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Introduction

California has one of the world’s largest systems of public
higher education, enrolling more than two million students
each year. This system currently receives more than $30 bil-
lion annually in support of its activities.

Where does this funding come from? How are costs divid-
ed among various groups (such as undergraduate and graduate
students)? What role do student fees play? How is financial
aid funded? How does the state decide how many students to
fund in a given year? The purpose of this primer is to address
these and other questions related to the funding of higher
education in California, so as to aid policymakers and other
interested parties in their deliberations and decision making.

This primer is organized into the following sections:

(1) overview of California’s higher education system, (2)
enrollment, (3) student fees, (4) financial aid, (5) other bud-
get considerations, and (6) accountability. At the end of each
section, we identify several policy questions that we believe
warrant the Legislature’s attention. We follow these with a
concluding section that includes our recommendations for leg-
islative action on higher education funding issues in the near
term. Also included at the end of the primer is a glossary of
common terms related to higher education funding and a list-
ing of selected LAO publications related to higher education.
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Overview of California’s
Higher Education System

California’s public higher education system enrolls over
two million students annually. It also conducts basic and ap-
plied research in numerous fields, and performs public ser-
vice to the state and local communities in various ways. For
2004-05, the state provided about $9 billion in General Fund
support for higher education. Despite significant variation
in the state’s fiscal health over the past decade, higher edu-
cation’s share of total General Fund spending has remained
at around 12 percent throughout that period. As shown in
Figure 1, student fees, local property taxes, and federal/other
funds also contribute toward total funding for the system’s
operations. Figure 1 (see next page) does not include an ad-
ditional $13 billion in federal and other funds that supports
noncore activities such as managing the federal Department of
Energy labs and providing medical services.

The state’s system of public higher education involves
three “segments”: The University of California (UC), the
California State University (CSU), and California Community
Colleges (CCC). It also includes Hastings College of the Law,
the California Student Aid Commission (SAC), and the Cali-
fornia Postsecondary Education Commission (CPEC). The
state’s Master Plan for Higher Education, originally adopted
in 1960, ascribes distinct missions to each of the segments and
expresses a set of general policies for higher education in the
state. However, while the Master Plan describes a general vi-
sion for higher education, it provides little guidance as to how
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Figure 1
Sources of Higher Education Funding

2004-05 Budget
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General Fund
Student Fees
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the system should be funded. Instead, the Legislature, Gover-
nor, and the segments themselves have developed a number
of policies that guide higher education finance. In addition,
numerous funding decisions are made annually as part of the
budget process.

Budgeting for Higher Education

As part of his annual budget proposal to the Legislature,
the Governor proposes funding for the various components of
the higher education system. In recent years, the Governor’s
annual budget proposal has in part been influenced by multi-
year funding plans developed between the administration and
the public universities. The latest such agreement, referred
to as the higher education “compact,” was developed in the
spring of 2004 and establishes annual funding targets through
2010-11. While the Governor has committed to pursue these




Legislative Analyst’s Office

targets in his budget proposals, the Legislature is not a party
to the compacts and is not bound by them. Instead, as part of
the annual budget process, the Legislature considers the Gov-
ernor’s budget proposal in light of available resources, legisla-
tive priorities, programmatic effectiveness, and other factors.
The Legislature typically deals with about a half-dozen cost
factors that drive the overall budget. We discuss each of these
cost factors below.
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Enroliment

One of the principal factors influencing the state’s higher
education costs is the number of students enrolled at the three
public higher education segments. In fall 2003, approximately
2.2 million students were enrolled either full-time or part-time
at CCC, UC, and CSU. (We describe the differences between
this headcount measure and the alternative full-time equiva-
lent [FTE] measure in the text box on the next page.) Figure 2
summarizes actual headcount enrollment for the state’s pub-
lic colleges and universities for the past 40 years. The figure
shows that enrollment grew rapidly through 1975 and then
fluctuated over the next two decades. Since 1995, enrollment

Figure 2
California Public Higher Education Enroliment?
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8Includes the University of California, the California State University, and California
Community Colleges.




A Primer: Funding Higher Education

grew steadily until a slight decline in 2003. This decline was
largely made up of part-time community college students who
were taking relatively few courses. Despite this drop in head-
count, there was a much smaller decline in community college

FTE enrollment from 2002 to 2003.

Eligibility

The Master Plan is the state’s major policy statement on
ensuring access to higher education. It established admission
guidelines that remain the state’s official policy today. The
plan calls for:

FTE Versus Headcount Enrollment

In this report, we generally refer to full-time-equiva-
lent (FTE) students, rather than headcount enrollments.
Headcount refers to the number of individual students
attending college, whether they attend on a part-time or
full-time basis. In contrast, the FTE measure converts
part-time student attendance into the equivalent full-time
basis. For example, two half-time students would be
represented as one FTE student. In 2003-04, the ratio of
FTE to headcount enrollment was 0.88 at the University
of California, 0.75 at the California State University, and
0.68 at California Community Colleges.

Headcount measures are useful for indicating how
many individuals are participating in higher education at
a given point in time. On the other hand, FTE measures
better reflect the costs of serving students (that is, the
number of course units taken) and is the preferred mea-
sure used for state budgeting purposes.

10
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e The community colleges to accept all applicants who
are high school graduates, as well as any other adults
who can benefit from attendance.

e The California State University to accept applicants
from the top one-third (33.3 percent) of public high
school graduates, as well as all qualified community
college transfer students.

e The University of California to accept applicants from
the top one-eighth (12.5 percent) of public high school
graduates and all qualified community college transfer
students.

By establishing these tiered eligibility targets, the Mas-
ter Plan seeks to balance the twin goals of access for all and
quality instruction for a variety of skill levels. (The box on the
next page provides more information on eligibility for first-
time freshmen.)

Enrollment Growth

As part of the annual budget process, the Legislature
typically augments each segment’s budget to accommodate
growth in enrollment. Determining the amount of enrollment
growth to fund can be difficult, however. Unlike enrollment
in compulsory programs such as elementary and secondary
education, which increases and decreases in almost exact
proportion to the school-age population, enrollment in higher
education responds to a variety of factors. Some of these fac-
tors are beyond the control of the state, such as population
growth, but others stem directly from state policy choices,
such as higher education funding levels and fees. Moreover,
with the exception of population growth, it is often difficult
to accurately predict factors that affect the level of demand
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for higher education. As a result, most enrollment projections
have had limited success as predictors of actual enrollment
demand. (See box on page 15 discussing current enrollment
projections.)

In general, the two main factors influencing enrollment
growth are (1) growth in the underlying population, and
(2) changes in participation rates.

