Cleveland State
University

Memorandum
To: Ronald M. Berkman, President
m\\f’yg

From: Geoffrey S. Mearns, Provost and Senior Vice President for Academic Affairs %
Date:  May 14, 2012 |
Re: Financial Incentive Model

I submit this memorandum on behalf of the budget advisory task force as part of the task
force's ongoing responsibility to provide recommendations as to how the University should prepare
for the possible reduction in state support for higher education.

The third, and final, major component of the task force's mandate was to develop a
mechanism for allocating operating resources in alignment with the University's strategic objectives.
The first two components, the comprehensive program prioritization and the instructional resource
methodology, affect the allocation of permanent funding. The third component would affect only
temporary funds, primarily but not exclusively carry forward and tuition revenue margin.

I'have attached two documents that were developed by the task force. The first document is
a memorandum that describes the task force's recommendations. The second document provides a
practical illustration of how those recommendations would have affected the allocation of resources,
if the recommendations had been in place during the transition from FY11 to FY12.

You and I had the opportunity to discuss previous, very similar drafts of these documents. If
you would like any additional information or explanation, please let me know.

Attachments



President's Budget Advisory Task Force
Recommendation - Financial Incentive Model
April 2, 2012

The Financial Incentive Model component of the overall University Resource Model consists of four funding distribution elements:
1. University strategic initiative funding
2. Expense carryover
3. Instructional fee revenue margin

4, Summer instructional fee revenue incentive

These proposed farmulas have been designed to provide a dear and consistent framework for distributing available funding to the
Academic, Academic Support, and University Support units at the conclusion of each fiscal year (year-ending 6/30).

For purposes of this madel, the major segments of the Operating Budget are defined as follows:

Academic Units Academic Support Units

Monte Ahuja College of Business Office of the Provost

College of Liberal Arts and Social Sciences Scholarships

College of Sciences and Health Professions Michael Schwartz Library

College of Education Vice Provost - Academic Affairs

Fenn College of Engineering Vice Provast - Academic Planning

C-M College of Law Vice Provost - Undergraduate Programming
School of Nursing Vice President Research & Graduate College

Levin College of Urban Affairs

University Support Units

Vice President - Advancement

Vice President - Business Affairs & Finance
Vice President - Diversity

Vice President - Engagement

Vice President - Enrollment Services
Office of the President

An overriding principle governs the use of the distribution of funds at year end: the overall University operating budget must be
balanced before expense carryover funding and instructional fee revenue margin is made available. A number of factors may affect
the availability of surplus funds within a given year; achieved enrollment vs. plan, and the level of state funding are two significant
factors.

1. Recommendation: University Strategic Initiatives

Establish $1.5 million in annual permanent funding for University strategic initiatives. These funds will he distributed based upon
an evaluation of proposals submitted to the senior staff in a manner similar to the process employed in FY11.

2. Recommendation: Expense Carryover

Two types of expenses comprise expense carryover: cost share {grant commitments) expenses and operating budget
expenses. Units having cost share balances at the conclusion of a fiscal year will receive 100% of these balances as carryover
into the subsequent fiscal year.

Academic Units
100% of Operating Budget year-end expense balances will be credited to the Colleges (dean's office) as carryover into
the subsequent fiscal year.

Academic Support Units

100% of Operating Budget year-end expense balances will be credited to the divisicnal head (e.g. Vice Provost) as
carryover into the subsequent fiscal year. The Provost has the discretion to make adjustments to the Operating
Budget expense carryover balances in the Academic and Academic Support areas if the Provost determines that
extraordinary circumstances exist.
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2. Recommendation: Expense Carryover (Cont'd)

University Support Units

Cost Share (grant commitments) expense carryover distributed to the departments at 100% of the year-end balance.
Operating expense carryover is distributed to the divisional head {e.g. Vice President) at 90% of the year-end balance.
10% of the year-end balance will fund University strategic initiatives.

3. Recommendation: Instructional Fee Revenue Margin (Academic Colleges)

Available instructional fee revenue margin will be shared according to the following objective:
75% distributed to the Academic Units
25% retained by the University for funding University Reserves

The actual aflocation is dependent upon the appropriate allocation of margin to University Reserves as it relates to
the University's credit rating and financial ratio health, as well as consideration to college needs for a given fiscal year.

The formula for distributing the 75% allocation to the Colleges is comprised of three components weighted as
follows:

1 Resource Management - measured by a College's operating margin ratio.
Operating margin =
(Instructional Fee Revenue generated by the College + College internal income +
Allocated College Share of SSI), Less College Direct Operating Expenditures

Operating Margin Ratio = Operating Margin / Total Revenue
Weight: 50%

A College is eligible to share in the distribution of Instructional Fee revenue margin if it achieves a certain
threshold level of the Operating Margin Ratio. The threshold level is defined as the three-year rolling average of
University Support expenditures divided by total Operating Budget expenditures. Currently this threshold is
approximately 34%.

2 Enrollment Growth - measured by the growtf in enrollment (combined undergraduate and graduate enrollment)
from the average of the prior 6 years to the current year.
Weight: 25%

3 Degree Completion - measured by the 6 year average of a College’s ratio of undergraduate degrees granted to
total undergraduate headcount.
Weight: 25%

Amounts not distributed to ineligible colleges in the three components' calculations will be distributed to the Provost for
supporting academic initatives.

4. Recommendation: Summer Instructional Fee Revenue Incentive (Academic Colleges) *

As an incentive for increasing Summer session enroliments, the Provost has developed a formula that allows
the Colleges to retain a share of instructional fee revenue earned in this semester,

If the current fiscal year's Summer enrollment (translated to revenue) exceeds the average of the previous five year
period, the Colleges are permitted to retain 50% of this surplus.

This surplus amount is distributed after the end of the fiscal year.

* This incentive will be tested for Summer 12 (FY13) and Summer 13 (FY14) and is included for
consideration. A decision should be made on its inclusion after a two year trial.
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