Growth Policy Recommendations
from the
Business Officer Subcommittee
August, 2006

Purpose of the subcommittee

The business officers’ subcommittee was formed to provide in-depth technical expertise on growth policy issues.  The subcommittee was asked to:

1. review the full committee’s work on goals and growth policy alternatives, 

2. assess the feasibility and appropriateness of proposed growth policies relative to current distribution formula policies and processes, 

3. identify and define technical barriers and provide solutions, and 

4. provide feedback and recommendations to the full committee. 

Preliminary discussions

The subcommittee recognized there are two functions of a growth policy, as defined by the full committee’s goals:
1. The policy should encourage growth.

2. The policy should limit/control growth that causes the value of non-base total public resources per FTE (non-base TPR/FTE) to decline.

The subcommittee began by assessing the current distribution formula to determine if and how it already addresses the two desired functions.  

Encouraging growth:  The formula does not have an active mechanism to encourage growth; however, based on a review of the value of non-base TPR/FTE over time, FTE growth and decline is tied to the growth or decline of resources distributed through the formula.  When resources increase, FTE enrollment grows.  When resources decline, FTE enrollment declines.  

Limiting/controlling growth:  The value of TPR/FTE has remained stable for the last 10 years.  The use of a weighted rolling average for FTE provides an active, and possibly excessive, limit on growth.  By delaying compensation per FTE for a number of years, colleges are unable to fund current growth with current funds.  Colleges simply don’t have the current resources to fund much growth and wait four to five years for payment.  This mechanism provides protection for colleges that have declining enrollment, but does not reward colleges where enrollment is growing.
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The subcommittee determined the current distribution formula places too little emphasis on encouraging growth and too much emphasis on protecting colleges with declining enrollment, resulting in too much limitation on growth.
Recommendations
1) Eliminate the lag year from the weighted rolling average of FTE:  In order to encourage growth and still maintain adequate protection for colleges with declining enrollment, the subcommittee recommends eliminating the lag year from the calculation of formula FTE.  

Currently formula FTE is calculated by summing 40% of second year prior to current FTE, 30% of third year prior to current FTE, and 30% of fourth year prior to current FTE.  Frozen FTE is fazed out one year at a time.

Current Calculation of Formula FTE:
	Weighted Average FTE for 2005-06 Funding Year
	Weighted Average FTE for 2006-07 Funding Year
	Weighted Average FTE for 2007-08 Funding Year

	40% of 2003-04 FTE (actual)
	40% of 2004-05 FTE (actual)
	40% of 2005-06 FTE (actual)

	30% of 2002-03 FTE (frozen)
	30% of 2003-04 FTE (actual)
	30% of 2004-05 FTE (actual)

	30% of 2001-02 FTE (frozen)
	30% of 2002-03 FTE (frozen)
	30% of 2003-04 FTE (actual)


Eliminating the lag year in 2007-08 would not change the process of “unfreezing” FTE, since under the current calculation frozen FTE would be out of the formula by 2007-09.  Beginning in 2007-09, formula FTE would be calculated by summing 40% of prior year FTE, 30% of second year prior to current FTE, and 30% of third year prior to current FTE.

Proposed Calculation of Formula FTE, Beginning in 2007-08:

	Weighted Average FTE for 2006-07 Funding Year
(No change)
	Weighted Average FTE for 2007-08 Funding Year
	Weighted Average FTE for 2008-09 Funding Year
	Weighted Average FTE for 2009-10 Funding Year

	40% of 2004-05 FTE (actual)
	40% of 2006-07 FTE (actual)
	40% of 2007-08 FTE (actual)
	40% of 2008-09 FTE (actual)

	30% of 2003-04 FTE (actual)
	30% of 2005-06 FTE (actual)
	30% of 2006-07 FTE (actual)
	30% of 2007-08 FTE (actual)

	30% of 2002-03 FTE (frozen)
	30% of 2004-05 FTE (actual)
	30% of 2005-06 FTE (frozen)
	30% of 2006-07 FTE (actual)


