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Executive Summary

Declining Fortunes

There is growing concern about the declining
economic competitiveness of the United States
relative to both established and developing
nations. A telling indicator of declining fortunes
is that this country is doing less well in educating
new generations than are many other nations.
Countries that are doing better at educating

their young people will see rising educational
attainment compared to the United States, where
educational attainment is declining. As other
countries are doing a better job educating young
people than is the U.S, other states are doing

a better job than is California. California’s rank
among states in the educational attainment of the
working-age population is slipping.

A second telling indicator is the contrast between
access to higher education and completion of
college programs. The U.S.is near the top in
international comparisons in college participation
rates but close to the bottom in completion

rates. California is near the bottom of the pack,
nationally, in a country that is struggling to keep
pace globally, placing 46" among states in the
number of bachelor's degrees awarded per 100
undergraduates enrolled. A slate of recent studies
has concluded that California will need to increase
degree attainment among its own population if it
is to meet the need for college educated citizens
and workers.

In a 2007 study entitled Strategies for Improving
Student Success in Postsecondary Education, Arthur
Hauptman suggests that the nation’s lack of
college success and inability to close the equity
gaps stem from policy priorities and funding
systems that favor access over readiness and
success. Our study examines whether state
policies in California stand in the way of greater
student success. We examine finance policy for
the California Community Colleges (CCC) in an
effort to understand whether policies are well
targeted to help the state reverse its declining
fortunes or if policy changes are needed. We focus

on community colleges because they serve by
far the most students and can have the biggest
impact on the trends cited above — not because
policies for the other segments of education are
presumed to be satisfactory.

An Expanding Focus: Ensuring

Access to Success

The good news is that after decades of state
and federal policy attention to increasing access
to higher education in this country, there is

now considerable focus across the country on
improving student success in college. The CCC
system has signaled its commitment to student
success with a new strategic plan with a goal

of “student success and readiness,” an annual
conference on student success, a new initiative
to increase student success in basic skills, and
countless local efforts to increase student success.

The catch is that public policies don't often
support the rhetoric around student success. A
commitment to increase student success, no
matter how genuine, is not enough if public
policies work at cross purposes. If we know that
today’s students require intensive support services
but we don't give colleges the resources and the
authority to provide those services, we should not
expect students to succeed. If we know that heavy
work schedules prevent students from giving
enough attention to their studies but our policies
leave students with insufficient financial aid, we
should not expect students to succeed. We should
change the policies that impede student success.

Policy barriers can frustrate the best efforts to
improve practices at the colleges. Resource
constraints are certainly at the root of these
frustrations and must be addressed, but whatever
the level of funding, policies must be designed
deliberately to accomplish their intended
purposes. What is needed are resources and
policies that ensure that resources are used
effectively to promote student success and
California’s prospects.
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Aligning Policy with State Priorities
Effective state finance policy must reinforce state priorities
and provide colleges with the necessary means to meet
those priorities. Finance policy is a powerful tool because it
sends strong signals about what's important and provides
incentives for certain behaviors. But finance policy sends
signals whether or not the policies have been explicitly
chosen to align with real priorities. The signals embedded in
the policies create de facto priorities, which may not be the
priorities that policy makers would explicitly embrace. Like
many other states, California has no explicit priorities for its
higher education system other than the broad tenets of the
1960 Master Plan for Higher Education. That makes it more
likely that outcomes are driven by de facto priorities rather
than priorities that reflect conscious choices of lawmakers and
vital needs of the state.

A 2004 report, Ensuring Access with Quality to California’s
Community Colleges, concluded that current community
college finance mechanisms provide barriers to success

rather than promoting it. It recommended a comprehensive
review of finance policies to understand whether policies,
collectively, are accomplishing their intended purposes. This
report presents the results of such a review. We looked at
finance policy, broadly defined to include appropriations,
categorical programs, restrictions on the use of funds, and
policies on fees and financial aid. We examined the incentives
embedded in these policies that influence the actions of
institutions and students, who respond rationally to such
incentives. Our purpose is to understand whether the policies
promote, or undermine, state priorities.

Claiming that colleges and students respond to incentives

is only to credit them with being rational, and in no way
suggests any lack of commitment to success. To the contrary,
faculty and staff have demonstrated a strong commitment
to student success through the strategic plan and several
ongoing system initiatives. But money matters, especially

to the resource-poor community colleges whose faculty
and staff must always be concerned with next year's budget
simply to survive. In an effort to provide the best education
possible, college faculty and staff are sometimes driven to
maximize revenues and respond to fiscal incentives — even
when those actions may not be best for students. As the

bestselling book Freakonomics points out, incentives explain
how things are, not how we would like them to be.

Identifying State Priorities

In the absence of official policy objectives for higher
education, the analysis draws upon the priorities outlined in
pending legislation. SB 325 (Scott) — called "Postsecondary
Education: Educational and Economic Goals for California
Higher Education” - contains a set of six questions that,
together with specific performance indicators and targets,
comprise a useful set of state priorities for purposes of

this analysis. We adapt these six priorities to a community
college focus, and analyze current finance policies to see if
they promote or impede achievement of these priorities.

1. Increase the college readiness of incoming students
Some of the most powerful reforms occurring
across the country are those that enlist colleges and
universities as partners with K-12 to help improve the
readiness levels of incoming students. CCC policies
can influence college readiness among recent high
school graduates as well as adults.

2. Provide broad access to higher education for
Californians who seek or need a college credential
Declines in education levels of the population call
for increasing the number of educated Californians.
Access by those individuals who seek a college credential
in order to enter or advance in the state workforce
addresses this problem. The CCC is authorized to
offer instruction that does not lead to credentials and
there is strong community support for that role. But
from the perspective of meeting public priorities for
social and economic vitality, the mission to award
educational credentials (including the provision of
prerequisite basic skills) takes precedence.

3. Ensure that community college education is
affordable
Affordability must address all costs of attending
college, including textbooks, transportation, housing,
health care, childcare, and other living expenses.
Community college fees account for only five percent
of college costs. If college is not affordable, when
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considering all of these costs and financial aid,
students are forced to work too much for their own
good, academically. Making college affordable and
reducing excessive work hours will improve student
success.

4. Increase completion rates for associate degrees,
certificates, and baccalaureate degrees via
community college transfer
Success in community college includes
accomplishments other than program completion,
but the economic prospects for the state are so
dim without huge gains in educational attainment
among growing populations that a focus on
program completion is justified. Across the nation,
community college success is defined in terms of
degree completion, as evidenced by major national
projects to improve student success and the goals
set by many states.

5. Meet the needs of the state and regional workforce
Often described as the engine of California’s
economy, the community colleges are critical to
preparing the workforce. The CCC can sustain that
engine in several ways: quality programs that give
students the knowledge and skills to succeed in the
215t century workplace; programs that collectively
meet the needs of the state, with a particular focus
on addressing the shortfalls reported in fields
such as nursing, teaching, and science and math
professions; and responsiveness to the distinct
workforce and training needs of each college’s local
region.

6. Ensure the efficient use of public funds invested in
higher education
It is important that community college finance
policies promote the efficient use of public
funds because funding is scarce in relation to the
extensive and critical set of missions. Resources are
invested efficiently if they are directed to areas of
greatest need and achieve the best results possible
for a given level of investment.

Finance Policy and Student Success
This is an opportune time for a systematic look at finance
policy, with mounting pressures on the CCC to account for
increased success, the system’s own commitment to student
success, and lawmakers' growing awareness that community
colleges are vitally linked to future economic and social
health. The finance reforms enacted in 2006 pursuant to

SB 361 have earned broad support for increasing the equity
of allocations across districts. This accomplishment could
provide a basis on which to build the next stage of reforms
that would extend the focus beyond base appropriations to
other dimensions of finance policy and from district equity to
student success.

As we documented in a policy brief, Rules of the Game, too
few CCC students are completing degrees and certificates.
Colleges need the capacity — both resources and supportive
public policies — to ensure that more students can meet their
educational goals. Rules of the Game identified two domains
of state policy that impede college efforts to help students
succeed. One is enrollment and course-taking patterns that
students follow, including the counseling and support they
receive in making those decisions. We subsequently issued

a detailed report, Beyond the Open Door, that analyzed those
policies and offered recommendations for increasing student
success. This report addresses the second policy domain
highlighted in Rules of the Game - state finance policies that
affect how much money the colleges have, how they may
use those funds, and how student enrollment is supported
through fees and financial aid.

State appropriations per full-time student at the CCC are less
than 60 percent of that for students at the California State
University (CSU) and less than one-third that of students

at the University of California (UC). When fee revenues are
accounted for, the revenue differential is vastly magnified
because the CCC collect very little student fee revenue
compared to the four-year institutions. Strict comparisons
are hard to interpret in view of the different missions
assigned to each segment and the inability to compare
expenditures for undergraduate students. But the large
remedial mission performed by community colleges is more
expensive than has typically been recognized in community
college funding levels across the nation. Community
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college students generally require considerable institutional
resources if they are to succeed.

In view of the state’s continuing structural budget deficit,
there are unlikely to be more than incremental gains in per-
student funding in the near future. This will continue to put
a premium on the effective use of limited resources. This
report, through a systematic review of finance policies, seeks
to determine whether the people of California are, as the title
of this report suggests is possible, investing in success.

Policy Audit Findings

The report includes extensive descriptions and analyses of
the complex realm of community college finance policy.
For descriptions of the policies and a full analysis, the
reader will have to consult the full report.

Proposition 98 creates a disincentive for cooperation
between K-12 and CCC on college readiness reform and
fails to direct funding toward the greatest need with
respect to enrollment growth trends within each sector.