Population Growth. Other things being equal, an increase
in the state’s college-age population (primarily 18- to 24-year-
olds) causes a proportionate increase in those who are eligible

First-Time Freshman Eligibility

In order to achieve their Master Plan targets, the
University of California (UC) and the California State
University (CSU) have adopted their own specific admis-
sions criteria—such as minimum grade point average and
SAT scores—for first-time freshmen. Students meeting
these requirements are identified by the segments as be-
ing “eligible” for admission. Eligibility applies to each
segment as a whole, and does not guarantee admission
to any particular campus. This is because some cam-
puses do not have the capacity and resources to admit all
eligible applicants who desire to enroll there. As a result,
some campuses use additional admissions criteria (which
are stricter than systemwide eligibility criteria) to select
new students from among eligible applicants. Eligible
students who cannot be accommodated at the campus of
their first choice typically are offered a space at a differ-
ent campus in the system.

For the most part, it has been the responsibility of the
segments to periodically adjust their admissions criteria

12
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to attend each segment. Population growth therefore is a ma-
jor factor behind increases in college enrollment. Most enroll-
ment growth projections begin with estimates of the growth
in this population cohort, which for the rest of this decade is
expected to range between 1 percent and 2.5 percent annually.
As shown in Figure 3, (see next page) in recent years the state
has provided funding for enrollment growth that far exceeded
changes in the college-age population. This reflects deliberate
legislative policies to increase college participation, as dis-
cussed below.

to ensure they continue to draw their students from the
target populations called for in the Master Plan. In order
to gauge how well the segments are doing this, existing
law requires the California Postsecondary Education
Commission (CPEC) to periodically estimate the per-
centages of California public high school graduates who
are eligible under the segments’ admission criteria. The
most recent CPEC eligibility study was based on 2003
public high school graduates. In this study, CPEC found
that CSU was drawing from the top 28.8 percent of pub-
lic high school graduates, which is below its Master Plan
target of 33.3 percent. On the other hand, CPEC reported
that UC was selecting from the top 14.4 percent of public
high school graduates, which is above its Master Plan
target of 12.5 percent. The CPEC also found that about

6 percent of graduates met UC’s course, grade, and

SAT I requirements, but did not take the SAT II (which is
not required by most colleges). When these students are
included, UC is drawing from about the top 20 percent of
high school graduates.

13
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Participation Rates. For any subgroup of the general
population, the percentage of individuals who enroll in col-
lege is that subgroup’s college participation rate. California’s
participation rates are well above the national average. The
state currently ranks fourth (tied with four other states) in
college enrollment among 18- to 24-year-olds and first among
25- to 49-year-olds.

Future changes to participation rates are difficult to predict
because eligible students’ interest in attending college (that
is, enrollment “demand”) is influenced by a number factors.
These include student fee levels, the availability of financial
aid, the prestige of the degree, the availability and attractive-
ness of other options (such as entering the workforce), and
other factors that change over time in response to economic
conditions and state policy.

Figure 3

State Funding for Enroliment Exceeds
College-Age Population Growth
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2 Full-time equivalent (FTE) students at UC, CSU, and CCC.
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Enroliment Funding Rates

In addition to deciding the amount of additional enroll-
ment to fund in the annual budget, the Legislature must de-
termine the appropriate amount of funding to be provided for
each additional student. The state currently provides different
funding rates for enrollment growth at each segment of higher
education. Specifically, the state provides the lowest rate to

Current Enrollment Trends

Higher education enrollment projections for the peri-
od of the late 1990s through about 2012 generally antici-
pate an increase in the traditional college-age population,
caused largely by the children of the post-World War II
“Baby Boomers” reaching college age. Although the size
of the “baby boom echo” is considerably smaller than its
predecessor, the effect on higher education enrollment is
sometimes referred to as “Tidal Wave I1.”

Most projections of annual changes in the college-
age population anticipate fairly modest increases, rang-
ing between 1 percent to 3 percent for the rest of the
decade. After that time, the state’s college-age population
is expected to decline as the baby boom echo ages. How-
ever, projections of college enrollment are more varied,
due primarily to different assumptions about changes
to college participation rates. For example, enrollment
projections by the California Postsecondary Education
Commission and the California Department of Finance
assume that college participation rates will increase for
certain groups in the short term. This results in larger
enrollment growth than would be projected with an as-
sumption of constant participation rates.

15
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community colleges, a somewhat higher rate to CSU, and the
highest rate to UC. As discussed below, the methodology used
to calculate these rates differs between the universities and the
community colleges.

Growth Funded at Marginal Cost. The UC and CSU
annually estimate the amount of funding they will require
for each additional FTE student enrolling in the coming year.
These amounts reflect the costs of additional faculty, teaching
assistants, and various support services. However, they do not
include fixed costs (such as facilities and utilities) that typical-
ly do not change with a small percentage increase or decrease
in the number of students.

After calculating these “marginal cost” rates, the students’
share of these costs (in the form of fees) is subtracted to de-

Existing Funding Methodology
Includes Eight Cost Factors

In the mid-1990s, as a result of a reporting require-
ment, the University of California (UC), the California
State University (CSU), the Department of Finance, and
the Legislative Analyst’s Office formed a working group
to improve the method used to fund enrollment. The
result was a marginal cost methodology that estimated
the amount of funding needed to support each additional
full-time equivalent student at UC and CSU. Today, the
state continues to use virtually the same marginal cost
formula. This formula accounts for eight cost factors
(listed in the accompanying figure). Each factor is itself
associated with a specific method for determining related
per student costs. The figure displays a simplified ver-
sion of the marginal cost calculations used to derive per
student funding rates for UC and CSU in 2003-04.

16




Legislative Analyst’s Office

rive the amount of state General Fund support required to pay
for each additional FTE student. Based on these calculations,
the state provides funding for enrollment growth in the annual
budget. (Please see nearby box for a further description of the
existing marginal cost methodology.)

CCC Growth Funded Differently. The state does not
employ an explicit marginal cost formula to fund enrollment
growth at the community colleges. Instead, the state funds
enrollment growth for the CCC system by increasing the prior
year’s total enrollment funding by a specific percentage. For
example, the state would fund a 3 percent increase in enroll-
ment by increasing the prior year’s base apportionment fund-
ing by 3 percent. Actual allocation of this enrollment growth
funding to individual districts follows a somewhat compli-

Existing Marginal Cost Formula Determines
Funding Rate for Additional UC and CSU Studentsa

2003-04

Basic Cost Components

(Based on 2002-03 Costs) uc Ccsu
Faculty salary $2,876 $2,514
Faculty benefits 559 632
Teaching assistants 643 269
Instructional equipment 292 143
Instructional support 3,693 1,068
Academic support 808 1,212
Student services 935 878
Institutional support 1,007 1,097
Total cost per student? $10,812 $7,813
Less portion funded from student fee revenue -$1,782 -$1,219
State funding rate per student? $9,030 $6,594

2 California Community Colleges do not have a comparable enroliment growth funding model.

b Reflects funding per full-time equivalent student. The UC numbers do not add exactly due to rounding.

