative expectation, which ad-

ministrators violate only at the peril of internatl opposltlon and legislative
discontent.:

Inst1tut10ns note that states may mandate salary 1ncreases w1thout
prov1d1ng the funds to meet those increases. Institiitions are left to find
the salary money. elther through “product1v1ty" 1mprovements or from

states seldom prowde enough support to offer slgmflcant “merlt in-

creases;”’ although in recent years state legislatures have been receptive

to special appropnatlons for funds of excellence or supplemental salary

payments for f*icl‘,“ll’,m highly competitive areas, such as engineering

and computer sciences:
Instltutlons are of two rmnds about “salary flexlblhty " If they are to

must be mcluded But if salary mcreases are ,golng tO, be low or non-
existent, adiministrators would be happier attributinig the blame to low
state funding rather than to internal decisions. And if governors aré not

14



going ;o g’retthe 7‘7fcre'dit" for raisiag sajariés, théy may be iess iik'eiy;to*

pear more modest than they are—and thus strengthemng institutional

arguments for increased funds. (In recent years, higher educatlon budget
increases for “operatlons over and above personnel costs have been ex-
tremely modest and, in some cases, show declines. )7

Decreased Flexibility Is a Reduction in Choice
The theme that unites the various institutional concerns about ﬂex-

1b1hty is the reductlon of optlons available to institutional leaders in the

1980s. Management is the exercise of choice; without choices; managers

become merely administrators. The cases which follow discuss some of

the reasons for reduced optrons—the rules; regulations; and accountabil-

ity measures xﬁif)osed on the financial managernent of pubhc 1nst1tut10ns

including those conducted by SREB, have examined the responses of col-

important one—contnbutlng to reduced flexibility. A number of studxes

leges and universities to enrollment decline and financial cutbacks and

have concluded that ineffective planning and poor management decisions

regarding programs and staffing have played a role in institutional prob-

lems.!8 Other factors, such as changing student interests; unanticipated

economic problems, and the lack of planmng at the state level, have also

contribiited to reduced flexibility. But, if these conditions are combined

with extensive state regulation of management functions, a climate of
total inflexibility may exist.

The cases also address the ' money ' issue, thch is at the heart of

reduced flexibility: In expanding organizations, management options are

exercised by capturing surplus funds centrally and allocating those

dollars to functions of highest priority assigned by central management.

During periods of expansion, growing enrollments provided the addi-

tional tuition and state support for presidents’ ‘‘flexibility.’’ Now, college
pres1dents f1nd themselves ina tug of war w1th g0vernors and budget of-

This study offers no definitive answers, because the issue is not totally

resolvable. It is, as Stephen Bailey expressed it, part of a ‘‘persistent

human paradox the simultaneous need for structure and for anti-

stmcture; for dependence and for autonomy, for involvement and for

privacy.” Bailey concluded that:

15
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The public interest would not, in'my estimation, be served if

the academy were to enjoy untroubled immunity. Nor could

the public interest be served by the academy's being subjected
to an intimate surveillance. Whatever our current discomforts

because of a sense that the state is crowding us a bit, the
underlying tension is benign.1°
States are faced with this choice: they can try to force productivity im-

provements through regulation and control, or they can try to encourage
efficiency by providing incentives and delegating authority and respon-

sibility to institutional officers and board memters, States that choose to
regulate their institutions closely may capture savings in the short term;

but they are likely to dampen the initiative, imagination, and motivation
of individual managers to make longer-term improvements in productiv-
ity. (They may even find institutional managers spending their time

searching for ways to circumvent state intent.) This close attention to the
details of management also prevents states from focusing on the more
important policy questions that affect the size, scope; and distribution of

higher education services in the state.
Institutions often argue that states should provide greater incentives

for improving efficiency. This usually means allowing them to retain the
savings from their cost-cutting measures. But, if the state’s objective is
to minimize state expenditures in the short term, this is hardly a per-

suasive. argument. However, trying to capture savings through
regulatory controls is often ineffective—for every state tactic to capture
savings there is a counter-tactic from institutions to retain them. States

and institutions would be better off with a more direct approach to

expenditure reduction. For short-term problems, this can be handled by
formula adjustments or mid-year recisions; which leave the widest flex-

ibility to institutions to determine specific cuts. For longer-term prob-
lems, it may mean the reduction of scope through the master-planning
and program-review procedures of central coordinating agencies.

Whatever the size of required reduction, these “productivity’’ im-
provements need to be shared by both the institution and the state. There
should be a quid pro quo in this retrenchment—with the state receiving

some budgetary relief and the institutions being allowed to retain some
of the cost-cutting savings for new program development. All too often,
states view surpluses as evidence of excessive funding rather than good
management, while institutions view any reductions in state funding as
affecting quality.

Deregulation implies a greater role for institutional boards and greater

personal accountability from institutional managers. In some cases, it
cannot take place until internal auditing systems have been strengthened
and board members are willing to replace staff. Legislators will have to
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re31st the temptatlon to pass across- -the-board leglslatmn to solve a par-

ticular case of mismanagement. Board members will have to become

more responsive to the needs of the public, so that legislative interven-

tion is rninlrnized This w1ll mvolve greater sensitivity and self dlsciphne

on the part of colleges to avoid appearing either too extravagant or too

unresponsive to issues with wide public appeal: At the same time; institu-

tions will have to increase the use of self-evaluation methods that can be

audited by state agencies: This, David Adamany notes; is ‘‘at the heart of

any argument for the wide delegation of authority to universities.""?

‘Whether board members and administrators want the added respon-
sibilities of flexibility may be uncertain. They will find themselves under
new pressure to justify their actions to internal constituents—to explain
internal reallocations and salary decisions, for example. There will be
more risk involved—the risk of riinning up deficits or expanding the base
of commitments beyond what the state or the students are willing to sup-
port. But at the same time, opportunities will present themselves for im-
prov1ng efflclency and quahty Morale and product1v1ty of 1nd1v1duals

of correctly using dereg-ulatlon and find ways to prov1de thelr own units
with the incentives for efficient and effective management.

The Four Cases:
Maryland, Wisconsin, Kentucky, and Colorado

The cases which follow present the array of issues that define the con-
cept of flexibility. They also illustrate the sources of discuntent over
state regulation, as well as the rationale for their imposition by state of-
ficials. All of these states, in varying degree, have initiated recent
changes in their budgetary or accountability procedures.

The Maryland case, by Richard Melsmger and James Mlngle analyzes

the extent of state control of pubhc higher education in Maryland, where

institutions are subject to relatively detailed budgetary and ad-

ministrative oversight by both the leglslature and executive agenc1es

The case outlines the origins of state controls; the types of controls im-

posed; and their percelved consequences on institutional managers. The

discussion highlights the points of conflict between the state and the in-

stltutlonal perspectlves In early 1983 as tho case was be1ng wntten the

became the subject of an ad hoc committee of 1nst1tut10nal and state
representatlves to consider new budgetlng and accountablhty pohc1es

ample in which university and state officials have worked closely

e |
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together to identify specific ways to ‘‘deregulate” higher education. The

university system argued effectively with the governor that many state
procedures were duplicative of their own auditing of campus activities: -
In 1981, With the gbvei-iibf s_support, the University aiid the Déﬁaft-

tee to 1mplement procedurjal changes in the areas of general purchasing;
printing, computer acquisitions, telecommunications, and employee
Clé@ﬁificﬁtibhﬁ

622 in Kentucky, which followed a management study of higher educa-
tion conducted at the governor’s request. The study, using outside con-

sultants, cited state regulation as the primary obstacle to the i improve-

ment of institutional management practices. Through this ‘‘management

flexibility” bill; which was passed in 1982; a wide range of functions

formerly controlled by the state has been delegated to the institutions:

Institutions now have the authority to do all of their own purchasing

(within the ‘, ~delines of the state’s model procurement code) and to pay

At the same tlme Kentucky has required the governing boards of each
institution to make uniform financial reports to the Council on Higher
Education, and to conduct annual financial audits, as well as audits that
address the institutions’ compliance with the new bill.

The Colorado case, dlscussed by Marllyn McCoy, descnbes a fun-
damentally different approach to budgeting, which was adopted by the
Colorado leglslature in 1981. Replacmg a line-item budget and a ‘‘total
funds” approach to approprlatxon the Colorado leglslature is now
primarily concerned with only two issues: the number of students to fund

at each pubhc institution, and the rate at which those students are to be

funded. Institutions are free to establish tuition w1thout affectmg the

level of state support; and have the authority to carry over savings from

year to year. McCoy believes that these changes have added important

new incentives for increasing management efficiency. She discusses the
changes implemented at the University of Colorado in the areas of tuition
policy, reallocation of resources; the development of contingency funds,
and other measures aimed at increasing efficiency.
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Chapter 2
_The Extent of State Controls in
Maryland Public Higher Education

Richard J: Meisinger, Jr:

and
James R. Mingle

~ Within the i'a'st decade; the grw}th of state support for higher educa-

slower national economic growth and chang'mg state prlontles As col-
leges and universities encountered stiffer competition for scarce
resources, decisions about the locatioi» of these resources often shifted
to higher administrative levels, and the amount of state-level regulation
increased significantly.

On the surface these tlghter controls seemed reasonable They were 1m-

pohc1es ,legal, requlrements and accepted standards of proper manage-
ment.-Often the controls were introduced to correct past institutional or
state agency indiscretions. Regulations promulgated to solve a particular

controls welghed carefully agamst the ant1c1pated benefits.

State-level controls also evolved from the increasing competition be-
tween legislative staffs and executive budget offices. As legislative staffs
increased in size and sophistication; they offered an analytical capability
which was comparable to that of the executive budget office. This adver-
sarial relationship was reflected in increased controls and more detailed
analyses of agency activities.

Thxs case study lS an exammatlon of the degree to which public four-

year institutions in Maryland are subject to state regulation; especially

in the use of state-appropnated funds. Interviews were conducted to

identify both the formal and informal controls imposed by state-level of-

ficials on institutions and the consequences of those controls on a number

of routine administrative functions and procedures, including | procure—

ment; personnel policies, posltlon control, and travel regulations. To a
lesser degree, the interviews were used to examire the effect of the

Richard J. Meisinger; Jr. is Assistant Provost for the Divisior. of Behavioral and Social
Sciences, University of Maryland— College Park:

James R. Mir.gle is Research Associate, Southern Regional Education Board.
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budget format on institutional flexibility and the institutions’ ability to
make changes in budget plans. An attempt was made to estimate
qualitatively the cosi of controls for both the state and the institutions. -
Those interviewed were asked to suggest alternatives to expenditure con-
trols which might satisfy state-level concerns for accountability.*

State Control in Maryland :

The degree of control imposed by state agencies over Maryland public
four-year institutions is substantial, relative to other states. In fact, on
many issues the controls exerc1sed over hxgher education are exactly the
same as those 1mposed on other state agenmes Hlstorlcally, the excep-

autonorny recogmzed in statute that other lnstltutlons do not have. The

state colleges and universities; six of which _are gggerned by a smgle
“ ” in large part,

Board; are much closer to the ‘‘state agercy tradition;

because of their more recent history of independent governance. Until the

mid-1960s; these institutions were governed by the State Department of

Educatlon whlch also had responsublhty for elementary aud secondary'

formula There is ro requu'ement to submit a budget to the state to
receive those funds.)