Base funding policies create pressures to maximize
early term enrollments but give no financial incentive to
improve outcomes such as persistence, course completion,
degree completion, or student learning. They provide
no incentive to enroll students (e.g., degree seeking,
low-income, underserved) who would increase overall
educational attainment levels in the state. Some of the
means to increase enrollment, such as allowing late
registration and minimizing course prerequisites, work
against student completion. There are disincentives to
invest in high cost programs.

Enrollment growth policies create incentives for districts
to expand enrollment, but only up to a specified cap.
High-growth districts have little means to respond to
excess enrollment, which could impede access. Low-
growth districts are encouraged to recruit students. The
method for allocating district caps can create a disconnect
between actual need and authorized enrollments.

Categorical funding, as implemented, is a flawed
mechanism for addressing priorities. In a system of local
and state-level governance, categorical funding could
potentially steer districts toward meeting high priority

state goals. However, there is no apparent logic as to
which programs receive categorical funding, as it is used
to support core functions such as student advising and
compensation for part-time faculty. The stated goals of
the categorical programs are not always promoted by
the funding mechanisms. Categorical programs impose
unnecessarily high administrative costs on colleges. By
segmenting a college budget into various protected
pieces, categorical funding prevents colleges from
developing college-wide priorities for the allocation of
resources.

Restrictions on the use of funds deprive college leaders
of flexibility and authority they need to manage their
institutions. Community colleges are locally governed in
order to meet the diverse needs of the state’s communities.
Having one-size-fits-all requirements for how colleges can
spend their funds, who they can hire, and for how long
discounts the local variations and the ability of college
leaders to know how best to manage their funds.

Fee policies are principally about keeping fees low to
promote access. Low fees promote high rates of college
participation among broad populations, many of whom
never complete an academic credential or seek to complete
one. Although low fees are largely responsible for per-
student funding being well below the national average,
there is virtually no stakeholder support for increasing fees.
College funding derives largely from FTES so any action
that could reduce enrollment is opposed. In addition, fee
revenue is deducted from state funding entitlements so it
is not treated or viewed as a potential source of additional
revenue that could increase access and success.

Financial aid in the form of waived fees and Cal Grants
reduce financial barriers to access, and the Cal Grant
program contains some incentives for students to prepare
and perform academically. The fee waiver program has
no incentives for students to prepare for college or make
academic progress once enrolled. The Cal Grant award
has declined severely in purchasing power to the point
where students face serious affordability problems, even
with an award. With the emphasis on keeping fees low as
the primary means to make college affordable, policy has
given insufficient attention to the larger costs of college.
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Table ES-1
Summary of Policy Alignment with Priorities

Apportionments

Categoricals:

Readiness | Access | Affordability | Completion

Workforce

Efficiency

Matriculation - +/- - - - -
EOPS + + + + -
DSPS + - -
Part-time Faculty +/- - -
Financial Aid Administration + + - +/-

Fees:

Lack of policy

Low fees +/- +/- - - -
Waivers + +/- - - -
Revenue offset - - - -
No fee non-credit + +/- + +/- + -

Prohibit campus fees

Key:  + indicates that the policy promotes the priority

- indicates that the policy fails to promote, or works at cross purposes to, the priority
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As a result, community college students do not get all the
financial aid for which they are eligible. Lack of aid causes
students to work more than necessary, which is a serious
factor in their lack of success.

Policies Undermine State Priorities
Table ES-1 summarizes the analysis of the policies with
respect to the six priorities. A “+" indicates that the policy

un

promotes the priority; a “-" indicates that the policy fails to
promote, or works at cross purposes to, the priority. This
summary does not reflect the different magnitudes of

the effect of each policy, but it does reveal a substantial
misalignment between policies and priorities. The greatest
alignment is with the access priority, but even those policies
do little to encourage access by the growing numbers of
under-served Californians — precisely those individuals
whose education is most likely to stem the decline in

educational attainment and workforce quality.

The analysis of policy impact is predicated on the
proposition that people, both individually and as
institutional representatives, respond to incentives. An
assertion that faculty, staff, and students respond to fiscal
incentives entails no judgments about their values. When
enrollment-driven funding leads colleges to allow late
registration beyond what they know is good for student
success, it is not because colleges care little about student
success. They are playing by the rules of the game that have
been established for them as they strive for financial survival.
If a student continues for several terms without seeing a
counselor and makes no forward progress toward her goals,
it is not because she doesn't care about her future but likely
because the wait to see a counselor is too long and there

is no need to make forward academic progress in order to
renew her fee waiver.

Policies Do Not Provide Colleges the

Means to Fulfill their Missions

The CCCis expected to fulfill a broad and costly set of
missions at a fraction of the cost of universities. Experts have
warned against ignoring capacity issues when developing
policies to promote college access. Access is of little value

to students if colleges cannot accommodate them and serve
them effectively. Ensuring that colleges have the means to

fulfill their missions goes beyond funding levels and includes
the freedom to use resources — whatever their level - most
effectively. This requires a set of policies that do not work

at cross purposes to system and student effectiveness. It
requires that colleges have the decision-making authority to
direct resources to where they are most needed.

Our analysis has revealed a very strong emphasis on policies
that stimulate enrollment without an equivalent policy focus
on getting the CCC system the resources and decision-
making authority it needs to serve these large numbers of
students effectively. The funding available to the system is
determined more by K-12 enrollments than by community
college enrollment demand and total funding is artificially
capped by formula. There is very little fee revenue available
to the system and that which is collected does not augment
college budgets. The distribution of core and targeted funds
to districts places other factors before the needs of students
and communities. Regulatory restrictions seriously impede
local discretion to make the best use of resources.

Affordability Policy is Needed

The long-standing assumption that keeping fees low (and
waiving them for needy students) will ensure affordable
community colleges has proven misguided. There is a
serious affordability problem in the CCC that has little

to do with fees. A comprehensive affordability policy
must be developed to (1) address the full costs of college
attendance, (2) take full advantage of federal grant and loan
programs, (3) increase the purchasing power of Cal Grants,
(4) establish an institutional aid program in the CCC similar
to the State University Grant Program and the University of
California Grant Program, and (5) consider whether higher
fees for non-needy students could increase access and
success by augmenting state appropriations with much-
needed revenues.

Those who oppose fee increases express genuine concerns
that any fee increase will reduce access among the at-

risk and poor students who depend on the community
colleges for a secure future. But no one who cares about
the economic and civic health of the state wants to deprive
needy Californians of an education. The question is whether
access for those individuals can be protected in such a way
that does not deprive the institution of needed resources.
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Proponents of no- or low-fee community colleges would

like to see the state budget reflect different policy choices.

But the same demographic changes that have shaped
today's community college are increasing the competition
for state funds — for an array of health and social services
required by the growing numbers of immigrants and
disadvantaged populations. In view of these competing
priorities and the tax-limited environment in which we live,
it may be that current fee policies can be maintained only
at the expense of inadequate funding for the community
colleges to serve students.

Not all community college students are low-income. By
design, a full two-thirds of California high school graduates
are ineligible for direct enrollment in UC or CSU and are
directed to community colleges if they attend in-state
public institutions and many others choose to attend a
community college for reasons of convenience and access
to quality teachers and programs. The median household
income of dependent CCC students is similar to that of

all California households. This suggests that many CCC
students would not be financially disadvantaged by a
modest increase in fees. It is time to take a fresh look at
the relationship among fees, financial aid, state support
and access to see if there are options other than waiting for
taxpayers’ and lawmakers’ priorities to change.

Directions for Reform

Various groups have identified problems with CCC funding
mechanisms in recent years, including the Assembly
Committee on Higher Education, whose working group
identified in 2004 some of the same problems that our
research has confirmed, such as under-funding with
respect to mission, extensive bureaucratic restrictions,

and limited district flexibility to raise additional revenue.
Independently, the CCC system convened a working group
of finance experts that recommended changes that led to
the enactment of important reforms, but the reforms did
not address some of the broader issues raised by others and
confirmed here.

Inspired by national policy experts and organizations, there
is a great deal of activity across the country in exploring

or implementing new approaches to finance policy to

help accomplish state priorities. In many cases these new

directions recognize that finance policies often mistakenly
steer people in ineffective directions. We have categorized
these approaches by (1) whether they aim to influence the
behavior of colleges or students and (2) which of the six
proposed priorities they address, and we list them in the
full report. It is our intention to encourage conversations in
California about how the state might adapt some of these
ideas to our circumstances and design fair and sensible
budgeting systems that can help college faculty and staff
increase student success.

Investing in Success

The new directions in policy reform show that investing in
success applies to all aspects of finance policy — not only
to the way that annual budgets are allocated to colleges.

It applies to eligibility requirements for financial aid, fee
policy, flexibility in the use of resources, differential funding
for higher cost programs and services, faculty salaries, and
collaborative efforts between colleges and high schools.

A variety of strategies along these lines might be used to
improve student success. They are not typically thought of
in the context of finance policy reform, but they should be.

Policies that affect basic college allocations create

the most powerful incentives because they affect the
distribution of core funding. If Californians are to invest
wisely in the success of community college students, it is
vital that funding mechanisms be structured to include
incentives for achieving positive outcomes. The question,
which continues to perplex American higher education,
is how best to incorporate measures of success into funding
decisions.