17
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cated formula that takes into account the size, growth patterns,
and relative funding of the various districts.

When this growth funding is allocated to individual CCC
districts, different amounts are provided for students enrolled
in credit and noncredit courses. Credit courses generally offer
collegiate-level instruction whereas noncredit courses provide
precollegiate instruction such as basic skills and English as a
Second Language. Students taking noncredit courses do not
earn college credit and do not pay education fees. The per-stu-
dent funding rate for CCC noncredit courses is about one-half
the credit rate.

Issues for Legislative Consideration

The Legislature’s annual enrollment funding decisions
involve both estimates of demographic change and policy
choices. Enrollment-related policy questions include:

e  Marginal Cost. How suitable is the existing marginal
cost methodology? Could greater efficiency and ac-
countability be gained by instituting more differenti-
ated funding that provides different rates for different
types of courses? Should more expensive courses
(such as lab courses or graduate seminars) receive a
higher funding rate than less expensive courses (such
as undergraduate lecture courses)?

e  Funding Methodology Differences. What are the
advantages of employing different methodologies to
fund enrollment growth at the different segments?
Could greater efficiency and accountability be gained
by standardizing the funding methodology for all three
segments? Should similar types of services (such as
remedial services) receive similar amounts of funding
irrespective of the segment offering the services?

18
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Enrollment Planning. How should the segments plan
for fall enrollment prior to the adoption of the budget
in the summer? Should the state adopt a long-term
enrollment policy to guide both its enrollment funding
decisions and the segments’ admissions decisions?

19
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Student Fees

At the state’s public colleges and universities, students
who are California residents pay education fees that cover a
portion of their total educational costs. (Nonresident students
pay higher charges that are intended to cover their full educa-
tion costs.) Current resident fee charges for the three segments
are shown in Figure 4. Fees provide an important source of
funding for the state’s public higher education system, ac-
counting for almost $3 billion of total funding in 2004-05.
This revenue is available for the same general purposes as
General Fund revenue. From a policy perspective, student fees

Figure 4
2004-05 Student Fees

(Systemwide Fees for Full-Time Students)

uc CSuU CCC
Resident Fees
Undergraduate $5,684 $2,334 $7802
GraduateP 6,269 2,820 —

Nonresident Fees

Undergraduate $22,640 $12,504 $4,4702
Graduate 21,208 12,990 —

@ The cCC charges residents $26 per credit unit and nonresidents
$149 per unit.

The UC charges higher systemwide fees for certain professional
school programs. In 2004-05, these fees ranged from $8,389 for
the nursing program to $19,324 for the business program. The
CSU charges lower graduate systemwide fees ($2,706) for its
teacher education program.

b
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also can promote educational accountability. When students
and their families have a direct financial stake in their educa-
tion, they are more inclined to hold their schools accountable
for providing high-quality educational services.

Who Determines Fee Levels?

The UC Board of Regents and CSU Board of Trustees
have statutory authority to set fee levels for their respective
segments, whereas the state has direct authority to set fee
levels for CCC. Notwithstanding this statutory distinction,
the state has considerable influence over fee levels at UC
and CSU. This is because the level of General Fund support
provided in the annual state budget assumes that particular
levels of fee revenue will be received by each of the segments.
Thus, UC and CSU could experience a budget shortfall if they
charge fees that are less than is assumed in the state budget.
Conversely, if UC or CSU charge fees above the level the
Legislature thinks appropriate, the Legislature could reduce
that segment’s General Fund appropriation in order to deny it
any financial benefit from the fee increase.

What Factors Guide Fee Decisions?

State Had a Fee Policy From Mid-1980s Through
Mid-1990s. The state had an explicit fee policy in effect
from 1986 through 1996. Chapter 1523, Statutes of 1985
(SB 195, Maddy), established three main policy principles:

e  State and Students to Share Costs. The state should
bear primary responsibility for the cost of postsecond-
ary education, but students should be responsible for a
portion of their total education costs.

o  Fee Increases to Be Gradual, Moderate, and Pre-
dictable. Fee changes should be determined at least

22
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ten months in advance of taking effect, and increases
should not exceed 10 percent in any year.

e Aid to Offset Fee Increases for Needy Students. The
state should provide sufficient financial aid to offset
fee increases for financially needy students.

State Currently Lacks Explicit Fee Policy. Since 1996,
the state has had no guiding fee policy. Instead, fee deci-
sions have been made largely in response to the state’s fiscal
condition. During the mid- and late 1990s, when the state’s
economy was strong and General Fund support for higher
education increased, fees remained flat or declined. Since
2002-03, however, fees have increased annually in response
to the state’s fiscal downturn. Figure 5 shows the volatility of
resident undergraduate and graduate fees during this period.

Figure 5
Volatility of Higher Education Fee Levels

Annual Systemwide Resident Full-Time Fees
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Recent Legislation on Fee Policy Vetoed by Governor.
In the 2003-04 legislative session, the Legislature attempted
to reestablish a state fee policy. Assembly Bill 2710 (Liu),
would have reaffirmed the central provisions of the 1985 fee
policy, but it would have moved beyond that earlier legislation
by linking fees to a specified share of education costs at the
state’s four-year universities. Specifically, AB 2710 capped
fees for UC and CSU undergraduates at 40 percent and
30 percent, respectively, of education costs. Although
AB 2710 was passed by the Legislature, the Governor vetoed
the bill, leaving California without an explicit fee policy.

How Does Volatility in Fees
Affect Students’ Share of Education Costs?

Fluctuations in fees have resulted in students bearing a
greater share of total education costs in bad economic times
and a smaller share of costs in good economic times. (“Educa-
tion costs” include costs such as instruction, academic sup-
port, and student services. Books, transportation, food, rent,
and other ancillary costs are excluded.) Figure 6 shows how
fees as a share of total education costs have varied over time
and across the segments. As the figure shows, over the last
15 years, nonneedy students have paid as little as 3 percent
and as much as 29 percent of their education costs. (Most
financially needy students pay no education costs—receiv-
ing grants or waivers that cover these expenses.) Despite the
recent increase in students’ cost burden, nonneedy students
continue to pay a relatively small share of their total education
costs. For example, in 2004-05, nonneedy undergraduates at
UC, CSU, and CCC are paying 29 percent, 23 percent, and
17 percent, respectively, of their education costs. (Although
not shown in the figure, in the current year, nonneedy gradu-

24
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Figure 6
Fees Are Small Share of Total Education Cost
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ate students are paying even a smaller share of costs—21 per-
cent and 18 percent for UC and CSU, respectively.

