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BOARD OF TRUSTEES
MINNESOTA STATE COLLEGES AND UNIVERSITIES

ACTION ITEM

APPROVAL OF ALLOCATION FRAMEWORK REDESIGN PRINCIPLES

PURPOSE

The 2016 system workplan includes development and recommendations for redesigning the
system’s method of allocating state support, commonly referred to as the allocation framework.
The committee will be briefed on the history of the current allocation methodology, provided an
overview of its design and a summary of its attributes and drawbacks, and presented with policy
level draft principles to guide the redesign of the framework.

The materials are contained in the attached PowerPoint presentation.

RECOMMENDED COMMITTEE ACTION:

The Finance and Facilities committee recommends that the Board of Trustees approve the
proposed allocation framework redesign principles as presented. The board looks forward to
reviewing the recommended changes to the allocation framework next fall after full consultation
with interested parties.

RECOMMENDED BOARD OF TRUSTEES ACTION:
The Board of Trustees approves the proposed allocation framework redesign principles as

presented. The board looks forward to reviewing the recommended changes to the allocation
framework next fall after full consultation with interested parties.

Date Presented to the Board: November 18, 2015



Allocation Framework Redesign
Principles

Presented to the Board of Trustees and
the Finance and Facilities Committee
Board of Trustees meeting

November 18, 2015

Minnesota State Colleges and Universities

The Minnesota State Colleges and Universities system is an Equal Opportunity employerand educator.

7. Minnesota
.~ STATE COLLEGES

& UNIVERSITIES




Agenda

Current Allocation Framework history and
overview

2016 work plan recommendation
Project design/consultation process

Proposed redesign principles

Minnesota
STATE COLLEGES
A& UNIVERSITIES




What are we talking about?

“Allocation Framework” refers to the process for distributing
$672 million of annual state appropriation to colleges and
universities and systemwide accounts.

= |t concerns only state funds, all tuition and other earned
revenue remains on the campus and is not subject to any
reallocation.

= |ts design is approved by the board and administered by the
finance division after consultation with Leadership Council
and system constituents.
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History and development

Post-mergerin 1995 — the system had three different
allocation models for each of the merged systems

Board of Trustees adopted vision in 1999:

“A single model which equitably recognizes the diversity of
MnSCU students’ needs and adequately supports the unique
educational goals of each institution”

Workgroups established to assist with the design of the
allocation framework

Current allocation framework implementation began in 2002
and phased in to full implementation in FY2006

Allocation framework only allocates state appropriation; all
other revenue generated locally are kept locally
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Minnesota State Colleges and Universities revenue practices:

v" All tuition and fee revenue is collected and retained by the
colleges and universities; these funds are not centrally
redistributed.

v" All grants, gifts and auxiliary income are controlled by the
colleges and universities.

v All state funds appropriated to the Board are distributed
through the allocation framework.




Board-approved allocation framework design
principles (August 1999)

= Academic goals should drive financial planning.

= Delegation of authority to the institution and the resulting
program diversification are necessary to create a responsive
system.

= Decentralized management systems require incentive and
accountability mechanisms.

= An equitable distribution of funds is needed which recognizes
the diversity of institutions, programs and students.

» Adequate funding is essential to fulfill missions and respond to
compelling state needs.

= Access is a core element of the system’s mission.
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The Board of Trustees adopted the allocation design principles in
1999; these principles were used to inform the various
workgroups designing the allocation framework that is in use
today.




Allocation Framework Components

Institutional Base Allocations (83%)

Priority Allocations (4%)

System Set Asides (8%)

System Office (5%}
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The allocation framework is the methodology by which all state
appropriation is allocated. In general, state funds are divided into
four categories:

v" Institutional base allocations: state appropriation dollars
allocated to colleges and universities for general operations

v" Priority allocations: special allocations for board and legislative
priorities, examples include access and opportunity and
leveraged equipment funding

v’ Systemwide set asides: enterprise technology, debt service
(system share), attorney general, etc.

v System office support: direct appropriation to system office for
operations

The “green sheet” included in the annual operating budget
materials reflects the allocation framework’s distribution of state
appropriation.




Allocation Framework —
Institutional Base Allocations

Institutional Base Allocations
(83%)

Instruction & Academic
Support

¥

Student & Institutional
Support Services

A

Facilities
¥
Library

v

Research & Public
Service
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Institutional Base Allocations (83 percent) — Allocated to
colleges and universities through a series of algorithms in the
following components: instructional & academic support, student
& institutional support services, facilities, library, and research &
public service.

Methodology used to distribute base funds to colleges and
universities:

v'Rewards cost efficient instruction
v'State funds follow enroliment changes

v'Substantially formulaic based on MnSCU data, national
peer comparisons, and national benchmarks

The set of algorithms is used to calculate the institutional base
allocation for a college or university. This flexible funding is
provided as a lump sum and used for general operating
purposes. The methodology does not dictate how funds must be
spent across the different categories. Presidents have the
authority to spend these resources to best meet the needs of
their colleges and universities. For example, colleges and
universities are not required to spend funding generated through
the facilities component on facilities.