Performance funding has largely failed across American
higher education and has a deservedly bad reputation
among educators. The conventional wisdom behind
performance funding is fundamentally flawed because it
assumes that a very small pot of funds set aside to reward
performance after the fact is going to change the nature
of the enterprise. When those changes don't result,

the performance fund is typically deemed expendable

— usually after a short trial period, such as occurred with
the Partnership for Excellence program (PFE) in the
community colleges.
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There is a better approach, which we call investing in success.
The fundamental difference is that investing in success
acknowledges that improving performance is not an add-on
responsibility. It is an ongoing and costly undertaking and
should be institutionalized into the basic funding formula

so as to provide a stable and significant funding source.
Investing in success changes the incentives built into core
funding while performance funding leaves the current
incentives in place and sets up a small categorical program to
fund performance. Funds earned under an investing in success
model are, by definition, part of a college’s base funding,
while funds earned under traditional performance budgeting
approaches are bonuses that may or may not last.

Investing in success works by re-conceptualizing the workload
that state funding covers through the basic allocation.
Workload is currently defined as 3'Y week enrollment and
colleges are funded to serve it. Additional workload factors
could be added, such as teaching students for a full term,
serving financially disadvantaged students, guiding students
through basic skills, enrolling students in specified programs,
or producing certificates and degrees. These are just a few
of the many possibilities for redefining workload to align
funding with priorities. The full report includes a hypothetical
illustration of how this model works and how the inclusion

of different performance-related workload factors can alter a
college’s funding level without the setting of arbitrary targets
and the imposition of rewards or penalties.

Under this approach, the state’s investment in success increases
each year as workload growth funds are provided to the system.
This ensures that college progress is not funded at the expense
of other colleges. Investing in success has the additional
advantages over traditional performance funding of sending the
message that performance is something to be institutionalized
- not pursued at the margins and at some times but not others.

Change in finance policies will not come easily. There are
powerful political interests behind the current policies. But
there is too much at stake for the future to acquiesce to
policies that place the needs of stakeholder groups ahead
of the needs of students and California’s economic future. It
is essential to find finance mechanisms that will ensure that
California invests enough in its community college system
and invests in success.
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INVEST IN SUCCESS

l. Introduction

Workforce

between education and competitiveness.”

"Whereas for most of the 20th century the United States could take pride in having the best-
educated workforce in the world, that is no longer true.”

Tough Choices, Tough Times, Report of the New Commission on the Skills of the American

“Americans know that the U.S. risks falling behind and understand the relationship

Innovation and U.S. Competitiveness: Addressing the Talent Gap, Business Roundtable

“There is a crisis in American higher education....Too many students are falling through the
cracks. As aresult, U.S. citizens are not achieving their full potential, state economies are
suffering, and the United States is less competitive in the global economy.”

Transforming Higher Education, National Conference of State Legislatures

Declining Fortunes

There is a growing concern among the

nation’s leaders about the declining economic
competitiveness of the United States relative to
both established and developing nations. As
one example, the U.S. Secretary of Education’s
Commission on the Future of Higher Education
was established in 2005 to develop a national
strategy to ensure the U.S. can compete
effectively in the global economy. The following
year, the National Conference of State Legislatures
laid out its case for Transforming Higher Education
calling it a "national imperative.”” The National
Governors’ Association joined in with its annual
conference in 2007, called Innovation America,
focused on ”“...helping colleges and universities
better prepare the workers of tomorrow. ..."?

A telling indicator of declining fortunes is that
this country is doing less well in educating

new generations than are many other nations.
While the U.S. is second only to Canada among
the twenty-nine Organization for Economic
Cooperation and Development (OECD) nations in

the percent of its population ages 35 to 64 with
an associate's degree or higher, its ranking falls to
eighth when the 25 to 34 age group is considered,
with several countries poised to overtake the

U.S. in the next several years.? Countries that are
doing better at educating their young people

will see rising overall educational attainment
compared to the United States, where educational
attainment is projected to decline.

As other countries are doing a better job
educating young people than is the U.S,, other
states within the U.S. are doing a better job
educating young people than is California.
California ranks second among the 50 states

in the share of the population age 65 or older
with an associate’s degree or higher, but its rank
declines with each successively younger age
group. Among younger workers ages 25 to 34,
California ranks 30™ among the states.* The failure
to keep up with other states in educating younger
generations is contributing to California’s relative
decline in overall educational attainment. While
California remains slightly above the national
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average for the percent of the population with an associate
or higher level degree, over a fifteen year period the gap
between California and the national average has narrowed.®
This means that educational attainment in California is
growing more slowly than the nation as a whole. If this trend
continues for even a few more years, California will fall below
the national average in the educational attainment of its
population.

A second telling indicator is the contrast between access

to higher education and completion of college programs

in both the United States and California. OECD data from
2004 show that the U.S. is near the top among OECD nations
in college participation rates but close to the bottom

in completion rates.® And California is near the bottom,
nationally, in a country that is struggling to keep pace
globally, placing 46" among states in bachelor’s degrees
awarded per 100 undergraduates enrolled. A slate of recent
studies has concluded that California will need to increase
degree attainment among its own population if it is to meet
the need for college educated citizens and workers.’

In a 2007 study entitled Strategies for Improving Student
Success in Postsecondary Education, Arthur Hauptman asks
why the U.S. has done so much better at achieving high
levels of access than in promoting student success.® His
answers have everything to do with public policy and the
influence that policy has on educational outcomes. He offers
three policy-related explanations for the lack of college
success and, in particular, for our nation’s inability to close the
equity gaps throughout the educational pipeline:

Funding and policy priorities favor access over
readiness and success.

Federal and state policies are not well targeted toward
low-income students.

There is a disconnect between policy design,
implementation, and effect.

This study asks whether we might similarly conclude that state
policies in California are standing in the way of greater student
success. In particular, the study examines finance policy

for the California Community Colleges (CCC) in an effort to
understand whether policies are well targeted to help the state
reverse its declining fortunes or if policy changes are needed.

An Expanding Focus: Ensuring Access

to Success

The good news is that after decades of state and federal
policy attention to increasing access to higher education,
there is considerable focus across the country on improving
student success in college. Much of this effort involves
community colleges, where the common goal is to
increase the numbers of certificates and degrees awarded
to community college students and the transfers to four-
year institutions.” States are giving particular emphasis to
improving student readiness for college, because academic
preparation in high school has a powerful influence on
college success.””

The California Community College system has signaled its
commitment to student success with a new strategic plan
that identifies a key goal of “student success and readiness,""
an annual conference on student success,”” a new system-
wide initiative to increase student success in basic skills,”® and
countless local efforts aimed at increasing student success.

But there is a catch: a commitment to increase student
success, no matter how strong and how genuine, is not
enough if public policies work at cross purposes. If, as a
nation, we realize that open-access institutions hold the key
to future prosperity because they serve the vast majority of
students, but we continue to fund them far less generously
than selective institutions, we should not be surprised if
educational attainment levels don't rise. If we lament the
low levels of enrollment by low-income students in selective
colleges but continue to award institutional financial aid on
the basis of merit, irrespective of financial need, we cannot
expect much change in enrollment patterns.

Moving closer to home, if we know that a rigorous high
school curriculum is the best predictor of college success
and that most incoming community college students need
remediation, but our policies do not clearly communicate
college readiness expectations, even the best efforts to
improve outcomes in basic skills courses are disadvantaged
from the start. If we understand the importance of student
support services to today’s students but our policies limit
the hiring of counselors and other student services staff, we
should not be surprised when colleges can't steer students
toward success. If we grasp the severity of the nursing
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shortage in California, but our policies make it difficult for
community colleges to expand nursing enrollment and hire
nursing faculty, we shouldn't hope to alleviate the shortage.
Finally, if we know that heavy work schedules prevent
students from giving enough attention to their studies but
our policies leave students with insufficient financial aid, we
should change those policies.

Changing public policy is not easy. Nor is it typically seen as
part of the job of college faculty and staff. So in the pursuit
of increased student success they engage in professional
development, write grants in the hope of piloting new
programs, review data, and advocate for more funding.
They do all they can, in the absence of systematic efforts

to address structural barriers, but are so often frustrated by
the lack of scalability of small efforts that show promise for
improving outcomes. Certainly resource constraints are at
the root of these frustrations and must be addressed. But
public policies matter independent of resource levels. If
not well designed to accomplish their intended purposes,
policies can provide roadblocks to student success. What is
needed is a combination of additional resources and policies
that put resources to the best use.

Aligning Policy with State Priorities
Dennis Jones, a leading expert on higher education policy,
advises states across the U.S. that in order to be effective,
state finance policy must satisfy the following criteria:'

Policies should reinforce state priorities.

The institutional capacity necessary to meet the
stated priorities must be created and sustained.

The contributions required of students and taxpayers
should be affordable.

He notes that state finance policy is a powerful tool
because it sends strong signals about intent and can
provide incentives for certain behaviors. The problem is
that it sends signals whether or not the policies have been
explicitly chosen to align with real priorities. The signals
embedded in the policies create de facto priorities, even

if those are not the priorities that policy makers would
explicitly embrace. Like many other states, California has
no explicit priorities for its higher education system other

than the broad tenets of the 1960 Master Plan for Higher
Education.”” That makes it more likely that outcomes are
driven by de facto priorities rather than priorities that reflect
conscious choices of lawmakers.

Another aspect of alignment involves integration across
various aspects of policy. Jones urges states to ensure

that finance policies and decisions are made as a coherent
package, not as independent actions, and to recognize that
the methods by which funds are allocated are key elements
of policy, as different allocation methods elicit different
institutional behaviors.'®

Hauptman, in the 2007 report cited above, concludes that
"while there is growing rhetorical commitment to student
success, the reality is that policies often do not mirror the
rhetoric. Whether intentional or not, policies in many states
are at best benign and often antithetical to improving
student success.” He calls for new forms of finance policy
that will “create incentives for students to be better
prepared and for institutions to enroll and graduate more
at-risk students."”