How Do Fees in California
Compare to Other States?

Despite recent increases, fees at all three public segments
remain low by national standards.

UC and CSU Student Fees Remain Low Relative to
Comparison Institutions. To help assess various operational
aspects of California’s public universities, UC and CSU are
commonly compared to a set of other universities. The UC
has eight of these “comparison institutions” (four public and
four private), whereas CSU has 20 comparison institutions
(15 public and 5 private). As shown in Figure 7 (see next
page), UC fees are below the average of its public comparison
institutions, whereas CSU fees are substantially beneath the

25
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average of its public comparison institutions. In all but one
case (UC undergraduate fees, which rank second to lowest),
UC and CSU have lower fees than all of their comparison
institutions. At both UC and CSU, graduate fees trail those

Figure 7

UC’s and CSU's Resident Undergraduate Fees
Low Relative to Comparison Institutions2

(2004-05)
Undergraduate Graduate
Fees Fees
UC and Its Public Comparison Institutions
University of Michigan, Ann Arbor $8,722 $13,585
University of lllinois, Urbana 7,944 8,310
University of Virginia, Charlottesville 6,790 9,200
State University of New York, Buffalo 5,907 9,455
Average of Public Comparison Institutions 7,341 10,138
uc $6,312 $7,928
CSU and Its Public Comparison Institutions

Rutgers University $8,869 $10,846
University of Maryland, Baltimore 8,020 13,500
University of Connecticut 7,490 8,476
Cleveland State University 6,618 9,308
State University of New York, Albany 6,383 8,949
University of Wisconsin, Milwaukee 5,835 8,131
Wayne State University 5,819 9,978
lllinois State University 5,588 5,646
George Mason University 5,448 7,830
University of Texas, Arlington 5,093 6,740
North Carolina State University 4,260 4,479
University of Colorado, Denver 4,160 6,918
Georgia State University 4,154 4,830
Arizona State University 4,066 5,310
University of Nevada, Reno 3,034 4,009
Average of Public Comparison Institutions 5,656 7,663
CSsu $2,916 $3,402

2 |ncludes both systemwide and campus-based fees.
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Fee Revenue Both Augments and Replaces
General Fund Support

As noted earlier, the state General Fund and student fees
contribute to total resources available for each of the three
segments. The question often arises whether student fee in-
creases actually add to the total resources available to the seg-
ments or whether they simply generate revenue that replaces
General Fund support. Over recent years, fee increases have
accomplished both ends.

General Fund monies and student fee revenue are inter-
changeable. From 1995-96 through 2001-02, for example, the
state provided the University of California (UC) and the Cali-
fornia State University (CSU) with additional General Fund
support specifically to compensate for the effect of inflation on
student fees. In other words, rather than increasing fee levels
to compensate for inflation, the state provided the segments
with additional General Fund support in lieu of those fee in-
creases. By 2001-02, the General Fund had provided a total of
about a half a billion dollars to the combined base budgets of
UC and CSU to compensate for the foregone fee increases.

Beginning in 2002-03, UC’s and CSU’s undergraduate
student fees increased by 10 percent to 30 percent each year.
While these increases were adopted in response to the state’s
fiscal crisis, it is not necessarily the case that they merely
offset other state support. Given the state’s fiscal problems,
General Fund reductions for UC and CSU were a distinct
possibility regardless of whether fee increases were imposed.
Thus, it is likely that the fee increases both backfilled some
General Fund reductions, and increased total revenue beyond
what would have been available without a fee increase. Simi-
larly, fee increases at California Community Colleges during
this period likely resulted both in a backfill of General Fund
reductions and in additional total revenue for the system.

27
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Figure 8

CCC Fees Lowest in Country
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of the comparison institutions more than undergraduate fees.
At CSU, for example, undergraduate and graduate fees are
52 percent and 44 percent, respectively, of the average of its
comparison institutions.

CCC’s Fees Remain Lowest in Nation. Unlike UC and
CSU, CCC has no set of comparison institutions. Instead,
CCC fees typically are compared with the average fee charged
nationwide or the average fee charged by the various regions
of the country. Figure 8 shows that CCC fees are the lowest in
the country—much lower than the national average of $2,155
per year.

Issues for Legislative Consideration

Decisions about student fee levels involve fundamental
policy questions that concern legislative priorities such as ac-
cess and affordability. Central policy questions include:

e  What share of education costs should be borne by
higher-income students who have not demonstrated
financial need?

e Should nonneedy students’ expected contribution (in
percentage terms) vary by segment? by education
level? by discipline? by future earning potential?

e  How can the state help students (both nonneedy and
needy) and their families plan for the costs of their
education?

29
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Financial Aid

Another major cost driver in higher education is financial
aid. Financial aid comes in a variety of forms—including
grants (which are need based); scholarships (which are merit
based); waivers (which are either need based or provided in
recognition of special circumstances); work study (primarily
for undergraduates); fellowships, teaching assistantships, and
research assistantships (primarily for graduate students); sub-
sidized loans; tax credits; tax deductions; and savings plans
with tax advantages.

What Are the Major Publicly Funded Aid Programs?

The state government, higher education segments, and
federal government all administer financial aid programs.
Below, we describe the major financial aid programs available
to California students.

Statewide Financial Aid Programs. The SAC administers
the Cal Grant programs. These programs provide state-funded
financial aid to low-income and middle-income students who
are California residents attending California institutions. Prior
to 2001-02, three programs existed—the Cal Grant A, Cal
Grant B, and Cal Grant C programs. All three programs of-
fered grants on a competitive basis—meaning applicants were
scored based upon their grade point average (GPA) and family
income and then grant funds were distributed to the highest
scoring applicants until all program funds were exhausted.

Chapter 403, Statutes of 2000 (SB 1644, Ortiz), largely
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replaced this competitive selection process with an entitle-
ment program that guarantees a Cal Grant to all students who
meet specified age, GPA, and income criteria. The entitlement
program applies to recent high school graduates who enroll
directly in a two- or four-year college, as well as students who
transfer to a four-year college before turning 24 years of age.
For students who do not meet these criteria, a limited number
of competitive grants are still available each year.