In order to remain consistent with current practice, the committee makes a preliminary recommendation that the most recent final year of FTE be included in the formula in Quarter 1.  When prior year FTE are finalized (typically prior to Q2 payments), that information will be immediately incorporated into the formula and subsequent payments will be altered accordingly.  This is consistent with the methodology used to incorporate property taxes, and ensures that all adjustments are made in the affected year.
Another option would be to use projected FTE for the prior year based on Spring quarter projections.  However, this approach would necessitate withholding the value of final yearly FTE from the formula until the year is over, which the distribution formula workbook from calculating accurate projections for future years.
2) Incorporate  an indexed increase to the value of non-base TPR/FTE each year:  In order to provide resources to encourage growth, the subcommittee recommends applying a percentage increase to the value of non-base total public resources per weighted formula FTE based on a national price index (options include CPI and HEPI).

The value of the increase in the amount of non-base TPR/formula FTE will be determined by the averaging the price increase across the two years of the biennium.

a) ((Non-base $/FTE * increase) + ((Non-base $/FTE * increase) * increase)) / 2

b) For example, if the index indicates an increase of 4% is expected in year 1 and year 2 and non-base $/FTE = $5000 in the second year of the prior biennium, the calculation would be:

((5000 * 1.04) + ((5000 * 1.04) * 1.04)) / 2 = 10608 / 2 = $5,304/FTE

The value of the calculation above will be set as the minimum amount of non-base TPR per formula FTE available in year 1 and year 2 of the biennium. 

Any growth of FTE enrollment at individual colleges or statewide that is below the level that would jeopardize the calculated minimum is not controlled or limited in any way.

3) Limit growth that jeopardizes the value of the minimum calculated above:  In order to prevent excessive growth from devaluing the amount of non-base TPR/FTE, the subcommittee recommends allowing unlimited growth up to the minimum amount calculated for each year of the biennium.  Growth beyond that level would be proportionally unfunded.
Growth management will be activated if:

a) The number of weighted formula FTE statewide has grown to the point that the minimum amount of non-base TPR/formula FTE calculated above is jeopardized.

b) The minimum non-base TPR/FTE cannot be supported by available public resources (i.e., public resources are declining or flat or growing at a slower rate than the price index calculation).

If the minimum non-base $/formula FTE cannot be sustained, FTE in excess of the “fundable” amount will be proportionally unfunded.
a) When growth is excessive, this approach ensures colleges are able to sustain reasonable levels of support for students.  

b) When resources are scarce, the system will be able to identify the “unfunded” FTE.

c) In times of decreasing resources, still maintain the minimum non-base $/formula FTE, instead of current practice of reducing $/FTE.
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Public Res per FTE

																								Estimated		Estimated

				1995-96		1996-97		1997-98		1998-99		1999-00		2000-01		2001-02		2002-03		2003-04		2004-05		2005-06 Proj.		2006-07 Proj.

		Property Tax		$   64,691,907		$   72,047,905		$   74,592,594		$   76,432,293		$   80,822,012		$   86,420,561		$   91,392,473		$   96,313,466		$   99,951,605		$   105,126,383		$   110,751,954		$   114,406,768

		State Funds		$   159,247,662		$   163,016,327		$   185,251,046		$   195,198,010		$   201,479,124		$   209,700,039		$   222,139,002		$   202,044,267		$   199,580,886		$   203,760,785		$   213,748,816		$   213,748,816

				$   223,939,569		$   235,064,232		$   259,843,640		$   271,630,303		$   282,301,136		$   296,120,600		$   313,531,475		$   298,357,733		$   299,532,491		$   308,887,168		$   324,500,770		$   328,155,584

		Actual FTE		77,814		79,535		80,378		84,901		88,668		91,125		97,550		96,389		88,837		87,659		87,659		87,659

				$   2,878		$   2,955		$   3,233		$   3,199		$   3,184		$   3,250		$   3,214		$   3,095		$   3,372		$   3,524		$   3,702		$   3,744





Public Res per FTE

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0



Public Resources per actual FTE

Total Public Resources per actual FTE



Sheet2

		





Sheet3

		