The extent of control accordxng to those 1nterv1ewed has created coni-
snderable tension and- dxstrust between state officials and higher educa—
tion administrators in Maryland. State officials seriously question the
need to treat institutions of higher education any differently than other
state agencies and, in recent years, increases in state control have been
justified on this pr1nc1ple of umforrmty of treatment. In contrast institu-

tional officials believe that such pohcxes f;aul to recognize both the

authonty of the governing boards and the existence of internal system

*State and institutional officials from the following orgamzatxons,were interviewed:

Department of Budget and Fiscal Planning; Department of State Planning; Department of

Gereral Services, Department of Persontiel, Department of Legislative Fiscal Services,
State Board for Higher Edication, University of Maryland Central Administration,
University of Maryland at College Park. University of Maryland at Baltimore, Board of
Trustees of the State Universities and Colleges System, Towson State University, Univer-
sity of Baltimore; and Morgan State University. The term.‘‘state universities and
colleges'” as used in this case _study refers -to the. six . instititions under the Board of
Trustees plis Morgan State University and St. Mary's College. which have their own
boards. Community colleges were not included as part of the study because the operations

of county and local governments are a strong determinant of expendxture behavior for
those institutions: 4
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controls. Higher education officials also contend that they oversee opera-
tions which are more complex than others in the state and thus need
greater flexibility on management and policy issues. (This issue of
distrust is not new. In the early 1970s, Lyman Glenny and Thomas
Dalglish of the Umversnty of California- Berxeley conducted a study of
constltutlonal aut0nomy m exght states includJng Maryland They

tive to perceived institutional deficiencies:!)
Maryland is a *‘strong governor”’ state; with the governor traditionally

dominating state politics and providing leadership in developing the
Eudget 2 {The constitution allows the General Assembly the power to
make deletidné in the Executive Budget—But not 'additidn's) As in other

reorgamzatlon andf cgnsplxdatlon of state . agency leadersh1p 1ntQ a
cabinet system in 1969-70. More recently, DBFP has lessened its active
role in trying to manage the various agencieés of state government,
although the relatively low turnover among persontiel in DBFP means a
slow change of that attitude. According to some of those interviawed, in-
creasing confrontatxonal relationiships between thher education ad-
" ministrators and the budget examiners of DBFP led to reassignments
among staff in 1982, and statements from the Secretary of DBFP that, in
the future, the office would be tore concerned with policy issues than

day to-day Budgetary matters. The 1nst1tut10ns are hopeful that these

changes may signal a relaxatlon of state agency management controls

- For the past five years, higher education’s campaign for 1,ncreased flex-
ibility has taken several directions. The University of Maryland’s Central
Administration has focused on flexibility in budget preparation rather
than budget execution. Accordingly, the University has sought new
budget formiila guidelines and a change from an object-of-expenditure
budget to a full program budget.

The current budget process is directed through the ‘governor's office
and DBFP. After agencies indicate their “‘special” needs to the governor
in the spring; the governor issueg a “MARC’’ (maximum agency request
ceiling) for state General Funds; based largely on revenue pro;ectlons for
the fiscal year in question. The DBFP examines each agency’s budget to
distinguish between one-time expenditurés and ongoing activities.

_ Vanous rates of 1nflat10n are apphed to the ongomg act1v1t1es to estlmate

Qpec1al requests are added to the maxntenance budget to the extent that
additional resources are projected to be available. Once the MARC is
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establlshed 1nst1tut10ns determlne the approprlate level for tultlon and

fees 7(the major component of Special Funds in the instructional program)

to generate additional revenue needed: Although ingtitutional boards of

trustees and regents have the authority to set tuition and fee levels, the

governor and DBFP and the legislature have forced institutions to alter
these schedules. Budget requests (* Asking Budgets’’) for General Funds
whmh are siibmiitted in the fall must be formilated within the MARC. It

i3 possxble to seek funds over and above the MARC through the submis-

sion of supplemental budget requests, although the probabilities of
receiving such funding are slight.

__The 1nst1tut10nal budget requests are reviewed by both the DBFP and
the legislatiire, _using previous appropriation and expenditure data and
the State Board for Higher Education (SBHE) guidelines as the basis for
making adJustments Legislative alterations tend to be less significant

because the legislature is dependent on the governor to make changes. If,

for example; legislators want reallocations; they will ask the governor to

submit supplementals to the budget and will search for the money by cut-
ting line items from various programs.

The state's formal plan developed by the State Board for ngher

Education calls for the ‘adoption of SBHE giiidelines as the basis for

allocating funds on a program rather than an object-of-experiditiire

basis.? But leglslatlve staff tend to use the SBHE guidelines only to

signal “overfunded’ activities and programs rather than to identify pro-

gram needs. At the same time, University officials have not supported
the SBHE formula as a basis for funding because they believe that it fails

to sufficiently recognize the University’s high-cost programs. In par-

ticular, the University believes that the SBHE guidelines, which reflect

historical expenditure patterns; need to be ‘‘calibrated’” by ‘comparison

with peer institution expenditure patterns. In contrast, the Board of
Trustees of the State Universities and Colleges supports the present
guidelines.

In 1982, the University’s Central Administration broadened its con-

cern for increased flexibility to include the expenditure side of budgeting.

This initiative came primarily from campus officials; who have lobbied

for changes through Central Adrrumstratlon durlng the past several

funds is almost as 1mportant as su1table fundlng. although he is unw1ll-

ing to seek greater flexibility at the expense of state support. He also has

endorsed the recent Colorado Plan (see page 52) on the grounds that it is

less costly to administer than Maryland’s present budget system and
provndes mgmflcant 1ncent1ves for sound management

,,,,,

tral staff of the Board of Trustess of the State Universities and Colleges
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System. This group of five former state teachers' colleges and one former

private university has never received recognition as a ‘'system’’ of in-
stitutions with strong central authorlty in budget development or
reallocation. The Board puts more emphasis on *‘system’’ flexibility than
“institutional’’ flexlbllxty Relatlons between DBFP staff and the central
staff of this system have; in the past been con31derably more stralned

than with the University and other institutions in the state: This is due

to the constant negotiations which must take place over budget changes

and the long tradition in which DBFP staff has had direct contact with

campus administrators rather than working with the system office: In an
effort to strengthen its position, the central staff negotiated an agree-
ment in 1983 with the Secretary of DBFP that limits the direct contact

between DBFP staff and campus administrators:

. The UnlverSIty of Maryland s conSIderably greater budgetary flex1bll-
ity stems from the ‘“‘University of Maryland Autonomy Act’’ passed in
1952. Buit this statutory independence, niot available to other state agen:
cies or boards, has been eroded in recent years. The Act was amended in
1976, omitting thewprewous version's strongest language on in-
dependenice. The 1976 revision coincided with the legislation which
established the Maryland State Board for Higher Education. (Pre-
v1ously. this agency had been a Council with lesser powers than its suc-
cessor.) State-level off1c1als noted that the Umversny did not effectlvely

challenge the 1976 revisions in the Autonomy Act: Moreover, the Univer- .

sity had been unsuccessful in stopping prev1ous 1nfnngements of ItS

autonomy: In 1966, for example, legislation was introduced requiring the

Department of Budget and Fiscal Planning to review and approve all

leases and purchases of automatic data processing equipment and soft-
ware for all state agencies, including the University of Maryland.

In general, the University's autonomy has been reduced most in mat-
ters related to the budget process, especially in (1) the format of budget
requests and the amount of detailed justification requested by budget 2x-
aminers. (2) thé iriCluSibh in the apgropriations bf rééburc€§ not pré5

of approprlatlons for the University of Maryland for example has in-
creased from approx1matel1 8 to 90).

In 1981 and 1982, the issue of1nst1tutlonal flex1b111ty and dccounmbll
ity became the subject of a statewide discussion which evolved from a
debate over the governance structure of higher education in Maryland.
(Duplication in the greater Baltimore area was of special concern.) Two
groups explored alternative governance structures, including various
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proposals for consclidation. An informal group of institutional board
members met during the late summer of 1981 at the request of the
governor. But they failed tn reach agreement on any one proposal for
the reorganization of public higher education. However; the. group
reviewed and adopted unanimously a statement on the need for addi-
tional flexibility.

Also studymg the subJect of reorgamzatlon was the House Subcomrmt-
tee on Education and Human Resources; chaired by Delegate Nancy K.

Kopp: Delegate Kopp .believed that it would be difficult to gain

legislative support for increased ﬂexxblhty without a change in statewide

governance. But, like the governor’s Task Force the Subcommittee could

not reach agreement on an alternative governance arrangement for

Maryland. After the Subcommittee ceased deliberations, Delegate Kopp

suggested that the issue of institutional flexibility should be considered
without governance changes, although she recognized that legislative
skepticism would be a formidable obstacle:

Flscal Restnctlons and tlierr Consequences

The nature of state control over the institutional use of. appropnated
funds is illustrated by several categories of budgeta.y flexibility: (1) pro-
curement regulations; {2) automated data processing procurement pro-
cedures; (3) authority to carry funds forward from one fiscal year to
another; (4) authority to invest funds; {5) authority to expend excess in-
come and to reallocate funds; {6) position control; (7) hiring and
reclassification of nonfaculty employees; and (8) level of detail of the
budget appropriation.

Procurement Regulations: In 1981, Maryland adopted procurement
regulations based upon a model procurement statute used by a number of
states. The goal of the Maryland Procurement Regulations (* Article 21"")
was to standardize purchasing statewide and to subject more purchasing
to competitive bidding. Generally; the 1981 Procurement Regulations in-
creased the flexibility of the state universities and colleges {which had
none previously), and decreased the flexibility of the University of
Maryland (which had substantial flexibility). For all institutions, the new
regulations significantly increased the reporting burden. Spﬁéi:,ificé,lly,’thé
new regulations require institutions to document in more detail the bid-
ding processes followed.

For the state universities and colleges, the new regulations raised the

ceiling on the internally-controlled purchase of commodities from $200 to

$1,000. Purchases above this ceiling must be approved first by the

Department of General Services: This review process can take up to
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12 weeks: The ceiling is somewhat higher for commodities for which a
statewide purchasing agreement exists. The Board of Public Works must
review and approve contractual agreements in excess of $7,500. This
review usually requires approximately one month. (Previou:z procure-
ment guidelines did not set a specific ceiling for contractual agreements,
but implied that all contractual agreements were to be reviewed by the
Department of Budget and Fiscal Planning. The institutions would
negotiate with DBFP_on a case-by-case basis over which _agreements
Wéi‘é td bé réviéWéd ) Sdlé-sdiifbé Coﬁtrébté i!i éxCéss df $1 000 m’ust bé

they are for * delegated purchases. | such as hbrary books. for whlch the
limit becomes $7,500. All construction is still hafidled by the Department

of General Services,. Service contracts up to $7,500 can be issued by the
stdte universities and colleges without prior approval.
The new procurement regulations require the state universities and coi

leges to submlt monthly; qilart;erly, and annual reports on actions taken.
Also; the new regulations specify more clearly the requirements for the
sobcxt.atlon of bids from' mmorlty-owned and small businesses.