In 2004, the National Center for Public Policy and Higher
Education published Ensuring Access with Quality to
California’s Community Colleges.®* That report called
attention to the considerable challenges facing the
community colleges. A central critique included in

the report’s findings is that current community college
finance mechanisms “serve to provide barriers to progress
rather than promoting it."" The “essential first step” in
aligning resource allocation mechanisms to programmatic
priorities is to perform a policy audit of the system’s finance
infrastructure, the report concluded.

A policy audit is a means to understand whether policies,
collectively, reinforce a state’s priorities. It requires taking

a comprehensive look at policies — in this case, at finance
policies — in marked contrast to the incremental, fragmented
way that policy is typically developed. A policy audit reveals
to lawmakers whether the overall system of laws and
regulations that they have designed is likely to get them the
results they want.

Key to understanding the likely impact of policy is to
examine the incentives embedded in those policies
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that influence the behaviors and actions of institutions

and students, who naturally respond rationally to such
incentives.”® Through the incentives they create, policies
define the rules of the game under which institutions and
students operate.”’ If a state seeks certain outcomes, its
leaders must understand whether the incentives inherent in
the policies are aligned with those outcomes, i.e., whether
itis reasonable to expect that institutions and students will
behave in ways consistent with the desired outcomes.

Claiming that colleges and students respond to incentives

is only to credit them with being rational, and in no way
implies that neither is committed to successful outcomes.

To the contrary, CCC faculty and staff have demonstrated
clearly their strong commitment to student success through
the strategic plan and several ongoing system initiatives. But
money matters, especially to the resource-poor community
colleges whose faculty and staff must always be concerned
with next year's budgetary allocation simply to survive.

Our discussions and interviews with officials across the

CCC system confirm that in an effort to provide the best
education possible, college faculty and staff are sometimes
driven to maximize revenues and respond to fiscal incentives
- even when they might question the efficacy of those
actions in terms of what is best for students. After all, as the
bestselling book Freakonomics points out, incentives explain
how things are, and not how we would like them to be.”

By identifying these incentives, this report aims to show
what California is, in effect, buying with its investment in
its community colleges. Further, it seeks to make a case for
changing policies so that California will invest in success.

Identifying State Priorities

The Ensuring Access report criticized current finance practices
for not being aligned with identified needs and objectives.
But California has not set forth clear and specific policy
objectives for higher education. The tenets of the Master
Plan are not nearly specific enough to guide the state’s
investment of resources.

Important steps toward establishing state priorities have
emerged from the Legislature. In 2004, the Legislature
passed a bill which set forth four broad goals for

higher education as the basis for a first-ever statewide

accountability system for California higher education. The
bill was vetoed by the Governor in 2004,?* but it did signal
a willingness on the part of the Legislature to identify
statewide objectives to guide policy development.*

This effort has been revived and reshaped in the current
legislative session as SB 325 (Scott) — called “Postsecondary
Education: Educational and Economic Goals for California
Higher Education.” The bill contains a set of six questions
that restructure, but are consistent with, the goals adopted
by the Legislature in the 2004 version. It addresses the
Governor's concerns by specifying performance indicators
to track progress in each area along with targets. It was
developed with reference to data on the performance of
California higher education and thus reflects documented
areas of priority need. In its Senate committee hearing the
bill received support from the three segments of public
higher education. It seems reasonable to consider these a
useful set of state priorities for purposes of this analysis.

Adapting these six priorities to a specific focus on the
California Community Colleges, we define a set of six state
priorities against which we analyze current finance policies.
We analyze the policies for the extent to which they
promote or impede achievement of the priorities by means
of the incentives they contain for colleges and students.

1. Increase the college readiness of incoming students
Some of the most powerful reforms occurring across
the country are those that enlist colleges and
universities as partners with K-12 to help improve the
readiness levels of incoming students. The community
colleges face tremendous challenges in serving so
many students who are under-prepared for college-
level work. To the extent that more incoming students
are prepared for college — with an adequate academic
background and the necessary information about
what it takes to become ready for college success
- the colleges’ task becomes less daunting.® CCC
policies can influence college readiness. Since the
community colleges serve large numbers of students
who are not entering directly from high school, the
colleges play an important role in influencing the
readiness of college bound adults as well as of recent
high school graduates.
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Provide broad access to higher education for
Californians who seek or need a college credential
We address this question from the perspective of the
projected decline in education levels of the California
workforce and projected shortages of educated
workers. Heeding these forecasts calls for improving
educational attainment in California, defined in the
measurable terms being used across the nation —
college credentials that have been shown to correlate
with increased personal economic security and state
civic, social, and economic health. Access by those
individuals who seek a college credential in order to enter
or advance in the state workforce will yield the greatest
benefit to Californians. The CCC is authorized to offer
instruction that does not lead to credentials and there
is strong community support for those offerings. But
from the perspective of meeting public priorities for
social and economic vitality, the mission to award
educational credentials (including the provision of
prerequisite basic skills) should take precedence.

Ensure that community college education is
affordable

Affordability must take into account all of the costs
of attending college. College costs include not only
fees, but textbooks, transportation, housing, health
care, childcare, and other living expenses. In fact,
community college fees account for only 5 percent
of the costs of college attendance.”® If college is

not affordable, when considering all of these costs,
students are forced to work too much for their own
good, academically, if they are even able to attend
at all?” In our analyses of a cohort of CCC students,
we found that students who attended full-time for
at least the majority of terms in which they enrolled,
had completion rates four times higher than students
who attended on a more part-time basis.”® To the
extent that college costs, even with financial aid,
lead students to attend part-time to accommodate
more work hours, affordability is a major factor in
college success as well as in college access. Put simply,
community college students work too much to be as
successful as we need them to be. It is in the state’s
best interest to make college more affordable and
discourage excessive work hours.

Increase completion rates for associate degrees,
certificates, and baccalaureate degrees via
community college transfer

While success in community college can involve
accomplishments other than program completion, the
economic prospects for the state are so dim without
huge advances in educational attainment among
growing populations that a focus on completion of
degrees and certificates is justified. Across the nation
community college success is being defined in terms
of degree completion, as evidenced by major national
projects to improve student success. Notable examples
include the Achieving the Dream project led by the
Lumina Foundation and the Opening Doors project run
by MDRC - both of which state their goals in terms of
helping low-income students earn college credentials.
Reflecting this focus, the CCC Strategic Plan has a
strategy under its student success goal for increasing
degrees and certificates awarded.

Meet the needs of the state and regional workforce
Often described as the engine of California’s
competitive economy, the community colleges are
critical to preparing students for the workforce. This
goal is aimed at sustaining that engine through several
dimensions: quality programs that give students the
knowledge and skills to succeed in the 21 century
workplace; programs that collectively meet the needs
of the state, with a particular focus on addressing the
shortfalls reported in fields such as nursing, teaching,
and science and math professions; and responsiveness
to the distinct workforce and training needs of each
college’s local region.

Ensure the efficient use of public funds invested in
higher education

Such benefits will be maximized to the extent that our
investment in community colleges provides a good
return. Itis especially important that community
college finance policies promote the efficient use of
public funds because funding is so scarce in relation
to the extensive mission. Resources are invested
efficiently if they are directed to areas of greatest
need and achieve the maximum return with respect
to meeting the identified goals of readiness, access,
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affordability, completion, and workforce needs, as
defined immediately above.

Finance Policy and Student Success
Major changes to CCC finance policy were enacted into

law in 2006 pursuant to SB 361. These changes were the
result of years of hard work by various stakeholders and
demonstrate that reform, although hard, is possible. Most
observers agree that SB 361 has introduced greater equity
into district allocations. This is a true accomplishment in the
complex political environment of the CCC, but more work is
needed in two respects. First, general appropriations policy
is but one part of finance policy; also included are policies
on categorical funding, fees, financial aid, and regulations on
expenditures. Second, SB 361 was focused on equity to the
72 districts and not directly on outcomes for students. While
leveling the playing field among districts to serve students
is a worthy objective, and was a legislative priority, it doesn't
necessarily address the degree to which all districts can
leverage their resources to improve student success. The
question is whether lawmakers want to make student
success a priority as well.

As we documented in Rules of the Game,* opening the
college doors to Californians is not enough today. Too few
CCC students are completing degrees and certificates after
they pass through the open college door. Colleges need the
capacity — both in terms of resources and supportive public
policies — to ensure that more students can be successful in
meeting their educational goals.

Rules of the Game identified two areas where state policies
could be reformed to become more supportive of college
efforts to help students succeed. One area relates to the
enrollment and course-taking patterns that students follow
in college and the kinds of counseling and support they
receive in making those decisions. We subsequently issued a
detailed report, Beyond the Open Door,*° that analyzed those
policies and offered recommendations for increasing student
success via policy reforms. The second area is finance policy
— state policies that affect how much money the colleges
have, how they use those funds, and how student enrollment
is supported through fees and financial aid. This report is an
analysis of how finance policy reform might improve rates of
student success in the California Community Colleges.

This is an opportune time for a systematic look at finance
policy for the CCC:

The system has committed itself to increasing student
success through the implementation of its new
strategic plan.

There are mounting pressures on the CCC to account
for increased levels of student success, including, in
particular, increased degree and certificate production
to help address the projected shortfall of educated
workers.

There is growing awareness nationally, and especially
in California, that community colleges are vitally
linked to future economic and social health, as they
are the principal route to economic security for so
many adults — young and not so young.