Segment-Specific Aid Programs. The UC, CSU, and CCC
operate large-scale, segment-specific financial aid programs.
These “institutional aid” programs were originally created to
help financially needy students pay education fees. The UC
Student Aid program was established at the same time UC
instituted its registration fee—in 1968-69. Similarly, CSU’s
State University Grant program was established when the
state university fee was instituted in the mid-1980s. Over
time, UC’s and CSU’s programs, however, have evolved and
now each has unique eligibility criteria, award coverage, and
award levels. By comparison, the CCC Board of Governors’
fee waiver program has waived fees for financially needy stu-
dents since its inception in the mid-1980s.

Federal Financial Aid Programs. The United States
Department of Education (USDE) administers most federal
financial aid programs. The USDE directly administers the
Pell Grant program, which covers a portion of the total cost of
attendance for low-income students. College campuses indi-
rectly administer a much smaller supplemental grant program,
the Supplemental Educational Opportunity Grant program, as
well as a federal work-study program and the Perkins Loan
program. The USDE directly funds the Federal Direct Student
Loan program, and EdFund (California’s guarantee agency)
administers the Federal Family Education Loan program.
Both of these loan programs offer subsidized loans to finan-
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cially needy students and unsubsidized loans to nonneedy
students.

In addition to these programs, the Internal Revenue Ser-
vice (IRS) administers two federal income tax credit pro-
grams—the Hope program, which provides students’ families
a credit of up to $1,500 of their first- and second-year tuition

Programs Are Major Public Investments

The question often arises whether institutional aid
programs are supported with “state” monies (General
Fund) or “segment” monies (student fee revenue).

From an accounting perspective, the University of
California (UC) and the California State University’s
(CSU) aid programs are supported with both General
Fund monies and student fee revenue, whereas the
California Community Colleges’ fee waiver program is
funded entirely from the General Fund. (Until 1992-93,
CSU’s program also was funded entirely from the Gen-
eral Fund.) From 1992-93 to the present, student fee
revenue has comprised an increasing share of both UC’s
and CSU’s institutional aid budgets. This is because
20 percent to 33 percent of all new fee revenue each year
(which has been substantial given recent fee increases)
has been added to UC’s and CSU’s institutional aid bud-
gets—resulting in large aid augmentations even though
General Fund support has remained virtually constant.

From a policy perspective, General Fund monies
and student fee revenue can be used to support the same
general education purposes. Given this fungibility, the
critical issue is whether institutional aid programs are
meeting a vital public need in the best possible way.
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and fee costs, and the Lifetime Learning program, which
provides a credit of up to $2,000 of tuition and fee costs for
any year of postsecondary education. The IRS also adminis-
ters several college savings programs and several tax deduc-
tion programs, which allow families to deduct interest paid
on loans, some work-related education expenses, and some
tuition and fee costs when determining their tax liability.

How Much Total Aid Is Available?

Figure 9 lists major publicly funded grant programs for
California students and identifies the associated 2004-05 fund-
ing level. In 2004-05, California students received $3.2 billion

Figure 9

Major Publicly Funded Grants for
California's College Students

(In Millions)

2004-05 Budgeted
Funding Level

State Financial Aid

Cal Grants $758.9

Institutional Financial Aid

ucC $389.2

CSuU 216.5

CCC 276.52
Subtotal ($882.2)

Federal Financial Aid

Grants $1,552.7

Total $3,193.8

@ |n addition, CCC budgeted approximately $73 million for book
and child care vouchers.
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in publicly funded college grants. In addition to this public
gift aid, California students received $110 million in federal
work-study monies, $4.4 billion in new federally guaranteed
college loan volume, and hundreds of millions in federal tax
benefits. At the three segments, private donors also contrib-
uted approximately $138 million for grants and scholarships.

Who Receives State Aid?

Although critical for evaluating financial aid programs,
information on who receives aid, and in what amounts, is very
difficult to obtain. This is because so many agencies adminis-
ter so many programs providing so many types of aid, and the
state lacks routine, formalized reporting of students’ overall
financial aid packages. Nonetheless, by examining the various
programs’ eligibility criteria, we can at least identify the types
of students who are intended to be served.

Cal Grants Focus Primarily on Helping Low- and Mid-
dle-Income Students Cover Education Fees. Figure 10 (see
next page) shows the basic differences in the eligibility crite-
ria of the Cal Grant A and Cal Grant B entitlement programs.
In simplest terms, the Cal Grant A program is designed for
low- and middle-income students enrolled in programs at least
two years in duration, whereas the Cal Grant B program is in-
tended to help lower-income students enrolled in programs at
least one year in duration. The Cal Grant A covers only educa-
tion fees, whereas the Cal Grant B covers a portion of the
student’s living costs ($1,551), as well as education fees (after
the first year of college). The Cal Grant C program, which
remains a competitive program, is designed for both low- and
middle-income students enrolled in short-term vocational
education programs.

UC Aid Program Helps Cover All Financial Need of
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Figure 10
Eligibility Criteria for
Cal Grant Entitlement Program

(2004-05)

Cal Grant A Cal Grant B

Grade Point Average
Minimum high school 3.0 2.0
Minimum transfer 24 24

Income Ceiling for

Family of:2@

Six or more $78,100 $42,900
Four 67,600 35,500
Two 60,700 28,300
Asset ceiling? 52,300 52,300

& Represents ceilings for dependent students and independent stu-
dents with dependents other than a spouse.

b A family's asset level excludes its principal residence.

All Its Students. Like most financial aid programs, the UC
aid program assumes students and their families financially
contribute toward college costs, as determined by a federal
needs-based formula. The UC also assumes students contrib-
ute to their college costs though some combination of work
and loans. (In 2003-04, for example, UC assumed students
worked about 13 hours per week and took a manageable-sized
loan.) After accounting for both the expected family contribu-
tion and the work/loan expectation, the UC program covers
all remaining costs (if any) of all its students. Unlike the other
public segments, the UC program therefore provides sub-
stantial aid to cover both educational costs and general living
expenses. In the simplest terms, the UC program provides aid
sufficient to meet the full range of costs of attendance for all
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financially needy students—even those with family incomes
too high to qualify for the Cal Grant program.

CSU Aid Program Tends to Cover Education Fees for
Students Not Qualifying for Cal Grants. Unlike UC’s pro-
gram, CSU’s program continues to cover primarily educa-
tion fees. Similar to UC, however, CSU’s aid program helps
students who either have GPAs too low or family incomes too
high to qualify for the Cal Grant program. The CSU program
also serves older students who exceed the Cal Grant age caps.