The Umverslty of Maryland has more flexibility than other Maryland
state universities and colleges because it is authorized as one of four state
purchasing agents. The Urniversity is subject to the following ceilings, pro-
vided that a competitive bidding process is followed: commodities—no
limit servi'ces' $100 000 construction——sso 000; and mainte-

ed and approved by the Board of Public Works Before the 1981 procure-
ment regu:ations were mtroduced with few exceptions the Umver51ty of
Maryland did not have to go before the Board of Public Works for - gny pur-
chases. The new regulat:mns alsc have increased greatly the reporting

niotification requirements of the University. To solicit competitive bids, for

example the proposed purchases must be ammounced and posted, some-

times in the Maryland Register, often for up to 30 days:

The University of Matyland campuses fmd the reporting requlrements
of the new régulations more ciimbersome, iri part becatise of the specific-
ity of the process, which eliminated local autonomy on certain kinds of
purchases The mandatory blddmg requrrements pose problems for some

siich as medical supplies. Also, there are some types of commodities and
services for whlch there are few Imnonty-owned or small businesses. In

addition, the state has applied pressure on all institutions (and other

state agencies) to purchase from ‘‘State-Use” industries run by the state

prison system: Typical purchases are laundry services and furniture. The

pressure to use State-Use uidustnes exists, even when State-Use is not
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the low bldder Moreover, when State—Use is the low bldder institutions
clalmed that the quality of services or products is inferior to that of
higher bidders. State officials noted that prov1s1ons of state law provrde

avenues by which non-low bid vendors may be used if quahty. past per-

formance, or ability to meet specifications by the low bidder are not

satisfactory. What concerned institutional purchasing officers, however,

was not the lack of legal recourse, but the informal pressure exerted by
individual state offrcrals
Purchasmg officers reported that new regulatlons were complex and

dlfflcult to interpret initially. One institution had yet to receive an audit

of this purchasing activity, while another reported that the auditors

themselves did not understand the new law. There were questions, for ex-

ample; about what constituted an emergency procurement One purchas-

ing officer asked, “Was a page missing from a newly-printed college

catalog an emergency that would allow the mstltutlon to contract for a

‘rush’ replacement printing exempt from the bidding process?”’
Institutions used various strategies to cope with delays in the approval

of ptirchases by the Department of General Services. In some cases, con-

tractors went to work without approved contracts with the understand-
ing that eventually they would be compensated for their services. There
were hrmted reports of circumventing intent—for example, typesetting
equipment might be categorized as “‘typewriters” to increase the
likelihood of approval.

Representatlves of the Department of General Servnces beheved that

perspectlve Article 21 had done much to hberalme pohc1es for most state
agencies by establishing detailed regulations. Posting proposed pur-
chases and bidding were problems only when agencies and institutions
failed to plan ahead. ““Too often, institutions create their own emergen-
cies beoause of poor planning,” a representative of the Department of
General Services noted. {(In 1983, the new procurement law became the

subject of a special task force chaired by the state treasurer. Some
modification of the provisions was expected:)

Automated Data Processing Procurement. Under a 1966 statute, the
Department of Budget and Fiscal Planning is empowered to review all
proposed purchases of data processing hardware; software; and services
for all state agencies. These reviews are required; even if non-state fixiidé

Planmng established a Management Information Systems Division
(MISD) to oversee these reviews.
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Instituti'o'nai managers noted the 'ré’du'n'dancy and substantial over-

submlt detalled flve-year plans for the acqulsltlon of computers and soft-
ware. These plans are the basis for the MISD reviews of requests for
computer-related purchases. Third, the MISD staff review all requisi-
tions for computer-related purchases—from the most inexpensive com-
puter terminal to complex mainframe computer configurations: The

review and approval cycle usually takes a minimum of three to four

months. When the MISD staff raise questlons about intended purchases,
approval is delayed even more:

An informal survey on the University of Maryland, €ollege Park cam-

pus 1nd1cated that MISD spends approxlmately 48 days; on average. to

review transactions of less than $25,000; and up to four months to review

larger transactlons or requests f0r proposals Another campus study

vices were cycled through MISD an average of 1.36 times; as some re-
quests were returned for further clarification or justification.

The MISD has sought to extend its authorlty to encompass the review
of proposed purchases of word processing equipment. To date, the
University of Maryland has successfully retained authorlty to purchase
word processmg equlpment w1thout state-level _review. However. the

reviewed by MISD.
‘The long review process for computer-related purchases has inconve-
n1enced the lnstltutlons cons1derably In several lnstances researchers

sources because of delays in purchasmg the COmputer equlpment re-
quired to conduct their research. In other instances, the review and ap-

proval process has dragged on for over a year, causxng funds set aside for

the purchase of equipment and services to revert to the state treasury.

Authority to Carry Fuuds Forward from One Year to Another: It is a

comiion practlce in state government for budgeted funds to lapse and to

revert to the treasury at the end of the budget period This practlce often,

but not always; applies to public higher education in the same manner as

other state agencies: The Georgia Study Committee on Public Higher

Educatlon Finance found that only 1i of 38 states responding to a 1981

survey permitted carryover in pubhc higher education. In Maryland,
with few exceptions, institutions are not permitted to carry funds over

from one fiscal year to another. No General Funds and virtualiy no
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special funds that are earmarked for the instructional program may be
carried forward from one fiscal year to another. Exceptions have been
negotiated with the Department of Budget and Fiscal Planning on a case-
by-case basis. Funds which support auxiliary enterprises and research
contracts are camed forward. Also, institutional revolving accounts
which are approprlated may be camed across fiscal years. (Revolvmg ac-
counts are established for certain activities for which income is received

throughout the budget penod usually in the form of fees and sales, for

e)iample pubhcatlons and photocbpymg services.)

The effect of reversion requirements can be seen most clearly in the
spending behavior of departments and other units in the institutions:
Year-end spending increases as the units seek to avoid reversion: One
strategy is to overspend the unit’s budget by submitting requ1s1t10ns in
excess of budgeted amounts. Toward the en” of the fiscal year, as the
comptroller begins balancing accounts, units will receive notification of
what amount of their total encumberances may be purchased. Purchas-
ing at th1s pomt is hkely to be affected by what can be obtamed qulckly,

there i is no savmgs strategy th1s often excludes purchases of e expenswe
items or those which take time to purchase, such as word Pprocessing;

reproductlon, and laboratory equipment. At the instititional level there

are no incentives to control this sometimes inappropriate spending or to

build reserves for contingencies, such as revenue shortfalls.
Authority to Invest Funds: At prf‘sent nearly all funds received by in-

stitutions must be deposxted in the state treasury: Under this arrange-

ment, the state receives the interest income from these deposlts (In

many states; public institutions can deposxt non-General Fundr momnies,

such as sponsored research and auxiliary enterprise funds, in commercml

banks and draw interest. In other states; all funds are managed and con-
trolled by the institutions.)
Instxtutmnal representatlves espec1ally objected to the fact that in-

stltutlons do not receive interest iricome from self-supporting operations,

such as dormitories; continuing education programs, and hospitals. For

example, University College of the University of Maryland, which is a

self-supporting instructional unit with worldw1da operations, estimates

that the college would have earned $425,000 in interest in FY1981 had it

been permitted to invest its own unexpended income. The exception to

this constraint for the state universities and colleges is that certain non-

budgeted funds can be invested by the institutions: An example would be

fees collected from students for the construction of buildings related to

student activities. For the University of Maryland generally, only the en-

dowment funds are approved for investmert by the University. The

ry -

IY



medical faculty of the University of Maryland at Baltimore campus are
conducted outside state appropriations; accordingly, their monies can be
invested without state control. Finally, some University funds in the
state treasury; for example, some from University College, draw interest

which accrues to the University.

Authority to Expend Excess Income and to Reallocate Funds. Because
budget requests are constructed almost two years in advance of the fiscal

year to which they apply, it is difficult to estimate accurately levels of in-

come from such Sotrces as tuition and fees: If, for example; enrollments
exceed those used for budget projections, the tuition income will exceed
projections. The University of Maryland must seek approval from the
Board of Public Works to spend this excess income. It must also seek ap-
proval to spend excess hospital patient revenues. (The requests are sub-
mitted to the DBFP, which serves as staff to the Board of Public Works,
composed of the governor, treasurer; and comptroller. Ultimate author-
ity for approval of the requests rests with the Board of Public Works.) In

contrast, the state universities and colleges need only DBFP approval.
 The state universities and colleges are constrained more than the

University of Maryland in their ability to reallocate funds among and
within institutions: If, for example; the state universities and colleges

wish to purchase commodities costing more than $200 that are not con-
tained in the appropriation as line items, the institutions must justify a
substitution of resources to the Department of Budget and Fiscal Plan-
ning: (The institutions view this as a minor and routine transaction.)
Also, the state universities and colleges must submit requests to
reallocate all positions among programs and among institutions to

Budget and Fiscal Planning for review and approval. All changes in the
ﬁﬁﬁfdﬁi’iatéd budget are processed as “‘budget amendments:”’

The University of Maryland is permitted to reallocate funds in pro-
gram areas; Such as inStruction and research, within a specific appropria-
tion. To reallocate funds among programs, however, the University must
submit budget amendments to the Department of Budget and Fiscal
Planning for ultimate approval by the governor. Changes are inevitable,

given that the Umniversity recsives 88 program appropriations; for exam-

ple, instriiction, student services, library, which are in turn subdivided by

fund source (general, special, and federal). Budget amendmente must ex-
plein the sources of funds and how they are to be spent for proposed
changes. The DBFP may delay the processing of budget amendments or
retiirn them for additional justification, but typically does not deny ap-

proval. The first budget amendment submitted by the University of
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Maryland for a given fiscal year is usually the ‘‘working budget'’ amend-
ment, which alters the format of the legislative appropriations prior to
the beginning of the fiscal year. Subsequent budget amendments can be
submitted at any time; although typically the University of Maryland
waits until its revenue estimates are sound before processing the amend-
ments that seek authorization to spend excess income: The University of
Maryland usually does not submit budget amendments reflecting the
transfer of funds from one program to another until the end of the fiscal
year, when the amendments are used to balance the University’s budget.

fact. (The state universities and colleges process amendments

throughout the year which, generally, are also accorded approval:)
~ Budgeters at the institutional level want to have the flexibility to shift

- Thus, approval for these amendements is sought; in essence; after the

funds among programs as the need arises: But they fear that these
transfers, as reflected in the budget amendments; are interpreted by
state officials to mean that the institutions have excessive funding in
some of their programs. There is a general perception ameng institutional
administrators that significant transfers are used by DBFP analysts as

justification for future bidget-cutting in programs from which funds
were transferred. ]

__In addition to being subject to the 1981 Procurement Regulations in-
stitutions in Maryland have some constraints in the expenditure of ap-
propriated funds: In the state universities and colleges; for example;

travel expenditures cannot exceed budgeted amounts. Moreover, out-of-
state travel by personnel of the state universities and colleges must be
approved first by tbe Department of Personnel. (It may take up to
30 days to process these requests:) Relatedly, the state universities and
colleges are required to seek approval of the DBFP prior to the spending
of ““operating expense’ funds authorized in the budget. This approval
process, known as the ‘'BB-4 Process,” is required of the University of
Maryland only during the procurement of computer-related equipment
and services.

__Finally, the state universities and colleges and the University of
Maryland are subject to a requirement to prepare a deviation analysis

each year during preparation of the “‘asking” budget. Institutions must
explain for sub-objects-of-expenditure (for example; postage, telephone;,

office supplies, equipment rental) deviations between the actual expend-
iture for the previous fiscal year and the budgeted amount; and between
the current appropriation and the budgeted amount.

Position Control. The number of persorinel lines permitted each institu-

tion is approved by the General Assembly and closéely monitoréd by the
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ﬁép'a'rtm'éht 'o'f Eu”dgét and Fiscal ?ianhihg to the extent that eat:h per-

sufflclent funds ayallable to lfureaddltgonal 1ndw1duals but notrhave siif-
ficient persorinel linés available to make the appointments. If, for exam-
ple, a senior full professor retires and is replaced by a jumnior assistant
professor the dlfference in salar1es is avallable to the department to h1re

funds cannot be used to hire another permanent faculty member unless a
vacant line is available.