Amid widespread concern that the mission of the

CCC may outstrip available resources, it is critical to
examine whether policies help or hinder the system in
its attempts to leverage scarce resources to
accomplish state priorities.

The SB 361 reforms addressed longstanding concerns
about the equity of allocations to districts and thereby
created an opportunity to rectify other shortcomings
of the current finance policies.

An examination of CCC finance policy must begin with a
look at its overall level of resources. Figure 1 shows that
government appropriations per full-time student at the

CCC are less than 60 percent of that for students at the
California State University (CSU) and less than one-third that
of students at the University of California (UC). When fee
revenues are accounted for, the differential in revenues is
vastly magnified because the CCC collect very little student
fee revenue compared to the four-year institutions. Strict
comparisons are hard to interpret in view of the different
missions assigned to each segment. State budgeting
practices do not allow comparisons across segments of
funding levels for undergraduate students only. Nevertheless,
the comparatively low level of funding in the CCC puts a
premium on the effective use of those limited resources.
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Figure 1: Funding for Higher Education, 2006-07
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Community colleges are under-funded for the expansive
mission assigned to them. The remedial mission served by
community colleges is not something that can be done on
the cheap. More generally, the students increasingly served by
community colleges are those who require more, not fewer,
institutional resources, because they bring with them such
limited understanding of the dimensions of college success.’!
Not only do they need quality classroom instruction, but they
need a full array of support services to sustain their academic
careers.>” But California is not alone in allocating the least
amount of resources per student to this sector. In view of
the state’s continuing structural budget deficit, it may be
unrealistic to expect more than incremental gains in funding.

Because they survive with such limited funding, we often hear
that the community colleges are “efficient.” The community
colleges are indeed inexpensive — both for students and
taxpayers. But efficiency involves the relationship between
inputs and outputs. Itis one thing to keep the price low

for students and taxpayers; it is quite another to ensure that
colleges have the resources they need to serve students
effectively.

Outline of Report and Research
Methods

Section Il of this report applies the policy audit technique

in a systematic analysis to determine whether community
college finance policies are aligned with state priorities.
Because it begins with descriptions of each policy, it provides
a comprehensive review of finance policy. It can be used

as reference for those who are interested in specific policies

and need not be read in totality in order to understand the
conclusions of the research. Section Ill summarizes the findings
of the policy audit with respect to Jones' three criteria for
effective finance policy: (1) does policy reinforce state priorities?
(2) does it provide the colleges with the capacity to fulfill their
missions? and (3) does it require affordable contributions from
taxpayers and students?

Section IV describes efforts nationwide to reform finance
policy, using the framework of the six state priorities to suggest
why California lawmakers may want to consider various
alternative approaches. Some of the alternatives are aimed at
incorporating performance factors into funding mechanisms.
Because there is great controversy over what is commonly
termed “performance funding” and because there are better
and worse ways to incorporate performance into funding, the
report ends with an analysis of how we believe that California
can invest in success in such a way that avoids the pitfalls of
traditional performance funding.

We began the project by convening a group of external
advisors, including a leading national expert on the use

of policy audits, to identify the most important policies to
include in the audit. We defined “finance” broadly to include
appropriations, fee, and financial aid policies, as well as the
regulations imposed on colleges to guide their use of funds. We
pursued four parallel tracks for data collection. The first involved
an extensive review of legal and other policy documents to
provide background on the policies in question. A second
involved interviews with community college personnel to
understand how these policies influence actions across the
system. These included meetings with the CEO board and the
executive boards of the three organizations that represent the
vice presidents for finance, instruction, and student affairs. We
followed the board meetings with individual interviews. We
met twice with the Chancellor’s cabinet to share our ideas and
seek input into our research. Third, we participated in national
workshops on community college finance and associated
meetings with national experts to help identify policies in other
states that illustrate the use of incentives to accomplish state
educational priorities. Fourth, we performed a comprehensive
literature search of finance policy reforms being recommended
by experts, or being implemented or considered by other states.
The draft report was reviewed by over twenty individuals — many
of whom are experienced members of the CCC community.
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Il. Policy Audit

"Policy has become the accretion of many special purpose acts and actions, layered each

upon the other.”

Ensuring Access with Quality to California’s Community Colleges, National Center for Public

Policy and Higher Education

“Rather than making long-term strategic policy decisions, higher education policy is
based on reaction to the latest budget crisis or policy fads. This is exacerbated by the
fact that higher education legislative policy is diffused among different legislative
committees so that policy and budget decisions often are not coordinated.”

Transforming Higher Education, National Conference of State Legislatures

"We all learn to respond to incentives, negative and positive, from the outset of life.”

Freakonomics, Steven Levitt and Stephen Dubner

This section provides a systematic analysis of
finance policies in the California Community
Colleges. After an overview of system funding,
we analyze the principal finance policies that
affect the flow of resources within the California
Community Colleges, including:

policies that govern the way state funds
are appropriated to the system and
distributed across the 72 districts — base
funds and special purpose funds

the laws and regulations that constrain
how those funds can be used

aspects of fee policy and financial aid
policy

Each policy is described and then the incentives
it creates for institutions and/or students are
noted. For each policy we include a summary
table to indicate alignment with six priorities

(including only those priorities that are relevant
to the particular policy):

readiness
access
affordability
completion
workforce

o vk W

efficiency

If a policy helps achieve the priority we so
indicate with a “+"; if a policy does not support,

or impedes, the priority, we so indicate with a
If we find a mixed impact, we assign both scores.

A caveat is in order: the incentives that we

identify will be operative in the direction
indicated only if institutional actors or students
are aware of the policy features that contain
the incentives. It could be that the state, in a
sense, gets away with some poorly designed
policies because people are unaware of them.
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Figure 2: The Flow of Funds in State Finance Policy
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Conversely, it could be that well-designed policies fail to
have a beneficial effect for the same reason. Our purpose
is to examine whether there is an effective framework for
accomplishing state priorities.

Our analysis of finance policy is guided by the conceptual
framework developed by the National Center for Higher
Education Management Systems and the Western Interstate
Commission on Higher Education. Figure 2 displays the
flow of funds that are influenced by state finance policies.

It shows that finance policy encompasses the state’s
appropriations to institutions, the state’s support to students
in the form of student financial aid, the flow of funds
between students and colleges in the form of tuition and
fees collected and waived and scholarships awarded. Good
finance policy is achieved when appropriations, tuition/fee,

and financial aid policies work intentionally together to
reinforce state priorities.

Our goal in this analysis is to encourage new thinking about
finance policy and start to build some momentum for
reforming parts of the financing structure. It could be helpful,
for example, to think not only about how much (or little)
money is flowing to the system and its colleges but how that
money might be used to encourage student success; to ask
whether fee waivers and financial aid programs could change
student behaviors as they ease their financial burdens; to
question how much regulation of college expenditures

is needed and when categorical requirements should
supersede local decisions; and to consider how to put more
resources under the control of the colleges so they can be
appropriately responsive to local needs.
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Overview of California Community
College Funding

Community colleges receive funding from a variety of
sources to support their operations. As shown in Figure

3, these sources include the state General Fund, local
property tax revenue, student fees, federal funds, state
lottery funds, and miscellaneous other state-controlled
funds. Not all this funding is appropriated in the state
budget act. Local property taxes and student fee revenue
are received directly by districts from local governments and
students, respectively. However, in developing the state
budget, the Legislature counts that revenue toward each
district’'s budgeted funding, and provides the remainder

in state funds. In effect, fees and property tax revenue are
interchangeable with state funding. Thus, the combination
of funds from the state budget, local property taxes, and
student fees is referred to as “state-controlled funding.”
Revenues from student fees account for about 5 percent of
the state-controlled revenues.

Figure 3: California Community College Funding
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For 2007-08, community colleges will receive about $6.8
billion in state-controlled funding for operational costs. The
state appropriates funding from state bond issues to fund
the construction of community college facilities. Districts
raise and control some revenue locally that is not subject
to the state budget process. These include funds raised

by local bond elections to renovate, upgrade, and build
facilities, and operating revenues for specific purposes such
as maintaining parking facilities and campus health centers
and performing educational services under contract with
local businesses.

The state budget provides CCC funding initially to the state
Chancellor’s Office (CO), which is responsible for allocating
virtually all of it to the 72 community college districts. The
Chancellor's Office uses a variety of formulas prescribed in
statute and regulation for these allocations. In the simplest
terms, funding is provided in two ways: (1) as general-
purpose funding known as “general apportionments,” and
(2) as “categorical” funding which is restricted to specified
purposes. Multi-campus districts in turn allocate this
funding among their campuses — again consistent with
myriad statutes and regulations.

Use of apportionment funding at the local level is heavily
influenced by local collective bargaining, under which each
of the 72 districts bargains its own contract with union
representatives. The contract provisions on faculty salaries
are important determinants of the flexibility, or lack thereof,
that districts have in the allocation of resources. District-
level collective bargaining places districts in competition
with one another and gives unions the opportunity to
compare salaries across districts as a lever in bargaining.

Proposition 98

Most state support for community college districts falls
within the parameters of Proposition 98. Passed by

the voters in 1988, Proposition 98 amended the state
constitution to establish a minimum funding guarantee for
K-14 education. Each year, a complicated formula is used to
determine the minimum level of support (made up of state
General Fund and local property tax revenues) that must be
provided for K-14 education. In simple terms, the formula
generally increases the prior year's funding level to reflect
state economic expansion and K-12 enrollment growth. The
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Proposition 98 funding guarantee is not affected by CCC
enrollment growth.