CCC Aid Program Intended to Cover Education Fee for
All Financially Needy Students. The CCC program provides
fee waivers as an entitlement program, available to all resi-
dent students who can demonstrate need. Its specific eligibil-
ity criteria are the most generous of all publicly funded grant
programs in California. Thus, like UC and CSU, it too serves
some students with GPAs too low or family incomes too high
to qualify for the Cal Grant program. About 40 percent of all
credit units are waived through the program.

Issues for Legislative Consideration

The state’s various financial aid programs interact with
one another and with fee levels in ways that have significant
impacts on affordability. The Legislature encounters financial
aid policy questions that include:

e How much of the total funding the state provides for
higher education should be targeted at needy students
(through financial aid programs) versus nonneedy
students (in the form of low fees)?

e Should the state use different eligibility criteria across
the segments or standardize eligibility criteria state-
wide? That is, which students attending which institu-
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tions should receive what types of aid benefits?

e How should the segments be held accountable for dis-
tributing public monies consistent with state financial
aid objectives? How should the state hold financial aid
recipients accountable for their use of grant monies?
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Other Budget
Considerations

In addition to enrollment, fees, and financial aid (all of
which involve important policy questions), annual budget
deliberations typically must resolve a number of other key
funding issues for higher education.

Cost-of-Living Adjustments (COLAs)

Over time, inflation has the effect of decreasing the pur-
chasing power of state dollars. For this reason, the segments’
base budgets are typically increased by a few percentage
points each year in order to compensate for the effect of
inflation. These COLAs, therefore, are not intended to fund
increased workload, but rather are meant to help the segments
pay for the higher cost of meeting existing workload.

UC’s and CSU’s COLAs Are Discretionary. Although
COLAs have customarily been provided to UC and CSU in
most years, there is no statutory requirement for these pay-
ments. In some years when state funds have been scarce, the
universities have not received a COLA. In others, the budget
provided them base increases well above the rate of inflation.
The amount of this funding that the universities provide for
faculty and staff salary increases has varied.

CCC’s COLA Also Is Discretionary, but Has Tended to
Match K-12 COLA. Statute directs the CCC Chancellor’s
Office to include a COLA in its annual budget request to the
Governor. This requested COLA 1is calculated using the same
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formula (based on the state and local deflator) used by the
K-12 system. While there is no statutory requirement that the
enacted budget include funding for the requested COLA, in
most years CCC has received it. (A recent exception was in
2003-04, when neither CCC nor K-12 received a COLA.)

Earmarked Funding

State funding for the higher education segments is largely
unrestricted. That is, the segments are free to expend most of
their state funding (and fee revenue) for any purpose consis-
tent with their mission. However, some higher education fund-
ing (particularly that of CCC) is earmarked for specific pur-
poses in “schedules” within the budget act. By creating these
scheduled categories of funding, the Legislature influences
how the segments allocate a portion of their funding.

For UC and CSU, little of their General Fund appropria-
tions are specifically earmarked. (An exception is some of
UC’s research funding, which in recent years has included a
dozen or so scheduled categories.) For CCC, however, sepa-
rate categories exist for about two dozen programs, includ-
ing student services, part-time faculty salaries and benefits,
economic development programs, financial aid, technology
projects, and various other activities.

Annual budget deliberations sometimes focus on proposed
changes in the funding level for a particular program—an
increase in outreach funding, for example. At other times, the
Legislature has considered proposals to change the way pro-
grams are earmarked. In 2004-05, for example, the Governor
proposed a modest restructuring of some of CCC’s categori-
cal programs, but most of that proposal was rejected by the
Legislature.
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CCC and Proposition 98

All state funding provided to community college districts
is counted toward the state’s minimum K-14 education fund-
ing level specified by Proposition 98. Proposition 98 is an
initiative approved by voters in 1988 that requires the state
to provide at least a specified level of annual funding (in the
form of General Fund support and local property taxes) to
K-12 public schools and CCC. The guaranteed amount var-
ies depending on specified economic and demographic fac-
tors. Over the past decade the Proposition 98 guarantee has
steadily increased from $25 billion to almost $50 billion. State
funding for the CCC Chancellor’s Office (about $9 million
in 2004-05) does not count towards the Proposition 98 ap-
propriation, and neither does revenue from student fees. The
box on the next page provides more detail about the interplay
of General Fund and local property tax revenue within CCC’s
Proposition 98 funding.

Because of CCC’s inclusion under the Proposition 98
guarantee, there are significant consequences for shifting Gen-
eral Fund support in or out of the CCC budget. For example,
a shift of $50 million in enrollment funding from UC to CCC
would have no net effect on the General Fund and no effect
on total higher education expenditures, but it would increase
the level of appropriations counting toward the Proposition 98
guarantee. It also would alter the “split” between CCC and
K-12, as described below.

The Proposition 98 Split. State law requires that CCC
receive roughly 11 percent of total Proposition 98 appropria-
tions. However, the Legislature has suspended this provision
in each budget act since 1991, providing CCC with less than
11 percent each year. Figure 11 (on page 43) shows CCC’s
share of Proposition 98 funding over the past decade.

a1
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In recent years, the K-12/CCC split has become even
less meaningful as a measure of actual resources provided to
CCC. In part, this is because recent budgets have “deferred”
some Proposition 98 costs incurred by K-12 districts and CCC
districts from one fiscal year to the next, thus causing the “of-

Interplay of General Fund and Local
Property Tax Revenue for California
Community Colleges (CCC)

Proposition 98 funding is comprised of General
Fund support and local property tax revenues. Under any
given Proposition 98-mandated spending level, therefore,
local property tax revenues offset state General Fund
obligations. If local property tax revenues were to in-
crease, state General Fund obligations (under any given
Proposition 98 guarantee level) would decrease by a like
amount.

In developing the annual CCC budget, the state must
estimate how much local property tax revenue will be
available to the colleges. For any individual college
district, General Fund revenues will be adjusted upward
or downward from the budgeted level to compensate for
any surplus or shortfall in actual tax receipts. However,
if the systemwide level of local property tax revenue
turns out to be lower than budgeted, this shortfall will be
proportionally spread across all districts. In some years,
legislation has been passed to augment General Fund
support to community colleges in order to make up for
this shortfall. In other years, community colleges were
required to absorb the shortfall. In this latter case, total
Proposition 98 spending for community colleges would
decline from the budgeted level.
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ficial” Proposition 98 funding levels to not fully correspond

to programmatic funding levels in any given fiscal year. In
addition, CCC has received additional revenue in recent years
from student fee increases. This revenue is not counted toward
CCC’s Proposition 98 appropriations.