Current design mechanics

Each component is composed of algorithms that use actual MnSCU,
national peer, and other comparative data.

Each component has established rules for data sets and time series.

Enrollment plays a role in all components, but strongly influences
the instruction and academic support, student services and
institutional support, and facilities compenents.

Stability and predictability are built into the model through a three-
year average used in two components and the 50-50 calculation
used to determine the final allocation.

Results are distributed as a block grant, presidents decide how to
use the funds in their budgets.

The overall results determine individual college and university
allocation; it is not intended to direct spending in specific areas.
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The allocation framework takes into account
the cost of delivering high cost and low cost
programs

Low Band [High Band |Difference |Average
Anthropology $ 1035|$ 1,265|$ 230 | $ 1,150
Ground Transportation | & 3,752 | S 4,585 | S 833 | S 4,169
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The allocation framework takes into account the different costs of
programs. It recognizes that some programs, such as ground
transportation, are expensive to provide while others, such as
anthropology, are relatively inexpensive. In addition, the
framework takes into account the fact that the cost of delivering the
same program can differ between institutions.
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Observations and comments

Current allocation framework:

= |sviewed as positive that all revenue earned locally
stays local and is not pooled and redistributed

® |s responsive to changes in enroliment, program mix
and course cost efficiency

= Rewards enrollment

= Provides stability, predictability and modest
redistribution rather than quick response to changes

Source - 2012 Leadership Council review
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Observations and comments

Current allocation framework does not recognize or
support:

» Student success outcomes
» Access or diversity

= Collective success of the system to serve the stateand
its regions through collaboration

Source - 2012 Leadership Council review
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2016 Workplan charge

Charting the Future System Incentives and
Rewards recommendation:

Redesign the current financial model to incent and reward
collaboration, strategic framework commitments, and
Charting the Future recommendations

Minnesota
ssssss

13



2016 Project design

= Allocation Framework Technical Advisory Committee

Group responsible for evaluating changes to the framework
and making recommendations for changes to MnSCU
leadership

= Development and consultation process

Continuing consultation with Leadership Council, CFOs, CAOs,
other campus leaders, bargaining units and student
associations

Minnesota
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Project timetable

Timetable - Board approval of the allocation framework
redesign principles ( est. November 2015),

Initial Leadership Council review and discussion of
recommendations (June 2016)

Consultation with bargaining units and student
representatives (July — September 2016)

Final approval by Leadership Council (September 2016)

Recommendations presented to Board of Trustees
(October 2016)

Board of Trustee approval of changes (November 2016)
Implementation targeted for July 1, 2017 — FY 2018
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Allocation Framework Current vs. Proposed

([ instiutional Base Allocations (83%) | |

 instouction & Acadamic supsors |
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Includes items such as:
= Multi institutional programs

* Academic collaborations
= Student success

Priority Allocations J

—
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= Workforce educational pricrities
® Access & opportunity
* Leveraged equipment

[ System and Reglonal Support Services |

Includes items such as:

e AT

e Commodities

s HR

® Campus Services Coaperative

& Governance
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The System Incentives and Rewards implementation team
recommended modifying the allocation framework as illustrated

above.

The recommended modifications are intended to place a greater
emphasis on student success and collaboration.
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Proposed allocation framework redesign
principles

The allocation framework should support the following:

» Academic and studentsuccess goals

* The educational and workforce needs of the state

» Financial and functional sustainability of diverse institutions,
programs, and students

= Delegation of authority to colleges and universities

= The successand viability of the system of colleges and
universities

= Collaboration and systemic change by leveraging the power of
the system

Minnesota
STATE COLLEGES
& UNIVERSITIES

Allocation framework redesign principles:

v Frame and guide the redesign effort

v" Informed by the recommendations from the Charting the Future
implementation teams

v" Intended to the support strategic framework and Charting the
Future recommendations
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Proposed redesign principles (continued)

The design of the allocation framework should:

= Be flexible, simple and transparent

= |ncorporate measurable outcomes that recognize the diversity of
institutions and their missions

= |ncent and/or reward:

* Studentsuccess e.g. retention, graduation, transfer, employability, elimination
of the opportunity gap

* Collaboration around academic planning, student success efforts,
administration, resource development, and achievement of collective goals

*  Administrative best practices and efficiencies
= Reach an appropriate balance between stability and responsiveness to
changing conditions
®  Recognize that costs of serving students varies by academic program and
student requirements
Implementation of the new design should provide for a smooth transition

Minnesota
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Discussion

= Do the principles appropriately balance the competing
interests on behalf of colleges and universities and the
system?

= |s the board comfortable with the direction of the work?