Posxtlon control is employed for purposes of beth pohtlcs and

economics. Posxtlons represent an image ofﬁthe government Leglslators

often view an increase in positions as an increase in the scope of state

government; to number individual positions and to limit the expansion of

the total number of positions demonstrates to the public that the growth

of state government is under control (even if total buagets continue to
grow). In Maryland, the state cannot create positions between legislative
sessions except to the extent specified in the appropriations bill; which
grants such authority to the Board of Public Works. The economic reason
for position contzol is tied to personnel benefits. Currently, the budgets
for personnel benefits are contained in the Department of Personnel ap-
propriation rather than in indjiiidual agéi{cy ap'prop'riatibhs Bécausé the

upon the number of employees posltlon control enables the state to
manage the size of its benefits packages.

Position totals for the University of Maryland are controlled by four
major categories—state-supported programs, self-supported activities,
dedicated programs, and non-budgeted programs (state government con-
tracts and grants student act1V1t1es) Posltlon totals at the Umverslty are

classified staff. For the state universities and colleges, the movement of
lmes from one major program to another must be apprcwed by the Depart-
ment of Pudget and Fiscal Planmng The Umversnty of Maryland has

more fiexxbdxty in this area: Positions in the state-supported programs and

self-supported activities categories are controlled by mdividual line

numbers: Dedicated programs and non-budgeted programs each are

assigned a block of positions without line items: By agreement with
DBFP, the University of Maryland will not shift positions between block
categories and line-item categories without the concurrence of DBFP.
Also, the Uriversity will not shift positions between campuses without the
concurrence of DBFP. The University is not legally bound to seek ap-
proval from DBFP, but does so as an informal working agreement.
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The constraints of state-level position control force the institution, for
exampl : to establish and monitor position vacancy.pools: By using these
pools; institutions can reallocate vacant positions temporarily within
fiscal years to insure the maximum use of free positions and to avoid los-
ing the positions_to the state. (DBFP _and legislative staff examine
periodic reports of position vacanc:.es to determine whether positions are
needéd and used. On several occasions in its review of budgets; the
legislature has taken specific action to withdraw positions.) However; the
monitoring mechanisms needed to manage these vacancy pools are
cumbersome and expensive to maintain. And, institutions are not above
manipulating the system. One institution reported that the Director of
the Physical Plaint, for examiple, had beeh temporarily appointéd as an
‘‘Assistant Ded.i”’ in order to avoid losing the position.

Hmng and Reclassification of Non-faculty Employees The state
universities and colleges are under the purview of the state personnel
system: The hiring of all non-faculty employees is done through the

Department of Personnel: When filling vacant classified positions; for ex-

ample; these institutions must use a state-approved list of candxdates

Some institutions complain that the state lists of candidates contain in-

dividuals who are not interested in the listed positions—individuals laid

off from other state agencies and waiting for unemployment benefits to
end; or those unwilling to relocate or commute the sometimes con-
siderable distance to work at a state institution. The institutions’ request
for lists of candidates who are more local has been responded to by the

The reclassification of nonitéa(il'ilng positions in the state universities
and colleges must first be reviewed and approved by the Department of
Personnel. Staff in the Department of Personnel indicate that a review
typically takes one month. Institution officials complained that the
review and approval process sometimes has taken up to four months.

In the state umvers1t1es and colleges govermng boards estabhsh thp
salaxy scales for teachlng and non-teachlng faculty But in the past the
salanes of top- and mid-level admlmstrators, and the Department of Per-
sonnel for mid- and lower-level administrators and staff.

Under the Autonomy Act, the Umversxty of Maryland is exempt from

) the state personnel system. However, the University has adopted a per-

sonnel system for classified employees which in many ways mirrors the

state classified system. The University’s system is more responsivr. than

the state’s system in that candidate screening and reclassification

reviews. are conducted locally. Administrators on the University's



campuses argue, however, that the personnel system could be stream-

The University has considerable flexibility in setting faculty and ad-
ministrative salaries. Utlike the state colleges and universities, which

have adopted scales indicating minimum and maximum salaries for

faculty, the University does not have established scales. (The University

has published guidelines for faculty and associate staff; these guidelines

are used in preparing the University’s budget request for merit adjust-

ment funds.) The University has the flexibility to set faculty and ad-

ministrator salaries according to the marketplace; and to base a portion

of salary adjustments on merit:
Level of Detml of Budyet-Sup’purtmg Documentation and Budget Ap-

propriation. The DBFP prescribes the level of detail and the budget for-

mat for mstltutlonal budget requests. One of the most frequent institu-

tional criticisms was that the amount of information and the level of

detail requested place unreasonable demands on institutional staff. For

example, DBFP requires budget requests to be broken into approxi-

mately 250 sub obJects of-o,xpendxture

program w1thm the campus ac,coxjdmg, to ,the 1,71, state objects -of-
expenditure {salaries and wages; technical and special fees; communica-
tions; travel; food; fuel and utilitie.;; motor vehicle operation and mainte-
nance; contractual Services; supplies and materizals; equipment—replace-
. ment; equipment—additional; grants, subsidies, and contributions; fixed

charges; and land and structure). The governor's budget message also
gives an informational context for the budget recommendations, in-
cluding W'o"rklb'a’d measures f0"r certain programs

tlons are very detailed. The University of Maryland for example,

t;egqvgs appfropnatlons in 88 programs subdivided by as many as four

fund sources: Although the General Assembly terms the budget a *‘pro-
gram badget,;” it is in fact an object-o f-expendlture budget.

The extremely detalled budget requests requlred by the DBFP lead to
a situation whereby the targéts of fiscal analysis tend to be line-item ex-
penditures rather than programmatic objectives. The detail also hinders
the General Assembly and budget examiners from focusmg on the broad
programmatic goals of higher educatlon Ir. addition; it discourages in-
stitutions from setting program priorities.

The budget format also inherentiy limits the flexibility of central ad-

ministrations. Expectations concerning funding levels for individual

units which arise during the budget process must be recognized after
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appropriations are made These expectatlons constrain administrators

from reallocating resources and changing spending plans after they are
developed.:

The I'ature S o
Fl'éxib’ility is a rnajor cbncérn 6f public higher éducatibn in Maryland

concerned w1th the level of support than w1th the strlngs attached to sup-
port. To the Umverslty of Maryland's Central Administration, flexibility
means largely a fundamentally different method of building the
budget—une which is based upon a formula sensitive to the University’s
mix of expensive programs and one which produces a state appropriation
1ndependent of other sources of revenue. Flexibility also means greater

control over those other sources of revenue, and the ability to benefit

from m ey management, especially in auxiliary enterprises and other
operations that are self-supporting.

In contrast, the staff of the Board of Trustees of the Gtate Unlversmes
and Colleges system is less concerned with achieving a ,hangergn the
budget process than in gaining recognition as a ‘‘system’ and
negotlatlng spec.flc changes w1th the Department of Budget and F‘lscal

Both systems believe *‘a change in attitude’ on the part of state OfflClaIS
is as important as changes in legislation or budget format.

Among middle-level administrators in the institutions; the issue of

flexibility looks significantly different. Here the concerns turn to the day-
to-day frustrations of seeking approval; dealing with personalities;, inter-
preting regulations; filling out reports; and finding ways to relieve the
burden of controls. The MISD review process for the purchase of
computer-reiated equipment and services was singled out as especially
cumbrrsome and inefficient. The amount of dissatisfaction with hiring
and reclassification procedures varies from campus to campus, although
Maryland personnel o,fflcersﬂ(who operate ou’ side thestate personnel
system) and the negative attitudes of those in some of the state univer-
sities and colleges. Some personnel officers in the state colleges and
universities believed that a state-managed personnel system for their
campuses cculd never be riin efficiently and wotild not attract and retain
highly motlvated employees. Other administrators, however, were reluc-
tant to take on this substantial task, hoping instead that the efficiency of
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the Department of Personnel and its sensitivity to the special needs of
higher education could be increased.
Deviation analysis, budget amendments, and the paperwork associated

with reallocation are also sources of inefficiency and aggravation. These

accountability measures are not, however, a slgnlflcant restraint on in-

stitutional action, at least in the University of Maryland system. In the

six-institution State Universities and Colleges system, relations between

mstltutlons and the analysts in the Bepartment of Budget and Flscal

negotlatlng changes in budgets on a case-by-case basis: But a great deal

of time and energy is spent at both the state and institutional ievels in

preparing and reviewing reports; seeking and offering approval. This
takes its toll in both morale and organizational efficiency.

Flexxbllxty is clearly an institutional priority not a state orne. State of—

ficials remain concerned principally with the objectives of equal treat-

ment; consistency of policy, and the protection of the public,from
malfeasance:

Itis the varymg emphasls which the partxes in Maryland place on these

different conceptions of flexibility and accountability that is the source

of tension between the state and the institutions.

At the state level, the  practical question must be asked: Are the exten-
sive and redundant budget reviews and expenditure controls worth the
costs? Much of the state oversight appears to have evolved from con-
cerns over gpecific cases of mismanagement in a few institutions; which
t:he state is attempting to sblve th’r’ough’ 'cent'ralized control I'rb’n’i'cally,

the governing boards and administrators and thiis lead to contintied poor
management There is a certdin degree of comfortablé accommodation to

state regulatxon among some institutional administrators in Maryland,

which is strong evidence that the initiative and sense of responsibility in

these institutions has been reduced by state oversight. A more flexible

and autonomous higher education system and a more genuine form of ac-

countability from the state level will put added, and often unwanted,

responslblhtles on boards and administrators. It will now be board,

system. and campus administrators who must say ‘‘no’’ to unit rnanagerst

and take responsibility for such issues as salary; program reatlocations;

tuition, and auditing controls. At the same txme. less  comncern about the

details of 1nst1tut10nal spendxng will put added pressure on state dffic1als

Many of those interviewed, at both the state and institutional levels,

agreed that a more programmatic budget review process would be & step
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accomphshments of broad clusters of ectivities rather than individual
objects-ef-expenditiire.
For their part institutions will have to strengthen their own internal

auditing fanctions and provide the public with a better sense of their ac-

complishments: A shift to a program emphasis at the state level will

likely in-resse the amount of post auditing and put added pressure on
solving some of the overarching problems of program duplication and
productivity. It may also put added emphasis on the coordinating func-
tion of the State Board for Higher Education and give new importance to
the SBHE funding guidelines.

Postscript. With support from executive agentlev and SBHE, there

were a number of legislative and gubernatorial initiatives on institutional

flexibility in 1983. While the governor would not endorse the University

of Maryland's sweeping proposal for budgeting and accountability

changes statewide (similiar to those initiated in Colorado); hz did support

more limited increases in flexibility within the University system. The
legislature passed a bill which allowed the University to carry forward
special (largely tuition) and federal funds from one year to the next. The
University must still submit budget amendments to the Board of Public
Works; however; to spend these savings in subsequent years. Another
bill passed which allowed University College (the University’s totally
self-supporting continuing education program) to receive credit for in-
terest earned on fund balances. Funds will remain with the state and be
mveéii;d bj’ tl’ié §tété tréééijréi' The leglélétﬁré él§6 éddpteﬂ légi@létibh
that,agency. thhm cgrtam hrmts to delegate to agenc;es responmb;llty
fdr tl’ié pfﬁcﬁréméﬁt df Cbi’iifjiitéi‘:rélﬁtéd éﬁﬁifjiﬁéht and §éi’ViCé§ §O lﬁﬁg

Implementatlon regulations were being developed in the spring of 1983
In addition, the governor established a task force committee to study the
flexibility issue further, Chaired by the lieutenant governor, the commit-
tee consisted of eight legislators, two representatives from the Univer-
sity of Maryland, and one representative from each of the other govern-

ing boards and the State Board for Higher Education.
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Chapter 3

Improved Efficiency @
Through Decreased Government Regulation:
The Case of Wisconsin

Reuben H. Lorenz

In the budget instructions for 1981-83 issued by the Wisconsin Depart-
ment of Administration, one of the major themes is ‘‘deregulation.” The
precise langiiage is as follows:

As an overall budget theme in 1981-83; every agency wili be
asked to examine ways in which it can decrease the degree of
regulation imposed on activities of private enterprise and
private citizens. Proposals may be large-scale; such as ending
all regulation in some area; or minor; such as simplifying

proposals should ,be 1dent1f1ed ) along with any statutory
modifications needed to accomplish them, as a separate com-
porent of the budget request.