Issues for Legislative Consideration

The Legislature continues to encounter long-standing
policy questions about the desirability of earmarking higher
education appropriations and various issues related to Propo-
sition 98. These questions include:

e To what extent should the budget specify funding lev-
els for specific higher education programs?

e  What should determine the percentage of Proposi-
tion 98 funding that CCC receives? Should that per-

Figure 11
CCC'’s Share of Proposition 98 Appropriations
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centage be the same year after year, or should CCC’s
share respond to changing factors such as the relative
enrollment growth between K-12 and CCC?
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Accountability

Ideally, the provision of state funds to the segments would
ensure the achievement of certain outcomes, and these out-
comes would reflect the state’s highest priorities. However,
state funding for the public higher education segments is not
explicitly linked with the actual performance of the public
higher education system.

Legislative Delegation Authority

The state provides varying levels of autonomy to each
higher education segment. When it was adopted in 1879, the
State Constitution established UC as a “public trust” and con-
ferred on the Board of Regents significant power to organize
and govern UC. For example, the Regents can set student fee
levels, establish admissions criteria, and approve academic
degree programs without explicit legislative action. Still, the
Constitution does not grant UC full autonomy. For example,
the Legislature influences UC operations through the appro-
priation of state funds to the university, among other methods.

The Legislature consolidated the separate California
state colleges into the CSU system as part of the Master Plan
in 1960. The Board of Trustees exercises broad power over
CSU’s day-to-day operations and administration, similar to
the powers exercised by the UC Regents. Because the Trust-
ee’s powers are conferred by statute (rather than the Constitu-
tion), the Legislature can modify those powers or impose new
requirements on CSU by amending statute.
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The Legislature statutorily consolidated the state’s com-
munity colleges into the CCC system in 1967. The system is
composed of individual districts that are governed by locally
elected Boards of Trustees. A state Board of Governors pro-
vides additional direction to the local boards. State law and
annual budget acts are much more prescriptive for CCC than
they are for UC and CSU. For example, unlike UC and CSU,
the Legislature specifies the proportion of full-time to part-
time faculty for CCC.

Accountability Efforts

While the state grants considerable flexibility to the seg-
ments, there is no mechanism to ensure the segments in fact
achieve state goals. Instead, the Legislature, Governor, and
segments have taken steps to measure performance towards
predetermined goals.

CCC’s Partnership for Excellence. From 1998 until its
expiration on January 1, 2005, the Partnership for Excellence
provided supplementary funding to CCC in exchange for the
commitment to improve student outcomes in specified areas.
Statute required CCC to commit to improving performance in
several areas related to student success, and to develop related
outcome measures to assess district performance (see Fig-
ure 12). The act expressed the state’s commitment to provide
supplemental funding (above funding for enrollment growth
and COLAs) “to invest in program enhancements that will
increase performance toward the community colleges’ system
outcome measures.”

CSU’s Internal Accountability Structure. In 1998, the
CSU Board of Trustees adopted the Cornerstones report, a
comprehensive planning framework that includes performance
goals for the entire university system. During the creation
of the report, CSU leaders advocated for the development
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of segment accountability system through which CSU could
monitor its performance toward internally developed goals.
Although these goals have no formal tie to statewide goals or
legislative budget appropriations, they provide a framework
for the achievement of systemwide goals. The first CSU ac-
countability report was completed in April 2001 and subse-
quent reports have been issued yearly to the Board of Trust-
ees.

Higher Education Compacts. Formal agreements that ex-
press performance and budget preferences, such as the “com-
pacts” entered into by the Governor and higher education
segments, have been called a form of accountability. These

Figure 12

Partnership for Excellence:
Areas for Improvement and Related Measures

Transfer

CCC Measure: Number of students who transfer from community colleges to
baccalaureate institutions.

Transfer-Prepared

CCC Measure: Net number of students in the system who earned 56 transferable
units with a minimum grade point average of 2.00.

Degrees and Certificates

CCC Measure: Number of degrees and certificates awarded. Currently, only
degrees and certificates of at least 18 units are counted.

Successful Course Completion

CCC Measure: Overall rate of successful course completions. “Successful
completion” requires a course grade of A, B, C, or “credit.”

Work Force Development

CCC Measure: Successful completion of vocational courses and provision of
contract education to California businesses. Successful completion requires a
course grade of A, B, C, or credit.

Basic Skills Improvement

CCC Measure: Number of students successfully completing coursework at least
one level above their prior basic skills enroliment in the same subgroup (writing,
reading, et cetera). Successful completion requires a course grade of A, B, C, or
credit for credit courses, and 75 percent attendance for noncredit courses.
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agreements outline the performance expectations of both
parties. Typically, the Governor has promised to propose a
certain allocation level in the annual budget and the segments
have agreed to meet certain expectations, such as accepting all
eligible applicants and improving graduation rates.

Other Accountability Efforts.

CPEC Performance Indicator Report. Chapter 741,
Statutes of 1991 (AB 1808, Hayden), directs CPEC to
submit an annual report to the Legislature and Gover-
nor that provides information on the significant indica-
tors of performance of the state’s public universities
and colleges.

Ad Hoc Legislative Action. In addition to the forms
listed above, accountability is pursued through estab-
lished legislative processes. The Legislature examines
the segments’ progress toward state goals through
budget and other legislative hearings. It also can com-
pel action through supplemental report or budget bill
language requirements.

SB 1331, Alpert (Vetoed by Governor). This 2004
legislation would have established a postsecondary
education accountability structure and reporting sys-
tem for the annual assessment of progress toward es-
tablished policy goals. It would have directed CPEC to
administer the statewide accountability program and to
collect and analyze data received from institutions. It
identified four statewide policy goals for postsecond-
ary education in California: educational opportunity,
participation, student success, and public benefits.
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Issues for Legislative Consideration

In recent years, the Legislature has expressed a growing
desire for greater accountability in higher education spending.
Addressing this concern about accountability involves policy
questions such as:

e How can the state ensure that the funding that it pro-
vides to achieve specific goals in fact accomplishes
those goals? To what extent do existing accountability
mechanisms provide such assurance to the Legisla-
ture?

e  How should the state balance flexibility for the seg-
ments with the articulation of state goals?
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Conclusion

Higher education receives a significant share of the state
General Fund budget. As illustrated in the preceding chapters,
there are a handful of regular topics the Legislature encoun-
ters each year in its funding deliberations on higher education.
We have written this primer to help explain the nature and
context of those annual funding decisions.