Because Proposition 98 applies to all of K-14 education, it pits
community colleges against K-12 schools for relative shares
of total Proposition 98 funding. Although statute specifies a
10.9 percent share of Proposition 98 funding for community
colleges, the Legislature routinely suspends that provision
and provides community colleges with somewhat less

than their statutory share. (The 2007-08 budget provides
the CCC with 10.7 percent of total Proposition 98 funding.)
Therefore, community college funding is influenced less by
their workload needs and more by (1) what the Proposition
98 formula requires be spent on K-14 education and (2) the
relative priorities determined through the political process
for K-12 and community colleges.

Although Proposition 98 sets a minimum K-14 funding

level, the guarantee is viewed as a target that is seldom
exceeded, because doing so would ratchet up the minimum
guarantee in future years. Therefore, the state is unlikely to
provide CCC with more funding than the difference between
the minimum guarantee and what is provided for K-12. To
provide more than this to CCC would over-appropriate
Proposition 98. And because K-12 education is compulsory,
CCC tends to be in a less advantageous position in the
competition for Proposition 98 resources.

The statutory split between K-12 and community colleges
is fixed — there is no statutory recognition that relative
enrollments and growth rate patterns for K-12 and
community colleges will vary over time. There is little
analytical justification for meeting this particular target,
given that CCC's enrollment levels and other cost drivers
have changed in different ways from those in the K-12 sector.
Still, in the absence of programmatic bases for determining
CCC appropriations, 10.9 percent of Proposition 98 funding
has become a surrogate for "need” and community college
advocates regularly characterize their falling short of this
target as under-funding.

Another important dynamic created by Proposition 98
is the distinction between “local assistance” funding
that goes to the individual college districts and “state
operations” funds that support the Chancellor’s Office.
State funds appropriated to community college districts

are counted under Proposition 98, while state funds in
support of the CO, as a state agency, are not. As a result,

the state (and particularly the Department of Finance)

views augmentations to the CO as discretionary increases

to overall state spending, while spending on local districts

is subsumed under Proposition 98 and “would have to be
spent anyway.” With no funding guarantee, the Chancellor’s
Office competes with all state agency functions for funding.
Over the last ten years its funding has declined as a share

of total system funding — from 0.5 percent in 1996-97 to 0.2
percent in 2006-07. During the same time span it has lost 19
percent of its positions as the system has grown significantly
in size and complexity.

Incentives

Proposition 98 causes policy makers to perceive a tradeoff
between CCC and K-12, rather than considering community
college funding priorities within the broader context of all
state functions, or even within the context of the state’s
higher education enterprise. In effect, Proposition 98
funding becomes an enormous categorical program whose
funding cannot be moved outside of K-14 education. There
is little incentive for policy makers or CCC advocates to
consider the actual needs or costs of providing quality
community college education because the funding level is
virtually pre-determined. In addition, there is no incentive
for community college advocates to support costly K-12
reform efforts — even those that would clearly benefit the
colleges by producing better prepared students — because
the two systems are in direct competition for resources.

With the level of guaranteed funding under Proposition 98
unaffected by community college enrollment, there is a
disconnect between CCC funding growth and CCC costs as
they are influenced by enrollment growth. This disconnect
can work against efforts to increase participation rates in
the CCC. In addition to a growing number of high school
graduates, California has over 1.6 million working-age adults,
ages 18-34, who lack a high school diploma.?* Addressing
the educational capital needs of the state requires an
effective mechanism for reaching this group but the
current mechanisms are not working. California ranked 49t
among states in 2000 in the number of General Educational
Development certificates (GEDs) awarded to 18-24 year olds
as a percentage of those in that age group with less than a
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high school education.** Even though community colleges
share responsibility with K-12 for adult education, the
Proposition 98 formulas provide a disincentive for the CCC
to increase college enrollment rates within this population.
Unless the CCC share of Proposition 98 funding were to

be significantly increased — an unlikely prospect based on
history — serving large numbers of this under-educated
adult population would reduce the funds available to serve
students holding high school diplomas.

Even without accounting for the adult population, the
statutory Proposition 98 split does not encourage lawmakers
to adjust funding to match enrollment demand. K-12 and
CCC enrollment typically grow at different rates — indeed,
for the next several years they are expected to change in
different directions, with K-12 enrollment actually declining
while CCC enrollment grows. Other things equal, this would
justify CCC receiving a larger share of total Proposition 98
resources, at least until the enrollment trend were to reverse.
But since the formula does not account for the relative
enrollment or growth rates in each sector, whether or not the
CCC share increases will be the result of political forces.

The distinction between CCC local assistance funding
(which is subject to Proposition 98) and state operations
funding (which is not) creates its own incentives. Because
the Constitution requires the state to spend at the minimum
Proposition 98 guaranteed level, there is usually much more
scrutiny of proposed augmentations for the Chancellor’s
Office administrative functions than there is for proposed
increases in local assistance. One impact of this is a system
office that is generally recognized as under-funded with
respect to its mission to provide leadership over the
enormous system. In recent years the loss of CO staff has
forced a shift toward regulation and compliance and away
from substantive leadership. Even so, in many areas its ability
to provide regulatory oversight falls well short of what is
called for in law and regulations.

A second impact of the funding distinction between state
administration and local assistance is the incentive it creates
to use local funding and local staff to perform statewide
coordinating functions. In recent years the state has used
local assistance monies to fund a number of programs

that are statewide rather than local — such as an outreach

campaign about community college affordability and

a statewide accountability system. Funding for these
programs was provided directly to particular community
college districts, which in turn were contracted to provide
the statewide services. Logically, these programs might well
have been run through the CO, but they were run through a
district to count the funding under Proposition 98.

Do Proposition 98 policies reinforce state priorities?

Competition for funds between K-12
and CCC creates a disincentive for the
CCC to support costly K-12 reform

Readiness -

Funding split does not reflect relative

Access -
growth rates

Disincentive for readiness is a
disincentive for completion because
poor preparation is a major risk factor
in completion

Completion | -

Disincentive to address problem of
adults without high school degrees
because it would reduce funding for

Workforce

other enrollments

Funds are not directed toward the
greatest need in terms of enrollment
growth trends within each sector

Efficiency =

Apportionments

With districts lacking the control over local property tax
revenue or fee revenue that community colleges in many
other states have, state apportionments are the main
source of district funding and the only true source of
general purpose funding. About four-fifths of the annual
state appropriation for community colleges is for general
apportionments. This is funding the CO allocates to each
district in support of basic operating costs. Apportionment
funds are general purpose funds that can be used at

the discretion of districts (subject to the many rules and
regulations that govern the system). While total funding
for the community colleges is not determined by system
enrollment, individual allocations to districts are heavily
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enrollment-driven. This is reflected in the apportionment
formulas, described in this section, and in the allocation
formulas for funding enrollment growth, described in the
next section.

The CO has little meaningful discretion in deciding how
much funding will go to each district — apportionment
allocations are derived according to a complex series of
formulas that are contained in statute. Because it constitutes
such a large share of each district's budget, and because it is
general purpose funding, the allocation of apportionment
funding is a major concern for all community college
districts. In 2006, the Legislature enacted SB 361, which
revised the general apportionment formula that had been
in place since the late 1980s. This section describes the new
general apportionment mechanism as well as three other
key features of apportionment policy and then summarizes
the incentives they contain with respect to the six priorities.

(1) General Apportionments

Under the new law, each district receives general
apportionment funding in two ways. First, each district
receives a basic allocation of several million dollars based on
the number of colleges and off-campus centers of at least
1,000 FTES in the district. This basic allocation is intended

to recognize the fixed cost associated with maintaining

and operating colleges and centers. Second, each district
receives funding for each full-time equivalent student (FTES)
served up to the maximum it is authorized to serve. For 2006-
07, most districts received a standard amount of $4,367 for
each credit FTES student, an amount to be adjusted each
year for inflation. (About 10 percent of districts received
somewhat more than this amount per student, for reasons
described in the next section.) Amounts for non-credit are
less, and depend on the type of non-credit instruction, as
described in (3) below. The FTES-based portion of a district’s
allocation is by far the largest source of district funds.

(2) Equalization

Under the prior apportionment system, known as Program
Based Funding, not all districts received the same allocation
per FTES. This was due to a variety of factors, some
intentional (such as accommodating economies of scale)
and some unintentional (such as historical differences in
local property tax rates that were retained in state formulas

after Proposition 13 shifted control of financing the colleges
to the state). A perennial issue under Program Based
Funding was how funding levels could be made more
equitable.

Over the past decade the Legislature invested hundreds

of millions of dollars to raise the per-student funding

rate of lower-funded districts. With a final $160 million
investment in the 2006-07 budget, the state has declared
that its equalization goal has been achieved, and SB 361 will
prevent erosion of that achievement by funding growth in
all districts at the same rate. This may not be the end of the
equalization issue, however. The methodology for equalizing
districts that was contained in SB 361 is just one of a number
of approaches that have been proposed, and it would not
be surprising, based on history, if districts were to advocate
alternative approaches to equalization.

(3) Non-Credit Funding

Non-credit education, as described on the CO website,
provides individuals with “skills that are critical to their
ability to become or remain independent and to contribute
to the economy of California.”** Authorized categories for
state-supported non-credit education are set forth in the
California Education Code as Parenting, Elementary and
Secondary Basic Skills, English as a Second Language (ESL),
Citizenship, Adults with Disabilities, Short-term Vocational,
Older Adults, Home Economics, Health and Safety. These
same services are provided in some areas of the state
through K-12 adult education and in other areas through
community colleges. Some community college districts
have large non-credit programs and some have none at all.