The institutions of the Umversxty of Wisconsin (UW) System are not

regulatory agencies; but they are subject to numerous regulations and

administrative controls at the federal, state; and local levels: Directly or
indirectly, the costs and educational censequences of these regulations
and controls are assumed by private citizens throughout Wisconsin—tax-
payers and students, as well as faculty and staff. Like inflation; these
costs represent a hidden but steadily increasing draw on the limited
reSoiirces available to institutions of higher education. Moreover, in an
era of limited budgets, externa! requirements and controls may build
rigidities into institutional management that prohibit responsible efforts
to introdiice innovation or contract programs.

The combmatlon of sustamed hlgh inflation in the Umted States

without a corre:;ponding increase in productlwty has made the cost of

govemment regulatxons—-—partmuiadv as they affect private ernter-

prise—a major national concern in recent yenrs The importance which

the Wisconsin Department of Administration has given to the questlon

of deregulation and to examination of some of the policies and procedures

Reuben H. Lorenz ié il}ce l;reéicié'nt imd 'I‘ruét bfficer. The University of Wisconsin
System.
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developed within the bureau has, therefore, been both timely and con-
structive: The focus of this paper is on actions which a state government
may take to lessen the burden of regulation on public institutions,
without retreating from the purposes and concerns behind those regula-
tions and controls.
The Consequences of Regulation
The UW System is affected by government regulations and controls in
a variety of ways: as an employer, as an intermediary in grants and loans;
as custodian of hundreds of thousands of personnel records; as a manager
- of buildings and grounds, as a purchaser of supplies and services, ‘as a
research center, and in many other ways. Any multi-billion dollar enter-
prise, public or private, which has an impact on as many lives as the UW

Pollut;on does not. change 71ts compos;tlon when, it comes out Qf a
publicly-owned smokestack. Discrimination by public employers against
women or minorities or the handicapped is no less onerous than that of
i‘.ii'i\?été employers—and may be more offensive. The same is true for
misuse of wetlands, unsafe working conditions, and invasions of pnvacy
With or without explicit regilations compelling compliance, public in-
stitutions should lead by the example they set. The special privilege of
taxpayer support carries with it special responsibilities.

Unfortunately, and too frequently, the costs associated with meeting

those special responsibilities are not recognized: These costs take two

Direct expenditures for mew staffing, new equipment, paperwork,
postage, and the like, to implement regulatory i-equireinente and monitor
complmnce with them. Business firms can frequently ‘‘pass on” such
costs in hxgher product and service prices. Public universities often can-
not, because they are subject to a variety of legislative and executive

budget and posntlon controls, as well as taxpayer scrutiny: To the extent

that these costs are passed on; students (and taxpayers) pay more. To the

extent that they are “‘absorbed,” students get less:

Indirect cost,s and the dlstortxon of educatwnal mxss:on which may ac-
company them. Faculty members who are filling out forihs are not con-
ducting research or ‘‘keeping up with their discipline.” The cost of their
displaced efforts does not show up on the balance sheet but it does affect:
the overall “productlvxt:y” of the enterprise. Of greater long-range corn-
cern are the cumulative distortions which may occur in the nature of the

educatmnal enterpnse The bureaucratization of the academy and an ac-

companying decline in the quality of the various academic ‘‘products”
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are the almost inevitable result of over-regulation. Bureaucratic struc-
tures are necessary to assure uniformity and compliance to external re-
quirements within organizations. But; as artists and arts rﬁéifagéfsf and

known, innovation, creatlwty, ‘and solid schqlarsl:up are rarely fostered in
bureaucratic environments. The standards of accountability which
prevail in the marketplace of ideas are real and stringent, but they are
also different from bureaucratic norms, and must be, if conformity and
mediocrity are not t¢ become the rule.

Federal Concerns

The cost of comphance with federal regulations by institutions of

higher education is substantial, and both the cost burden and the scope of

regulations have grown rapidly over the past decade: As many as 34 Con-

gressional committees and at least 70 subcommittees have jurisdiction

over 439 separate laws affecting postsecondary education. Furthermore,

educational regulatxons are only one of many ways; ranging from Social
Security to pension regulation to environmental safeguards to occupa-
tional safety measures, that the federal government affects the cost of
domg umversxty business.

This is not to dispute the need or value of most of the federal laws and
regulations. Some are the “stick’’ that goes with a federal funding *car-
rot'’; others press policies and principles which most university officials
would agree are long overdue. What may be frequently dispiited are the
level of detail within the regulations and the lack of flexibility and sen-
Slthity in their adnnmstranon Because of such unnpccessanly burden-
some approaches which serve few constructwe murposes in terms of com-

pliance £nd accountability, millions of dollars are wasted: There are other

costs as well. As UW-Madison's Emeritus Professor William Sewell, who

headed the National Commission on Research, put it, the most critical

probiem facing the nation's research enterprise is “increasing distrust
between the federal government and universities as far as the handling of
research money. We have very frequently heard the argument that a
scientist has to lay out what he is going to do and stick to protocol or he
is going to get in trouble with the accounting process. Scientists asked
us, ‘Doesn’t that inhibit highly creative people from doing the most
creative work—turn scientists inte very controlled bookkeepers?’

State Relatnonslilp

The relationship of state government with the UW System dszers both
in degree and in kind from that of the federal government. Between 40
and 50 percent of the UW System budget is state taxpayer support (the
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federal share is about 17 percent). In contrast to its position as a mere
“beneficiary’’ of federal grants; the University System is part of Wiscon-
sin state government. Its budgets go through the same political process
as those of other state services; and it is subject to many of the same
fiscal and personnel controls and policies as the cabinet agencies headed
by gubernatorial appointees. Yet within state government; the Univer-
§ity S?ﬁtéiii i§ él§o ijiiiqtié Lti Iiiéliy rééﬁé»téziﬁ it§ hi§tb'i'y, Ii:ii§§ibli éhd

UW Sy 'stem With physical fac1ht1es,valued at nearly $3 billion, 27,000
employees. and dan annual budget of $1 billion, the internal managemerit
of the UW System requires budgetary controls and managerial
capabilities analogous to those found in the largest- corporatlons No
other state agency faces a similar circumstance. What is special about
the internal mechanisms of accountability developed within the UW

System is their apphcablhty to the nature of this particular large

orgamzatlon—that is; to the effective management of a umniversity

system with two doctoral institutions; 11 universities;, the UW Center

System; and statewide Extension services. Not surprisingly; glven the
role of state tax dollars in the financing of the UW System; the major
area of friction between the UW System and state government—and, in
particular, the Department of Administration—is the extent to which the
UW System should be viewed like other state agencies, subject to
‘various state controls in personnel; purchasing, travel, and fiscal
management, and the extent to which it should be allowed to ‘‘manage
itself.”

) At 1ssue 1s not the pnnc1ple of accountablhty. but rather, the methods
being used to bring about accountability—the tlmmg and the nattre of
who and what is irivolved. In somie cases, as with various reports that are
mandated at both the state and federal levels, the problem is duphca-
tion—Why must a report be prepared for state government which

substant:mlly (but not t:otally) repeats the mformatlon subnuﬂied to the

federal government? In some cases, such as with stat:e urchasing

criteria which have not kept up with inflation, the problem is meaningless

paperwork and needless; costly delay—Why should the volume of paper-

work increase, Just becailse the purchasing power of the dollar is decreas-

ing? In other cases, as with the need to obtain approvals for employee

absences greater than six days, the problem is what might be called the
“Captain; may I?" syndrome—Why should professionals be treated like

children;, when ample protection against abuses can be had through post-

audit review procedures?
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~ Aboveall, the purpose 6f most state controls and regul l'a”ti'o'iiS—t'd avoid

there should be no dlvergence of purpose; lt isin the interest of 1 managers
at every level to save e\}ér& penny they can. The alternative tb ébﬁtidls

centlves w1th1n the uw System go the other way. Instltutlons cannot af
ford to pursue inefficient and costly alternatives.

In the preparation of their 1981-83 biennial budget proposals; all UW

System chancellors and institutions were asked by Central Administra-

tion to identify areas where ‘‘deregulation’ or improved regulation by

the state would lead to educational dividends; better management, and
administrative savings. Institutions were allowed to be as brief or as
detailed as appropriate: Some submissions were over 20 pages; and vir-
tually all contained information of value. The vehemence of the institu-
tional responses suggested the need for an ongoing mechanism to work
with the state and federal governments in targeting areas for improve-
ment. A vice chancellors’ Committee on Deregula tion was established to
serve as that vehicle.

In reviewing the institutional submissions, reference to federal prob-
lems were set asude for more detmled analysns later. Also postponed were

considerations of issues, such as financial ald teacher certxflcatlon, and

building safety, which mvoived state agencies other than the Depart-

ment of Administration and the Department of Employment Relations

and could bes® be dealt with in direct commuuication with those agencies.

In addition; concerns in approvals-of program.revenue funded posxtxons

_ and concurrence on an acceptable approach to personnel management in-

formation systems were not on the agenda of the Committee because pro-
gress had already been achieved with the Department of Administration
in the development of procedures dealing with these areas. Once this was
ddne, it bééame abpéi‘eiit that thei'e virei'e three ar'e"as 6f iiaramdilnt Ebiii

tion to a vanety of problems that did not fit into a spec1f1c category

In contrast to many of the issues of federal regulation; most of the con-

cerns in the three areas related not to external requirements (applicable
to eU employers, all polluters; etc:) but rather to internal control
mechanisms within state government. Some of the UW System’s prob-
lems with these control mechanisms might be unique; some might appear
minor; but taken together, they add up to a cumulative burden of signifi-
cant consequence; and many would be echoed by other large agencies of
state government.

Followmg isa summary of the issues raised durmg the first survey of

system administrators, and presented to the governor and the legislature .

M
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as an information paper accompanying the 1981-83 Biennial Budget
Request.!

Procurement, Purchasing, Printing
In 1979-80; the University of Wisconsin System made General Purpose

Revenue (GPR) expenthures of over $96 million for supplies and services

{and double this amount in non-GPR purchases). The breadth and

magmtude of the System’s operatxons. and the need to make maximum

effective use of the funds available in a time of tight budget constraints;,

require both expertise in management and extensxve internal controls:
As a result, external controls may frequently be redundant or un-
necessary. In many cases; the Department of Administration (DOA) has
given recognition to the unique circumstances and capabilities of the UW
System. In other areas, there is room for significant progress. ‘

General Purchasing. The statutory limit on sealed bids in Wisconsin ‘s

$10,000. This limit was raised by the legislature in 1976 in recognition of

the impact of inflation on prices of state-purchased goods. Under the

statute; all purchasing below this figure could be delegated to the UW

System; subject to post-audit by DOA: Currently; however, DOA regula-

tions preclude a simplified UW System approach to purchasing. The
same sealed bid limitation which has been in effect since 1979.($3, 000) is

kept in place by administrative regulatlon Written requests for pnces
are required on purchases of $500 or more; and documentation of price
comparisons is required down to purchases of $50. An inordinate amount
of time and money is being spent on transactions that have absolutely no
payback. :

Pnntmg For many years the sorting out of responsxblhtres for prmt-

ing between the Pepartment of Administration and the state agencies

has been a subject of continual friction; relating to the quahty, timing;

and cost of jobs printed under DOA procedures: One goai should be the

delegation of greater authority over the bidding of printing to individual.

mstltutlons

Emergency Repmr Orders. Rather than go through costly delays the
Uw System should be delegated “walver of bid” authority in clearly
defined emergency situations, subject to DOA post-audit.