More generally, the Legislature is faced with the chal-
lenge of balancing the need to preserve flexibility in adopting
annual budgets with the desire to focus its higher education
funding choices over time toward established legislative goals.
This balance can be addressed by the adoption of policies
that can help guide future higher education funding decisions.
While there are a number of policy areas in higher education
that could benefit from such longer-term legislative guidance,
we believe two policy areas stand out: establishing a student
fee policy and coordinating financial aid to maximize access.
In these two areas, which we discuss below, the Legislature
has already devoted considerable time and attention, and we
believe that resolution of these issues could be completed in
the near future. Moreover, these two areas are of central im-
portance to the state’s entire education system.

Establish Share-of-Cost Goal for Student Fees

Most interested parties—including the segments, student
groups, and the Legislature itself—have long expressed a
desire for the state to adopt a policy for the annual setting of
higher education fees. However, there has been little consen-
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sus on how such a policy should be structured.

We recommend the Legislature adopt a fee policy that sets
student fees at a specified percentage of the cost of education.
Such a policy would make explicit the share of total education
costs that financially nonneedy students would be expected to
bear. (Financially needy students would continue to receive
aid sufficient to cover education costs.) Once the share-of-cost
target was achieved, it would be maintained over time. When
the cost of education increased, student fees would increase
by a proportionate amount. As a result, student fees would
always reflect the same percentage of total cost.

A share-of-cost fee policy would provide both an under-
lying rationale for fee levels and a mechanism for annually
assessing these levels. In doing so, it would promote clear ex-
pectations about fee levels and consistent treatment of student
cohorts over time. It also would create incentives for students
to hold the segments accountable for keeping costs low and
quality high, and it would formally recognize the private as
well as public benefits of higher education.

Coordinate Financial Aid Programs
To Maximize Access

The state has a number of financial aid programs, includ-
ing the Cal Grant entitlement and competitive programs, the
CCC Board of Governors fee waiver program, and institution-
al financial aid programs at UC and CSU. The state invests
more than $1 billion in these programs each year. The federal
government and private organizations also contribute more
than $1 billion to various financial aid programs.

It is important that financial aid programs be structured to
maximize the overarching goal of facilitating access to higher
education. Opportunities exist to improve the coordination of
these programs to better ensure that aid is directed where it is
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most needed, the programs are readily understood by stu-
dents, and the state’s objectives are consistently achieved. One
potential area for improvement is the relationship between
institutional aid programs and the Cal Grant programs. The
institutional aid programs, for example, have different eligi-
bility standards and award amounts that do not readily align
with the Cal Grant criteria. As another example, there are gaps
in Cal Grant entitlement eligibility that may not serve the
Legislature’s policy objectives. For instance, students who do
not enter college immediately after high school or who do not
meet certain age restrictions are not eligible for this financial
aid program.

We recommend the Legislature consider the various finan-
cial aid programs as a system and determine whether changes
in the structure of these programs or the allocation of fund-
ing is warranted. A first step would be to identify clear policy
goals for the provision of financial aid. Based on these goals,
the Legislature could determine whether some programs
should be modified, consolidated, or eliminated. It also could
determine whether the current allocation of the state’s finan-
cial aid resources among the various programs is the best for
achieving the state’s access goals.
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GLOSSARY

Apportionment Funding: General-purpose funding re-
ceived by community colleges based on the number of stu-
dents enrolled.

Board of Governors (BOG) Waiver: A fee waiver avail-
able to all community college students who can demonstrate
need. The waiver completely covers a student’s enrollment
fee, which in 2005 is $26 per unit. About 40 percent of all
units taken at the community colleges are covered by BOG
waivers.

Categorical Program: A program funded with appropria-
tions that are “earmarked” or set aside specifically for that
purpose.

Compact: An agreement made between the Governor and
representatives of a higher education segment that sets ex-
pectations for the elements to be included in the Governor’s
budget proposal to the Legislature.

Comparison Institution: Higher education institutions in
other states that are considered comparable to UC or CSU.
Some comparison institutions are private and some are pub-
lic. Comparisons typically are made on such topics as faculty
salaries and student fee levels.

Cost-of-Living Adjustments (COLAs): An appropriation
to fund increases in faculty and staff salaries and other opera-
tional costs that increase as a result of inflation. The COLAs
are typically calculated according to an inflationary index,
such as the Consumer Price Index or the California State and
Local Deflator.

Differential Funding: The funding of different types of
instruction (such as lecture and lab classes), or instruction in
different types of programs (such as engineering or nursing),
at different rates.
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Educational Fee: The fee charged for enrolling at the
state’s public universities and colleges. It is analogous to what
is termed “tuition” in most other states.

Eligibility: Meeting the requirements (usually related to
grade point average and SAT scores, as well as residency)
to qualify for admission to college. Master Plan admissions
guidelines direct the University of California (UC) to draw
students from the top one-eighth (12.5 percent) of public high
school graduates, the California State University (CSU) to
draw students from the top one-third (33 percent) of public
high school graduates, and for California Community Col-
leges to accept all applicants 18 years or older.

Equalization: The process of addressing funding dispari-
ties among community college districts. (Also refers to similar
efforts among K-12 school districts.)

Expected Family Contribution: The amount of money
that a student’s family is expected to pay toward the cost of
his or her education. Typically, financial aid programs cover
costs beyond the expected family contribution.

Free Application for Federal Student Aid (FAFSA): A
single form that enables students to apply for a range of fed-
eral financial aid programs. The FAFSA is also used to deter-
mine eligibility for some state financial aid programs.

Full-Time Equivalent (FTE): A measure that converts
part-time student attendance into a comparable full-time basis.

Institutional Financial Aid: Financial aid offered by the
state’s public universities to their own students. Most institu-
tional financial aid is funded from a portion of the fee revenue
the universities collect from students.

Headcount: The number of individual students who at-
tend a college or university.
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Marginal Cost: The funding provided to support each
additional FTE student at UC or CSU. The marginal cost is
typically much less than the average cost of instruction.

Master Plan for Higher Education: The state’s major
policy statement on public higher education.

Outreach (Also Known as Academic Preparation): Ac-
tivities conducted by the universities and others to increase
the number of underrepresented students enrolled in higher
education.

Participation Rate: The percentage of a defined popula-
tion (such as 18- to 24-year-olds) that is enrolled in higher
education.

Proposition 98: A constitutional amendment passed by
California voters in 1988 that mandates that a minimum
amount of funding be guaranteed for K-12 public schools and
community colleges each year.

Tidal Wave I1: What some have termed the projected in-
crease in the number of students attending college in the near
future due primarily to the movement of a demographic bulge
towards college-age years.

Total Education Cost: The cost incurred by a college or
university in educating a student. Part of this cost is typically
paid by the student in the form of fees, and remainder is pub-
licly funded.
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