Until 2006-07, there was one funding rate for each non-credit
FTES and all districts received that same amount. The rate
was set in statute at $1,700 in 1983 and has been increased
each year to account for inflation. The rate for 2006-07

was $2,626 — about 60 percent of the average credit rate.
The reduced rate reflects an assumption that non-credit
instruction is less costly. Beginning in 2006-07, SB 361
authorized a higher per-FTES funding level for certain types
of non-credit courses (defined as “career development and
college preparation” courses) of $3,092, to be increased

for cost-of-living. Proponents of the change argue that this
portion of non-credit instruction serves students who aim
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to transition into credit programs but must begin at very
basic skill levels. They maintain that these programs should
eventually receive the same priority (and funding) as credit
instruction, much of which similarly provides basic skills to
under-prepared students.

Although non-credit enrollment is funded separately from
credit, both forms of FTES count equally toward a district’s
cap, which, as we discuss below, is the maximum amount of
FTES for which it may receive funding in a given year.

(4) Cost-of-Living Adjustment (COLA)

Statute requires that CCC's annual budget request include a
COLA on general apportionments (and selected categoricals)
that is based on a national inflation index. The COLA is
intended to cover all cost increases experienced by a
community college district — not just salaries, but utilities,
instructional equipment and supplies, building maintenance,
and other costs.

Under state law, faculty and staff at each community

college district bargain collectively. Many campus budget
officers report that they face huge pressures from unions to
increase faculty and staff salaries by at least the percentage
amount of the district’s COLA, whereas there are no strong
constituencies pushing for increases for operating budgets.
When COLA funds are used primarily or exclusively for
salaries, there are not enough COLA funds left to cover the
cost of inflation on non-salary expenses. Districts need to
rely on growth funds to make up for the cost of inflation.
That is, they need to grow just to maintain current non-salary
operations. This forces cutbacks elsewhere since the growth
money has been partly committed to inflation, not growth.

Incentives

The prevailing incentive embedded in the apportionment
formulas is to maximize FTES in order to maximize dollars.
With credit FTES funded at a higher rate than non-credit,
districts have an incentive to favor credit over non-credit
enrollment. But non-credit instruction can provide a
low-cost way to increase enrollment with classes in, for
example, parenting and citizenship, since credit and non-
credit enrollments both count toward a district’s enrollment.
Within credit FTES, there is a disincentive to offer high-cost
programs because all programs, regardless of cost, are
funded at the same rate.®* Within non-credit, the enhanced

rate of funding now provided for career development and
college preparation instruction creates an incentive to focus
non-credit instruction on these sequenced offerings aimed
at career development. Districts also have an incentive to
operate more campuses and centers.

The pressure to increase enrollment comes not only from the
FTES-based funding but from the COLA provision. As noted

above, enroliment growth funds are often the only source of
money to increase operating budgets for non-salary items.

The features of apportionment funding fail to provide
financial incentives to improve outcomes such as course
completion, degree completion, or student learning. Nor

do they provide any incentive to enroll the kind of student
(e.g., degree seeking, low-income, underserved) that would
increase overall educational attainment levels in the state.
FTES generated by first-generation college students is of
equal value, financially, as FTES generated by degree-holding
adults taking courses for personal enrichment.

At a more micro level in the college classroom, FTES-based
funding that derives from 3@ week course enrollment (when
the official count is taken) sets up a variety of incentives for
faculty and students, none of which promotes success. For
example, most districts allow students to register late for
classes (up to the census date to maximize funding), even
though joining a class already in progress reduces a student’s
chances of success.¥” Instructors have an incentive to allow
students to register late because it helps them ensure the class
will not be canceled and because healthy course enrollments
may help the department in negotiations for more money

or more faculty. For these same reasons, instructors have no
financial incentive to drop “no shows” before census date to
make room for additional students who may be on waiting
lists. Once FTES counts are official, instructors have no
financial incentive to try to retain students in their classes who
may be struggling and could benefit from referrals to student
or academic support services.

For their part, students have little incentive to seek assistance
before dropping a course. State regulations authorize
districts to permit no-penalty withdrawal from courses up to
three-fourths of the way into a term.*® And, as discussed later
in the section on fees, no fees are charged for dropping a
course. Faculty have until that same late date into the term to
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process the course drops. Collectively, then, policies provide
no financial incentive to students or faculty for students to
complete the courses in which they enroll.

The FTES-funding model helps sustain the limited use

and enforcement of course prerequisites that, in general,
characterizes the CCC system.* In interviews, many

college officials mentioned the positive impact that course
prerequisites could have on student persistence and success
but acknowledged that FTES considerations play a big role in
their limited use. Officials fear that if students were required
to achieve certain proficiency levels before enrolling in more
advanced courses, FTES in those advanced courses would
suffer to the detriment of the department or even the college
itself. As one vice president said, when asked why his college
does not enforce the very course prerequisites that he said
would greatly increase student success: “we would go broke.”
The following comment by a community college dean makes
all too clear the kinds of trade-offs that are made in the service
of the enrollment-driven funding policies:

“The need to improve basic skills is an important issue,

one that | support. But | think that we find ourselves in

a dilemma. While we want to improve reading, English
and math, we know that if we toughen up in those areas,
similar to what the four-year colleges and universities have
done, it will impact enrollment and funding. The solution
lies with changing the funding formula.”*

Again and again, as we discuss this project with campus officials,
this message is repeated in one form or another: as long as
colleges continue to have to operate with enrollment-driven
funding policies (and, some say, “chase after growth”), they will
not be able to do their best to promote student success.

Do apportionment policies reinforce state priorities?

Disincentive to alert prospective
students to the importance of being

Readiness - i
college ready because it could
reduce FTES
Incentive to increase enrollment;
no incentive to favor enrollment of
Access +/- | credential-seeking students over

personal enrichment; all credit
enrollment valued equally

No incentive for course completion;
incentive to allow late registration
and to minimize prerequisites
impedes completion; focus on
fairness to districts rather than

Completion -

outcomes for students

Incentive to offer more workforce
oriented non-credit under enhanced
funding rate; disincentive to invest

in costly programs and to add new
programs to meet workforce needs if
initial FTES will be low

Workforce
+/-

Focus on inputs does not direct
funds where they would have the
most impact on outcomes

Efficiency =

Enrolilment Growth

The annual Budget Act includes an appropriation (essentially,
a categorical item) specifically for enroliment growth. This
appropriation is associated with a particular number of
additional FTES. The 2007-08 Budget Act included $107 million
for an additional 23,000 FTES. State law requires the Board of
Governors' annual budget request to include FTES growth to
reflect, at a minimum, an equally weighted average of the rate
of change in the state population of persons ages 19 to 24 and
persons ages 25 to 65, as determined by the Department of
Finance for the preceding fiscal year. To the extent the state
unemployment rate exceeds five percent for the prior fiscal
year, the requested FTES growth is to be increased according
to a specified methodology. However, there is no statutory
requirement that any amount of enrollment growth be funded
in the annual budget. And as noted above, the appropriations
to the CCC are determined by Proposition 98, irrespective of
these projections of FTES increases.

Once the budget is enacted, the CO allocates the
enrollment growth funding to the districts to establish the
new enrollment “cap” — or maximum authorized level of
funded enrollment — for each district. The cap is essentially
a tentative assurance to fund enrollment up to a certain
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Class Size Incentives Can Affect Student
Success - A Hypothetical Example

Colleges are funded on the basis of enrollment in the
34 week of class. What happens to students after that
point (whether or not they succeed) does not affect
funding. Here is a hypothetical example of how the
incentives can work against student success:

A college sets the appropriate size limit for
lecture classes at 40 and maintains waiting lists
to replace students who drop the course.

As long as an instructor has a class roster of 40,
he or she does not have to admit students from
the waiting list.

Attrition occurs but students neglect their
responsibility to drop the course, having little
financial incentive to do so, due to low, or
waived fees.

Faculty leave the students on the official list
(not always knowing if they truly intend to
drop); this keeps the official enrollment count
up and ensures that the class will not be
canceled, but precludes students entering from
the waiting list.

Result: the college gets funding for students
who drop, students drop courses that they
might have completed, with appropriate
support services, and students on waiting lists
are denied access to classes they may need.

If colleges received funding for students who completed
the course, the incentives would be entirely different.
Colleges would be inclined to enforce student drop
responsibilities and faculty would be inclined to

admit students from the waiting list, and would likely
encourage wait-listed students to attend class from the
beginning so as not to fall behind. Faculty would want
to become more closely involved with students and
academic support units to help students get all available
help before deciding to drop a course.

limit. A district needs to earn this funding by actually
enrolling the additional students. Unlike K-12 enrollment,
community college enrollment is not an entitlement and the
state is under no obligation to fund it. Yet as open-access
institutions, community colleges may collectively experience
enrollment demand that exceeds the amount of enrollment
funded in the budget.

Growth in the cap is based on district population growth,
but there is a bias for growth in the computation of district
caps. District growth caps are augmented if the district’s
college participation rate is lower than the statewide average.
Moreover, each of the 72 districts is authorized to grow by at
least 100 FTES even if the district’s population growth trend
has been negative. If districts in low-growth areas are able to
recruit or attract enough students to achieve their authorized
caps, the sum of all district caps will exceed the systemwide
allotment for growth, which is based on actual statewide
growth trends. When this happens, district funding is
reduced proportionately and high-growth districts must
share the funding deficiency with low-growth districts.

Enrollment above the cap is not funded in the initial
allocation. However, if some statewide growth money
remains after all districts have been funded for all enrollment
growth up to their caps, then this leftover funding is allocated
to districts that have enrollment above their caps. In addition,
in some years, the state has provided extra growth funding
specifically to fund enrollment that is above cap.