Computer Acqms:tlon., Under state statute; the Departrijént of Ad-
ministration has authority to regulate computer purchases by the UW
System and state agencies. Although, for the most part, the UW System
has had an effective review relationship with DOA, the paceé of change in
computer technology, DOA rules and procedures, and the statute itself

YN
(4

41



42

may inhibit the most effective purchasing procedures, in an area where
delays can be extréemely costly. The UW System should develop and pro-
pose to DOA appropriate changes which would allow greater flexibility,
delegation, and responsiveness.

éﬁmiﬁﬁﬁiéétiisﬁs i}n"cié'r Wi's?consin §tatu£é ﬁﬁd iij riiiés} thé iﬁgtitu-

tivity, and a number of alternatives have been proposed

‘Surplus Property Disposal. Current reporting procedures on disposal
of surplus property should be simplified.

Minor Project Review. Local construction pro;ects of the UW System
are reviewed by DOA if they exceed $2,500 in cost. Inflation has given
this limitation an unintended; and burdensome, impact. The limit should
be raised.

Personnel
Affirmative Action. The State Department of Employee Relations

(DER) requires an annual report, which takes substantial time to prepare

and has a somewhat different format and time frame from a similar

report required by the federal government: If the federal report were

allowed for state purposes; considerable effort could be saved:
Leave thcy The UW System 15 presently limited by statute in the

number of faculty members who may go on sabbatical leave. As a prac-

tical mntter, fiscal constraints and workload pressures limit such leaves

to a handful throughout the system, and they are all funded without seek-

. ing new state dollars: But the statutory restriction is onerous in that it

suggests that the UW System will never be able to do better in meeting

this educational priority. Looking ahead to a time of enrollment decline,

investments by institutions in academic revitalization will take ur. a new

significance: For this reason, the statutory limitation ought to be raised
from the current 1:5 percent of eligible faculty positions {those who have .
completed 6 or more years of servicej, or eliminated entirely.

General Personnel Process. As a major employer of individuals in the
classified civil service, the institutions of the UW System are delegated
substantial responsibility in recruiting and hiring by the Department of
Employee Relations. Nevertheless, institutions express a variety of con-
cerns about existing procedures,

4



Salary and Reclassification Surveys. Reclassification surveys of a
group of employees can be costly in three senses: (1) the employee time it

employers 1f,salary levels are not kept up to date; (3) the cost of funding
new salary classes once the surveys are completed. Major surveys should
be accompanied by 1 ‘‘fiscal note,’’ with state funding sought to alleviate
di§f5i‘0f56i‘tibﬁéfe burdens.

Prior (and Post) Approval Procedures. Under current DOA procedures,

the UW System must obtain approval for applicant interview expenses,

moving expenses, and out-of-state travel exceeding six working days

Fxscal and internal UW System management constraints make these re-
quirements redundant and they should be eliminated, with UW practices
subJect to DOA post-auth as necessary

85 Percent Mlleage Requu-ement ‘Under Wisconsin statutes, the UW
System and all state agercies are required to reduce the miles driven or
gasoline consumed by 15 percent from 1978-79 levels. The purpose of this
.requirement—to conserve energy——ls commendable, but the paperwprk

associated with assuring that it is 1mplemented is not. The skyrocketmg

cost of gasolme and dxeSel fuel coupled with the general fiscal con-

straints on chancellors and campuses, now make this requirement redun-

dant (that is, there is not enough money in the budget to drive more

rmles) The requirement should be ehmmated

General Travel Requirements. Institutions have pomted out a number
of problems with current travel reimbursement procedures. Given recent
air fare increases; the state’s 107 percent limitation on out-of-state travel
{that is, that costs cannot be more than 107 percent of the previous yéar)
has become unrealistic. The UW System should review with DOA the
costs and benefits of simpler reimbursement procedures, the 107 percent.
limitation; and related concerns.

Conclusion
The history of state administrative controls and regulations is general-

ly one of good men. and women secking to deal with real or percelved

problems through statutory changes and administrative rules: It is dif-

ficult to quarrel with the motives of state policymakers, or the pur-

poses——such as av01ihng dlshonesty. ‘assuring fa1r competition; or pre-

the University System approach the questlon of deregulatlon as 1f it has
not at times been a part of the problem (rather than the solution).

A -~
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In Wisconisin, 1981 proved to be a good year for constructive dialogiie
and change, given the willinghess—perhaps even eagerness—within the
legislative and executive branches of state government to re-examiine the

need for existing regulations and controls:
Following endorsement of the concept of state deregulation by the

governor, the president of the University appointed a commuttee of four

vice chancellors; with apprdpriate support f~om System administration
offlces to address the issues. State governm =nt assigned sm mdnnduals

work with the Umverslty representatives. By the end of 1982, nine
meetings in which the issues were discussed in depth had been held.

Significant improvements have been implemented; probably the most i im-
portant being the attitudinal changes which have evolved through the ex-
tensive interaction of the respective staffs.

Most of the specific improvements have been in the delegation of
authority to the University in the areas of general purchasing, printing,
compiiter acquisitions, telecommiunications, and employeé classifications:

A sealed bid limitation of $3,000 was raised to $10,000 in ac-
cordarnce with the statiitory limit,

An extensive purchasing delegation agreement became effec-
tive February 26, 1982.

A delegation_of iaitithbf'itjr ééf-ééi’nent relating to printing
A delegation of authority agreement relating to classification
of employees became effective June 13, 1982.

The requirement to submit an annual telecommunications in-

ventory was rescinded.
Statutory language raising the sabbatical leave hmxtatlon has
been drafted and has received favorable reaction frbm the

governor:

Statutory language ‘revising current travel reporting re-
quirements will be submitted as part of the 1983-85 biennial
budget:

The joint University-state government efforts to deregulate and pro-
vide more cost-effective administration of public funds have produced
cost savmgs and an unproved work environment. A continuation.of this

interaction is expected in the years ahead:

References
1. The University of Wisconsin System, ‘‘1981-83 Biennial Budget Infor-

mation Paper: Administrative Savings and Improved Efficiency

Through Decreased Government Regulation,” unpublished memoran-

- dum; November 26, 1980.
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Chapter 4
Management Flexibility in Kentucky:

The Passage of House Bill 632
Edwsrd A. Carter and Jack C. Blanton

In a retrenchment, a typical reaction at both the campus and the state
levels is to centralize decision making that pertains to the expenditure of
public funds. This tendency toward central fiscal oversight scems to be a

tural evolutionary process for large orgamzatlons expenencmg
scarcity. An exceptlon to this administrative tendency was manifested in
the 1982 gession of the_Kentucky General Assembly; when that
legislative body enacted House Bill 622—a landmark statute that re-
versed four decades of movement toward state centralization and a
steady growth of bureaucratic rules and procedures applying to the Com-

monwealth’s 8 universities and 13 community colleges.

In 1936, Kentucky state government had gone through r comprehen-
sive reorganization in which hundreds of bureaur, departments, and ad-
visory bodies were eliminated. A streamlined crganization emerged and

was put into place by an omnibus reorgamzatwn Lill enacted by the

legislature. This reorganization greatly reduced the number of govern-

mental units—and also provided for a strong finance department in a

“‘strong governor state.”! Another equally prominent aspect of the 1936

reorganization was the establishment of centralized accounting and pro-
curement functions for the restructured state units:

The 1936 Kentucky reorganization was not ongmally mtended to en-
compass the state colleges and universities. However, state appropria-
tions to the higher education institutions were to be kept in the state
treasury, and payment documents against state appropriations were to
be paid on a state check throjjgh the new certralized accounting system.
The 1936 recrganization did not contemplate that the state colleges and
universities woiild be erimeshed in the new structiire; but anticipated
that they would functlon at its fringe. In retrospect, this presumption did
riot prove accurate:

Over the next four decades; higher education became mired deeper and
deeper in the state bureaucracy. By the mid-1970s; all procurement for

Edward A: Carter is Deputy Executive Director for Finance, Kentut’ky Counicil on ngher
Education.
Jack €. Blanton is Vice Chancellor for Administration, University of Kentucky.
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higher edication, including capital projects, was tinder the central direc-
tion and control of state government in the state Départmeﬁt of Finance.

university admxmstratorstver time, a costly admlmstratlve structure
grew up on each campus whose prime responsibility was to “push paper”
through the state bureaucracy.

The Governor’'s Management Study

In 1982; a series of unlikely events worked to free Kentucky’s public
colleges and universities from most of the costly oversight of their
business uffairs by the state Department of Finance and other state agen-
cies. This noteworthy achievement vas surprising; considering the state
revenue shortfalls that year. {Shortfalls in 1980-81 required that ap-
propriations for all of state government be reduced by approximately
$125 million; higher education’s share was set at $30 million. The follow-
ing year, the higher education budget was reduced from original plans by
approximately $44 million.)

The road to enactment of House Bill 622 began with the election of
John Y. Brown Jr., as governor of Kentucky in November of 1979. Mr.
Brown was, in many ways, unique among gubematorml candxdates He

was a wealthy businessman who had made a fortune in the fast-food

business and had never stood for public office before: He pledged to rid

state Jovernment of ‘‘politics,” or at least such questionable aspects as

JOb patronage and contractuat favors o

_Mr. Brown'’s term as governor has been unconventlonal He 1gnored the
old-time politicans in leading his administration; and launched a national

inw. 1strial development campaign that advertised Kentucky as ‘“‘the state
that is run like a business.”” Most of his top cabinet appointees came from:
the ranks of business and, true to his promise and inclination, he was
oblivious to political considerations in many of his day-to-day decisions.

Early in }us adrmmstration Govemor Brown “challeng I hlgher

education to improve its management practices. As a means of

demonstratmg his concern for the existing management practices in

higher education; the governor put $460,000 into his 1980-82 budget for

an assessment by an ‘‘outside’ consulting firm of management practices

and funding levels of the colleges and universities—which all of the

presidents said were too low in companson with similar institutions in

other states: This tactic concerned many university administrators who

—
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were fearful that the governor’s concept of management for colleges and
universities might be harmful to the hxgher educatlon process.

Respon31b1hty for unplementmg the out81de management assess-
ment was assigned to the state’s Council on Higher Education. The

Council staff identified six areas for review: (1) organizational structure

of the institutions; (2) adequacy and utilization of resources; (3) personnel
utilization; evaluation; and promotional practices; (4) fiscal management
practices; {5} costs which might be inconsistent with mission or not
educationally related; and (6) external management bamers to the opera-
tion of the institutions.

The Council sought proposais for conducting the 1mpend1ng manage-
ment review and received a large number of responses. The accounting
firm of Price Waterhouse and Company was selected, along with MGT of
America, Inc. of Tallahassee, Florida, to carry out this important s’ttj’dy
in the summer of 1981. Soon after the state legislature convened in

January of 1982; the consultants released the first phase of their.report,

A Study of the Management Practices and Procedures of Kentucky's
Public Universities and Colleges, whxch dealt w1th the questlon of exter-

The principal conclusion of the outside consultants was that state rules

and regulatlons and the trappings of state bureaucracy posed the blggest

duphcatlve state procedu;'es that were costly to higher education and the
state.