» Are there other principles that the board would like staff
to consider?
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Recommended committee action:

The Finance and Facilities Committee recommends that the
Board of Trustees approve the proposed allocation
framework redesign principles as presented. The board looks
forward to reviewing the recommended changes to the
allocation framework next fall after full consultation with
interested parties.
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Review Allocation Framework Redesign
Principles

Presented to the Board of Trustees and

the Finance and Facilities Committee
Board of Trustees meeting
November 18, 2015

Pre-reading materials

Minnesota State Colleges and Universities
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Pre-Reading Materials

How the current
allocation model works

siE
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529
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Instruction & academic support component:
How it works

= |nstruction & academic support costs per FYE compared at the
program level by level of instruction (lower, upper, masters,
doctoral)

= MnSCU average at each CIP code is calculated and a 20 percent
band is formed around the average (10 percent above the average
and 10 percent below the average)

* Within the band results in no change

* Above the band results in reduction in allocation to move
program to ceiling of the band

» Below the band results in additional allocation to move
program to the floor of the band

* The sum of all these results determines the component’s
allocation

= A three-year rolling average is used after the direct comparison to
improve predictability and create stability

Minnesota
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One important component of the allocation framework is the
instructional cost study. This annual analysis looks at the cost of
instruction at the program level. Every college and university can see
the cost of instruction for each of its programs on a per FYE basis
compared to every other college or university that offers that program.
For example, lower division English programs are compared across all
colleges and universities. The costs are “fully allocated “ costs; that is,
they include both direct and indirect costs for each college or
university applied at the program level.

Using data from the instructional cost study, state funding is allocated
to colleges and universities based on their program mix, their
enroliment and the cost of delivering their educational programs. To do
this, the model calculates the average cost of delivering a program
throughout the system and calculates a 20 percent band around that
average (10 percent above the average and 10 percent below the
average). Institutions operating below the band are brought up to the
band’s “floor”; those operating above the band are brought down to
the band’s “ceiling”. The sum of all these results determines the
component’s allocation.

23



The comparisons do not dictate how much colleges and universities must spend
on a program. Colleges and universities may choose to spend more or less than
the band. However, they must manage across all bands in order to not lose
allocation.
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Student and institutional support services
component: How it works

= Recognizes core administrative activities and accounts for
differences in enroliment, institutional type, and multiple
campuses

» National peer data in student and institutional support
services used to create a core cost and variable cost

» A three-year rolling average is used to improve predictability
and create stability

Minnesota
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Facilities component: How it works

= Recognizes an allocation related to the operation,
maintenance and repair of an institution’s facilities

= Benchmarks set at $1.80 per square foot for maintenance and
operations and $1.50 per square foot for repair and
replacement

= Data used in the componentincludes square footage, student
headcount, and utility costs

* Componentalso provides for a multiple campus factor and
residential living factor

Minnesota
STATE COLLEGES
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Libraries, research & public service
components: How they work

= Library component recognizes the unique mission differences
between college and university libraries and funds close to
national benchmarks as a percentage of total operating costs

* Colleges allocated 3.5 percent
* Universities allocated 6 percent
= Research & public service component funds colleges and

universities at a rate similar to national peers based on
percentage of total operating costs

* Colleges allocated 1.17 percent
* Universities allocated 2.62 percent
Minnesota

STATE COLLEGES
& UNIVERSITILS
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Revenue buy-down: How it works

= Allocation model only allocates state appropriation

= The revenue buy-down is used to isolate state appropriation
from other general fund revenue (tuition) so that only
expenses attributed to state appropriation are recognized

= Purpose of buy-down is to account for the differences in
tuition as a percentage of total revenue among colleges and
universities

Minnesota
STATE COLLEGES
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The allocation framework allocates only state appropriation. State
appropriation revenue is isolated from the other general fund
revenue (primarily tuition) as a means to recognize only the state
appropriation expenditures in the instructional cost comparisons
and in other framework categories.

This approach builds in the historical relationships between tuition
revenue and state support which were varied across institutional
types. It is sensitive to changes in the mix of revenues in a college
or university’s general fund.
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Allocation results

» The individual components total to one amount for each
college and university.

= Since the implementation of the framework, the amount
generated by the base allocation model has always exceeded
the level of state appropriation funding.

= College and university total results are translated into a
percent share calculation and this percent share is used to
allocate the available state appropriation.

» As a final stability factor, 50 percent of a college’s or
university’s allocation is based on the results from the prior
year allocation model and the other 50 percent based on the
results from the upcoming year’s allocation model.

Minnesota

STATF COLLEGES
& UNIVERSITIES

The allocation results do not determine how colleges and
universities must spend the funds, only the amount of state
appropriation they will receive as base allocation.

The 50/50 average and the three-year average applied in the
instructional & academic support and student & institutional
support components smooth out redistribution from year to year.
This prevents significant movement of state appropriation from one
institution to another every year.
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