_ These fmdmgs astonished a number of state offlclals several of whom
believed that the governor would never allow the universities to be cut
free froin central state controls. If the governor had harbored stich
thoughts—and thers is no evidence that he did—his role in initiating the

study may have constrained his criticism: But there was never any public

or private indication that he disagreed with the Price Waterhouse—MGT

recommendations,

The consultants recommended changes in several areaq—purchasxng.
personal service contracts, printing; computer purchases; out-of-state
travel, payroll, suplus property, the selection of architects and engineers;
the oversight of capital construction, and the treatment of claims. Many
of these recommendations, which were presented with more than one
alternative, were incorporated in House Bill 622, which passed during the

1982 session:

Passmg House Bill 622

The role of the Kertucky Council on ngher Education in bringing
about the passage of House Bill 622 was contrary to what many have

5.
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come to expect of coordinating boards. These boards frequently have
been accused of invading campus turf, pre-empting the powers of govern-
ing boards, and grabbing off the functions of university administrators.
Throughout the management study and the enactment of House Bill 622,
the Council and its staff supported the decentrahzatron thrust. ’I‘o the
surprise of some in higher education, the Council did not seek to be

named as a replacement for the Kentucky Finance Department as ‘‘cen-

tral overseer”’ of university business affairs. Rather, the Council pro-

moted the universities’ efforts to take the lead, and provided assistance

when appropnate
Follow:ng the release of the consultant s report m January 1982 the

tralized state administrative apparatus.

The topics addressed in the draft legislation were complicated and dif-
ficult to understand for thosz not familiar with the Department of
Finance procedures. After extended discussions with legislators and -
numerous alterations in the draft; 23 sponsors for the bill were found in
the 100-member House of Representatives. The bill was dropped in the
kopper on February 286, which was late in the session.

Support for the bill by representatives and senators from the home

distrists of all the colleges and universities was virtually unanimous: The

ingher education mstltutlons had recently battled over a formula for

known as the “Umversitles Management Bxll"—was Just the med1c1ne ‘

characteristic fashion; all of the colleges and universities were advocates
for the legislation. This rare unanimity became widely known throughout
the legislative halls; and it eventually paid off.

Several state officials whose “turf’’ was threatened by the bill were fess

supportive. The Secretary of Finance, however, stated that he had no ob-

jection to the enactment of the bill: This position surprised many old-line

bureaucrats who were sure the finance department . would work secretly

against the bill. One employee in the Department of Finance unwittingly

protested that enactment of this legislation would require him to cut his

work force in half. This confession was welcomed by the legislative com-

mittee reviewing the bill, and it was reported favorably with several com-

mittee amendments on March 16 The bﬂl was passed in the House by a

assigned to committes; and reported out on the same day it passed the
House. This urgent timing was cruclal since the General Assembly was
set for adjournment on March 31.

-
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odds wlth a centrahzed myestment program for state funds whlch was

strongly supported by the governor. However, a compromise was

reached for the handling of state monies that satisfied the governor’s
- aides. On March 29, two days before adjournment, the bill passed the
Senate by a voté of 36 to 0, with the investmert amendment attached. On
March 30, the House cbncurred with the Senate amendm'en't by a vote of

House Blll 622 became law with his signature on April 11.

The Effects of House Bill 622
The changes for business management at Kentucky's colleges and
umver-utles that House Bill 622 provldes are in the fDllowmg dreas.

be accomplished at the campus level. The qmversxty puxjchasmg director
is bound by the terms of the state’s Model Procurement Code, das were the
state officials. The universities are no 10nger required to buy from state
central stores certain items that were in great demand, but camed a sur-
charge to cover the administrative costs of tite centralized unit: Univer-
sities and colleges may now initiate or enhance their own stores’
Dperatlons

Capital Construction. State universities may now select and contract
with architects and other consultants; heretofore, the state government
selected and employed architects for capital projects on university cam-
.pliééé Universities also may advertise projects for construction and

award contracts for them. This prerogatlve formerly was vested in the
state Department of Finance. The provisions of the state’s Model Pro-
curement Code miist be followed in accomplishing thlS objective.

Real Estate. Governing boards may employ appraisers; and & acquu'e
and dispose of real property. The acquisition of property still requires the
approval of the state Secretary of Finance; but all of the paperwork
essential to buying or selling real estate (or other surplus equipment) may
now be fully compléeted by university personnel. All state laws applicable
to the sale or purchase of real estate must be adhered to by colleges and
universities.

Fiscal Agents. Many of the capital improvements at Kentucky’s col-
leges and universities are financed from the proceeds of revenue bond

55
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issues: Formerly, the employment of a fiscal agent whose Job it was to
prepare and sell bond issues in behalf of colleges and universities, was the
prerogative of state government; now this function may be assumed by
the institutions’ governing boards.

Accounting and Auditing. The central payment of documents
through state government has been discontinued. Under a compromise
reached during the enactment of the bill, certain state appropriations
must be maintained centrally for inveéstment purposes, but funds are
transferred on a daily basis to each university to cover the prior day's
i:héi:ké All ééébﬁhtihg‘ dii éti éi:t:i'iiél bfiéié, as ﬁreééi'ibéd ih thé légiSlii:

ning board of each institution to make an annual report to the Council on

Higher Education, in a format which meets the existing requirements of

the Council’s system of uniform financial reporting. The law further

prescnbes that the col:leges and universities raust employ a quahﬁed
public accounting firm to conduct a thorough annual financial audit that
speaks to the institution’s compliance with House Bill 622. The
Secretary of Finance may prescribe the minimum scope of any such
audit.

Payroll The state treasurer formerly wrote all umversxty payroll
checks. Electronic data processing tapes were prepared at the campus
level, and then taken to the state capitol in Frankfort every other week.
The tapes were put into the treasurer's computer; the checks were writ-
ten and returned to the campus for distribution. Under the new law, all
payroll checks may now be written at each campus by the university
treasurer,

Affiliated Corporatlons and Foundation. The bill authonzes colleges
and universities to have affiliated corporatlons, and foundations and to
operate them under the provision of H’dix’s’éﬁ?rilil 622. An affiliated cor-

poration (which is not a public agency) is a corporate enticy over which an

institution exercises effective control by means of appointments to its

board of directors, for example, a research and development center:

Institutional Optlon The institutions have the flexibility to elect all

or any number of the provisions of House Bill 622.

Personnel Administration. House Bill 622 had no influence on person-
nel administration in higher education, since the Kentucky Revised
Statiites already give full authority for personnel matters to the institu-
tional governing bodies.
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Stiiiiinéry
The Kentucky experience in the 1982 session of the General Assembly

was unique. It was the product of a series of events that; in retrospect;

were unhkely and were certainly in violation of any ‘‘universal laws of
bureaucracy.’’ The following events coalesced to produce House Bill 622:

the surprise election of an unconventional governor; the study of manage-
ment practices of Kentucky's public institutions; the benevolent posture
of the state coordinating board; the rare unanimous support for this ac-
tion by the colleges and universities, which followed a grim fight among
the institutions over the biennial budget; and the unlikely support of top
officials of the finance department. In the abgence of any single event
described above, the bill could have failed: the governor could have killed
it; the Coiiricil on Higher Education could have doné the same; failure of
any single institution to support the bill could have put it in jeopardy.

Old-timers at the campus level and at the state level are still shaking
their heads in wonderment.

Footnotes
1. Herbert Jacob and Kenneth N. Vines, Polztzcs in the Amencan States

2nd edition (Boston: Little, Brown and Cowpany, 1371); Donald P.

Sprengel, ed:, Comparative State Politics (Columbus, Ohio: Charles E.

Merrill Publishing Company,; 1971);

2. Price Waterhotuse and Company and MGT of America, A4 Study of the
Management Practices and Procedures of Kentucky's Public Univer
sities and Colleges, Phase 1 (Frankfort, Kentucky: Commonwealth of
Kentucky, Council on Higher Education, Séptember, 1981).
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Chapter 5
The Adoption of Budget Flexibility in Colorado:
Its Consequences for the University of Colorado

Marilyn McCoy

In spring 1981, the Colorado legislature ratified an agreement between
the Joint Budget Committee of the legislatire and all public institutions
of higher education in Colorado. At its heart. that agreement, termed the

Memorandum of Understandmg (MOU), transférred respon31b1hty for
boards This change created new mcentxves for the mstltutlons to
generate non-state revenue and gave institutional boards the authority to
set revenue targets and expenditures. In principle, the agreement re-
moved major elemerts of state control and mstltuted a new level of in-
stitutional autonomy that, in essence, blends concepts of private sector
management with responsibilities to serve public sector needs: MaJor
features of this agreement are as follows:

i Expen;hturp-settmg authorltyf was conveyed to the institutional
boards. Previously, the general fund budget (including revenues from
state appropriations, tuition, indirect cost recoveries, and other cash
funds) was set by the legislature, but the MOU gave the authority to set
budgets to the governing boards. In the past, any revenues in excess of
these preset levels could not be svent, since the allowed expenditure
levels had beer: proscnbed by the legislature. With the MOU, the institu-
tional boards were given control of revenues. Tuition and sponsored pro-
grams no longer were appropriated separately; 52 line iterns were reduced

to a lump sum at the University’s genera! campuses; mtercampus

transfers w1th.m systems, except those mvolvmg the Health Science

Center, were permitted’ ahd budget levels for faculty compensatiom;

capital outlay, opc-ating expense, and other expenditure categories

became the prerogative of the boards: Limits on the number of FTE

faculty and selected administrative appomtments were continued, but at

100 percent of state formula ipstead of the p previous policy of 98 percent,

effectively providing room for staffing expansion if so desired by the

boards:

Marilyn McCoy is Director of Plapning and Policy Develop: The © iversity of
Colorado:

S6



Enroltment—settmg policy was not changed: In general; except for the

previously existing state enrcilment limits at the Umversxty of Colorado

(EU), Boulder campus; and Colorado State University, enroliment levels

continue to be demand-based and defined by institutional policy regard-

ing academic admission: standards: (However; the enrollment caps for
CU-Boulder and Colorads State University were.changed to apply only to
residents; thereby uncapping non-resident enrollment.) Supplemental ap-
propriation adjustmes ' s, both positive and negative, are made based on
variances from orlgxnal enrollment targets

Incentlves for nou-state revenue generation were created by thls agree-
ment. Previously, 2ny non-stateé revenues in excess of targets had to be
returned to the stste treasury. These 1ncluded added funds from tuition,
1ndxrect cost reccveries, and other cash funds Wlth the new agreement

features of ths MOU.
Pricing authority was given to the boards. Previously such items as

tuition; student fees; hosprtal rharges, and room and board fees were set

by the legislature; primarily on a cost-based procedure: The agreeinent

gave authority in these areas to the boards:

Special requets to the legislature were, in effect, eliminated by this
agreement. After the initial year of operation, utility supplementals were
élii'iiinafed and Other separate special rediiests viiere placed 0ut5ide the

tl,nued asa separate item, all other requests have been placed outside the
higher education appropriation process.

Consequences of Flexnblhty on the Umversny

The discussion whlch follows relates to the consequences and changed
management practices carried out at the University of Colorado as a
result of the Memorandum of Understanding. (The University is a four-
campus system with units in Boilder, Denver, Colorado Springs; and a
Health Science Center in Denver. It is governed by a mne—member elected
Board of Regents.)

The decision-making discretion afforded by this agreement and the set

of management incentives it created are considered key supports in the

institction’s efforts to improve: {It should be noted, however, that there

is some discontent in other public institutions in the state tied to the nar-

rowing of the negotiating agenda with the legislature and the removal of
the capacity to strike independent. ~~cords with the legislature:) The ma-
jor effects of these changes include: (1) an enlarged resource base at the

5%
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University: (2) differentiated pricing policies that reflect a wider range of
needs (academic, access, market, competitive) than were accommodated
by the singular cost focus of the legislature; {3) rcallocation of resources
to areas of higher need and priority; {4) development of fund pcols for
uriexpected contingencies and support of innovation and program

vplyement and assumptlon of ,respon51b111ty by operatlng managers. An
elaboration on these changes follows.

Enlargement of the Resource Base
Although the state did provide a sngmflcant boost in state support dur-

ing the first year of the flexibility agreement, the major focus has been on

the incentives which now exist for increasing non-state fundmg Flexibil-

ity has clearly led to an increase in total funds avallable to higher educa-

tion. The removal of the requirement to return ‘‘excess”’ or unanticipated

additions to_ tuition revenues and other cash sources represents one

avenue of added support. Before the flexibility agreement, the University

returned about 3 percent of its state appropriations; or approximately

$3 million; to the state at year’s end because historically the institution
has overachieved on _tuition and other cash fund targets set by the
legislature as part of the original budget. Since the legislature set and ap-
proved expenditures, the University was not authorized to spend any
added revenue from tuition; indirect cost recoveries; or interest earnings.
These funds now remaln w1th the 1nst1tut10n and can be expended under

source pf fund,s In the,flrst year.of flezublhty. addxtlons to g;ft funds
doubled over the preceding year, in part because donors recognized that
gift funds would not be replacing state funds—a common misunderstand-
ing confronited by public instititions.

A series of incentives for changes to prlclng pohcy and for greater
management efficiencies also contributes to an expanded base of funds.

For example, the appbcntlon of tuition d1fferent1als has netted an addi-

tional one to two percent of tuition revenues to the base: Improvements

in cash management, in purchasmg/lnventory control, and the reduction

of receivables have similarly increased the base: The acceleration of tui-

tion collections netted approximately $400,000 at the Umver31ty in

added interest income: In addition, earlier tuition colections had a side

benefit of reducing uncollectibles from an original level of one percent to

its current level of .45 percent, for a combined benefit of over $1 million
additional funds annually: At the Health Sciences Center of the Umver-
sity, the time period for receivables has been cut in half:
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port initial research efforts by young and prormsxng tenure-track faculty,

to reward excellent teaching through bonuses; to improve capital outlay
support; to provide computer resources for faculty,; and to stimulate fur-
ther research in selected disciplines; such as the humanities foundation
now being established by the University.

Management Efficiency
Prior to the MOU;, there was little incentive to introduce practices that

might improve_efficiency but would involve some expenditure for im-
-plementation. Such expenditures would have replaced the operating
needs of the Uriversity and any added income would return to the state.
Under the flexibility agreement these ificentives now exist. For example,

retrofitting facilities to gain energy savings, installing new computing

systems for billing and cost-tracking, publicizing changes in tuition col-

lection procedures; and allocating management staff to identify and im-

plement these pohcles represent examples of practlces whlch 1nvolve

income and are encouraged w1th1n the flexibility agreemert. Whereas the

reqmrement to return ‘“‘excess’’ cash to the state treasury prowded clear

incentives to build inventories, current interest earnings on cash provide

the opposite incentive—leading to an improved management of purchas-
ing and inventory control. Similarly, the potential for greater interest
earnings led to an acceleration in colléctions of tuition and patient
receivables. Faculty and other uinit managers now face clear incentives to

save monies in one area and devote them to other uses. So, for example,

9-month versus 12-month secretarial support may be preferred, if the

savxngs can be used to purchase needed capltal equxpment. In general

proved with the MOU

Responsibilities of Operating Managers

_ One of the key benefits of management flexibility is that once it is fully

in place it provides incentives at the operating level to control staffxng,
save funds, and reallocate resources accordJng to unit needs. Since any
centralized definition of these needs is unlikely to accurately forecast
unit needs; the capauty for umts to reallocate makes flexibility a reality

at the local level. Local managers also carry the responsibility to meet

budgets. Both reserve funds or deficits can,; and are; carried over if a unit
under- or overspends its budget—thereby ensuring unit accountability.
It should be noted, however, that the ‘‘theory’’ of ﬂé’iub'lhty takes time to
materialize; many operating managers schooled in the prior system have

been slow to adjust. Until trust and confidence in the new system can be

developed; some managers are reluctant to embrace these changes.
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Needs for Revnsnons
Although there 1s wxdespread support for these changes m the relatlon-

the MOU agreement have been suggested.

Inclusion in the State Personnel System

One of the key areas of concern Stems from the incliusion of the bulk of
staff (exclusive of faculty and top administrators} within the state person-
nel system. Including staff in the state system deprives the University of
the flexibility to establish pay scales and appointment terms, and the
capacity to mandate selected furloughs and leaves. The University is
responslble for paying state-mandated wage scales without the state fac-
ing a comparable mandate to cover these costs—an uneasy position at

best.:

Inclusion in the State Purchasmg System

Although this area is of much lesser concern than the inclusion in the
state personnel system; it is not clear that the University has benefited
by forced participation in the state purchasing system. In many cases the
University could acquire materials more efficiently and less expens1vel~
outside this system.

Re-examination of Adequacy of State Support

Another revision reldates to the adequacy cof support provided by the
state in the current formula to each institutional sector. The state
government in Colorado operates under spending limitations which
restrict the rate of annual growth in the state budget to seven percerit,

regardless of other consuieratlons, such as the level of demographlc or
economic growth in the state or the level of inflation. The potential

budget strains created by this limitation in times of high growth or infla-
tion are clear:.

_The level of state support for the Umvers1ty was 1mt1ally established at
the existing per resident student average, with subsequent adjustments
for inflation (as determined by the state’s capacity to meet these price
changes) and enrollment growth. Comparisons of per student expend-
itures at Colorado’s public institutions with similar institutions
élééWhéré §h6W méj(ii' défiéiéiiciés iil 'o"p’é'ratin'g §ii§§6rt:iti iﬁbst caéés,
affect the level of state support greater emphasls on graduate educatlon

or capltal intensive forms of education, siich ds engineering or the
sciences, is not encouraged by the current formula. Instead, incentives

)..
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for greater enrollments in low cost d15c1p11nes and at the lower dlvu-non

level are encouraged. Some adjustment is needed to redress these incen-

tives and thereby ensure that state priorities are met:

Average Versus Marginal Funding

As currently practiced, enrollment incredases or decreases result in sup-
port changes based on average FTE stiident allocations rather than
marginal increments (decrements) The dlsadvantages of such funding
strategies, partlcularly to institutions which are losing enrollment, have
been widely discussed in the higher education community. Although the

University of Colorado continues to expeleence high and growing de-

mand; other institutions in the state ave not been as fortunate;

Addressing Special Needs

The MOU explicitly excluded the option of special reguésts, with thé
exception of capital constriuction projects, which continue to be con-
sidered on an individual basis by the legisiature. (Since the state has a
seven percert statutory limit on spendmg. both the operatlng budget and
capital construction budgets must be financed within this limit.)
Although some needs can probably be accommodated through the

rcallocations permitted by flexibility, others may be too large to address

successfully and, at the same time, toc important to ignore: For example,

the depreciation of physical assets was not adequately addressed before

flexibility, nor has it been dealt with effectively since the MOU: Selected

members of the legislature are proposing support for special needs; such

as one effort to create an Electronics Institute to encourage further
economic development of related industries in the state:

Politically Sensitive Issues

'The Memorandum of Understanding is an agreement Wfﬁéﬁiﬁééité f)e
renewed annually with the legislature in Colorado. Because this agree-
ment _is not a,p,ermanent arrangeraent (as in some states), a number of

specific ‘‘sensitive’’ issues could endanger or alter the agreement

The delegatlon of tu1tlon settlng authorlty to the mstltutlons has been
a source of subsequent legislative concern. Tuition operates as the key in-
centive lever for greater state appropriations, with the institutions ex-

plicity 1dent1fy1ng larger tuition increases as the tradeoff when state ap-
propriation increases of a specific level are not forthcoming. Some
legislators feel that tuition increases have been too great. Becaiise
tUItIO"l-SEttlng has a wide range of conseguences for the institu-
tions—academic; fiscal, market—a return of this authority to the state
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would be a major loss, partlcularly at this time when the demographics

are shifting dramatically.
A second area of sensitivity relates to the disposition of the legislature

to ignore important cost developments in estabhshmg the level of state
support—thereby raising the general issue of the quid pro quo for flex-
ibility. A prominent example is the salaries for classified staff, which are
established by state statute and are outside the purview of institutional
decision making. Utilities’ charges also fall into this category. The in-
stitiltibiis are Cbhééi‘ﬁéd thét stété éﬁpibﬁﬁétiﬁh iiiéi'ééses Will 1i6t

\ .,mrd area of sen51t1vxty is that confronted by the Umvermty of Col-

orado in its role as resource allocator among the campuses within its

syuten. 'The responsibility for budget decisions related to faculty

sala~ies; tuition levels; and mtercampixs alocation of funds now clearly

resides with the University’s Board of Regents and its chief ad-
ministrative officers. The intercampus issues have been highly charged
to date; and continue to present difficult management choices as two
developing campuses attempt to make claims against funds at the moere
established campuses.

A fmal area of vulnerablhty relates to the umted posture of hlgher

posture has been 7mtact If e ut.mnt shortfalls are partlcularly dlfﬁcult
at a set of ins’ ‘itutions; or ; ,.(gement practices do not show fiscal

returns, this balance may be RRTATS

Concludmg Comments

_The initial year of “flaxibilit: * i% & ste-insi i tutional financing prac-
tices in Colorado was one of h1g‘!. i 7.2 and co: strained state finances.
Still, a range of cost-sav!ng and int:-7v&in *aving changes in the first year
of its o'p'éi'éti'o'ﬁ {iibﬁﬁbéd {z i.ulij Ji‘* ‘“f '”i ’?réi'h ?ﬁhéhi‘éi’ﬁénts siji:h as

provement. And, dﬁunng, the 'second ycar. wb,en”stute revenue shprtfaus
were encountered, flexibility proved a vu sable ‘‘sm..ctiung’ mechanism
to anieliorate these downwaird adjustivetits i Slate appropriations. The
major effects of this charnge in respoivirbility hidve been a selected number
of program enbancements axd mproved efficiency in the operation of the
university; greeter sens1t1v1ty in pricing mechanisms to a variety of
academic, market, and other nees; key incentives for income generation;

and the opportunity for operating managers (deans, directors, depart-
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ment chairs, and faculty) to use their fands for the highest priority needs.
Although the timing of these changes dovetails with difficult economic
times, administrators at the University of Colorado would clearly en-

dorse these changes and attribute a greater capacity to deal with these
economic difficulties in ways that are less damaging to the academic pro-
gram and objectives of the University. The adoption of flexibility has led

to the coupling of conservative budgeting/financing procedures with the
introduction of new academic policies to improve the quality of the

University. 7 B
At the same time, it is important to recognize that changes in

budgetary procedures can go only go far in contributing to improvements
at an institution. A series of non-financial developments is a necessary
and important complement to such financial shifts; and clearly have been
more significant in creating a basis for change within the institution.
This University has underway a concerted effort of significant program
review, recently has made major revisions to its tenure procedures; is
developing a more sophisticated and consultative process of academic

and financial policy-setting, and has experienced a number of important

management changes. Combined, these factors are more significant in
defining the future of the University than the introduction of flexibility
alone can accomplish: Budget flexibility, however; has been essential in
contributing to the University’s ability to implement changes identified

through academic review and policy development.
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