While districts receive no growth funding for students they
do not enroll, they do not lose base enrollment funding for
the first year they experience an enrollment decline. This
policy, known as stability funding, allows a district to retain
enrollment funding for one year even for slots that are no
longer filled with students. The intent is to smooth out
funding changes created by temporary (one-year) disruptions
in enrollment due to factors like buildings being taken out

of commission for repairs or local roadway disruptions. A
district loses funding for a slot in the second year it is vacant.

Incentives

The principal incentive a district faces from this policy is to
grow — but not beyond its enroliment cap. Districts with
different growth patterns have very different incentives.
Community colleges are required by law to admit any
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California resident with a high school diploma or equivalent,
and may admit anyone over 18 years of age who "“is capable

of profiting from the instruction offered.”' Districts facing
major growth pressures must be careful not to grow too much,
because they may receive no funding for growth over the cap.
(The lack of resources for districts to accommodate enrollment
over cap is a consequence of system fee policy as well, which
we discuss later.) Districts in this situation must, in effect,

make choices about who gets access, not through admissions
decisions but by deciding which and how many courses will
be offered. These decisions are influenced by factors such as
faculty employment status (e.g,, full-time, part-time, tenure) and
projected class size and may, out of necessity, not always be in
the best interests of students and their needs for courses.

At the other end of the scale, districts experiencing slow
growth or decline have every incentive to increase enrollment
any way they can, irrespective of local need. In extreme
cases, this can push districts to take unethical or ethically
questionable actions such as occurred with the dual
enroliment of high school athletic teams in college physical
education classes for after school practice (see box) or when
a college offered non-credit exercise classes in a local nursing
home. In other instances, districts can be tempted to recruit
students to attend for recreational or personal enrichment
reasons. This practice is legal, but must be questioned in the
context of more pressing enrollment needs. Fiscal pressures
to grow can also encourage laudable outreach efforts into
underserved populations that could benefit from increased
educational attainment.

In seeking to make growth caps, districts have a fiscal incentive
to minimize the offering of expensive courses. It costs a
district much more to offer a nursing class than a history class,
for example, yet all credit FTES is funded at the same rate.

This can lead to a mismatch of course offerings with student
demand and local need.

Districts may face financial pressure to focus on new
enrollment over retention of current students as a means to
make growth caps. Some college officials believe that it can
cost more to retain a student than to admit a new student
because college funding levels don't readily permit the level

of intensive services that many students require in order to
persist and succeed. Therefore, while a retained student taking

Case Study: FTES-Driven Funding Did
Encourage Questionable Actions

In 2002, the Orange County Register revealed that
some local colleges were inappropriately inflating
their FTES enrollment to increase state funding.

Under the guise of concurrent enrollment
bridge programs, some colleges were enrolling
high school students in college credit PE
classes that were not open to the public.

In many cases, these “classes” were regular
after-school practices or off-season workouts
of high school sports teams, held at the high
school facility.

The colleges received FTES funding from the
state for these students, while the students
received college credits and the high school
coaches received extra pay for their high
school coaching duties.

To resolve the issue, 38 of the 72 community
college districts returned $25 million in state
funding, although Department of Finance
estimate of the total funding received by
colleges through such practices was
substantially higher.

Legislation was enacted (Chapter 786, Statutes
of 2003) to tighten the conditions under which
community colleges may enroll high school
students. But many districts reduced legitimate
concurrent enrollment of high school students,
an unfortunate outcome given the benefit to
students and the state of having students get
a head start on earning college credits — a
practice which is on the rise in other states as
part of college readiness reforms.

12 units generates the same amount of funds as does a newly
enrolled student taking 12 units, colleges may see incoming
students as the best way, financially, to meet their enrollment
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caps. Efforts are underway within the system to demonstrate
to colleges that retention may be a more cost-effective strategy
than commonly believed, through the contribution of retained
students to FTES-based funding.*> Whether it does cost more
to retain a student than to enroll a new student is unclear and
likely varies considerably across colleges.

An indirect consequence of the enrollment growth funding
policy is that districts have an interest in opposing fee increases.
With district funding so heavily dependent on enrollment
levels, any threat to a district’s FTES is a threat to its fiscal
position. From this perspective, it is immaterial to districts which
students might forgo enrolling if fees increase. For example,
students who are taking advantage of low fees to use college
recreational, music, or art facilities for personal enrichment
purposes may decide against enrolling if fees increase. The

loss of these students would have no negative impact on the
education levels of Californians or on colleges’ ability to meet
local workforce needs, yet colleges fear the drop because their
life blood of FTES-driven state appropriations is affected.

Do enrollment growth policies reinforce state priorities?

Disincentive to stress college
readiness standards due to feared
negative impact on enrollment

Readiness -

Incentive for districts to grow and
to provide access to new students
except where growth exceeds cap;
Access +/- | No incentive to favor enrollment
of credential-seeking students
over personal enrichment; all

enrollments valued equally

Districts rewarded for census
enrollment regardless of student
outcomes; no incentive to provide
costly support services to increase
retention if growth cap can be met
in less expensive ways

Completion -

Disincentive to expand expensive
workforce programs

Workforce

Disconnect between growth

Effici )
ezl funding and actual demand

Categoricals

The annual budget for the CCC contains 22 separate line
items, called categoricals, which are appropriated for
specific purposes. Districts receive these funds in addition
to their base allocation. Categorical funding is a prominent
feature of community college finance policy, accounting
for over one-fifth of the budget — nearly $800 million. The
majority of funding for student services is provided as
categorical funding.

Categorical funding enjoys strong support from various
stakeholder groups eager to build in line-item protections
for their priorities. Campus officials acknowledge that
categoricals help insulate funds from union pressure to
direct funds to faculty salary increases. Categorical funding
also gives the Governor and the Legislature greater control
over college spending than is provided through the

base appropriation. Instead of leaving fiscal decisions to
district boards and presidents, categorical funding directs
that certain funds be spent in accordance with specified
conditions. This funding strategy is intended to ensure
that districts address specific state priorities under the
assumption that prevailing local priorities would cause
districts to under-invest in these areas.

The approach raises interesting issues for a system of

72 local districts and 109 colleges that is steadfast in

its message that local differences call for locally-driven
priorities and practices. In such an environment, what is
the appropriate balance to strike between state and local
priorities? When is there a compelling interest such that
state or system priorities must override local priorities? And
in those cases, what is the best mechanism for ensuring
that state priorities are addressed by local districts? Further,
should categoricals be needed for programs and services
that are among the core functions of every college, e.g., for
academic advising or for compensating part-time faculty for
holding office hours?

In this section we describe five of the larger categorical
programs and analyze whether the incentives contained in
the funding formulas accomplish the intended purposes
and how they align with the state’s priorities. We end with
conclusions about categorical funding as a tool of finance
policy in the CCC.
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(1) Matriculation

According to the CO website, the goal of matriculation is “to
ensure that all students complete their college courses, persist
to the next academic term, and achieve their educational
objectives through the assistance of the student-direct
components of the matriculation process...."?

Matriculation funds are allocated to provide students with
the following services: admissions, orientation, assessment
and testing, counseling, and student follow-up. Funds are
allocated to colleges on a per-student basis for three different
categories of credit student enrollment:

new students
continuing students
pre-collegiate (basic skills) enrollment.

For each of these categories, the formula provides a different
per student amount:

New students are funded at 2.4 times the funding
provided for continuing students.

Pre-collegiate enrollments are funded at ./ times the
amount provided for continuing students.

Colleges receive a minimum allocation of $50,000 regardless

of size and are guaranteed at least 95 percent of their previous
year's matriculation allocation regardless of changes in
enrollment. Matriculation regulations state that each dollar
provided for matriculation must be matched at a 3:1 ratio by
each college. There is a separate formula to generate funding
for non-credit students. These funds can only be used to
provide matriculation services to students enrolled in non-credit
courses or programs. A 1:1 match between district and state
categorical funds is required for non-credit matriculation funds.

A small matriculation unit within the CO provides technical
assistance to colleges and oversees a highly complex and
regulated system of test validation for assessment, under which
the CO approves tests for use at each college** There are
currently over 150 different instruments on the approved list.
The CO has had to suspend the matriculation site visits that were
a major component of its oversight role, due to lack of staffing.

Incentives

The funding incentives are misaligned with the program’s
stated goal. Whereas the goal of matriculation is course
completion and student persistence, the funding formula
rewards new enrollment over continuing enrollment by
providing 2.4 times more funding for a new student than for
a continuing student. There is nothing in the matriculation
funding formula that takes student progression, completion,
or success into account. Additionally, funding is unaffected
by students served or services provided. So there is no fiscal
incentive in the formula to provide matriculation services at all.

Services are supposed to be mandatory for most matriculated
students, but in fact, there are wide variations across campuses
in the degree to which matriculation services are provided.
Some colleges report that there are few, if any, consequences
to students for not participating in matriculation services.
Since service levels do not affect funding, colleges do not
carefully enforce the mandatory provisions. More importantly,
colleges are reluctant to institute any requirements that could
cause students to drop out of school, since lost enrollments
result in reduced college funding. Students, therefore, often
have little incentive to avail themselves of these supposedly
mandatory services, such as orientation and advising.

The wide variety of local assessment instruments and
placement policies send multiple and complex signals to
prospective students about what it takes to become ready for
college-level work. It can lead students to shop around for
those colleges with the most lenient policies.

Do matriculation policies reinforce state priorities?

Discourages readiness by sending
complex, multiple signals about

Readiness - i
college readiness through
decentralized assessment process
Promotes broad access but not
Access +/- | necessarily by credential-seeking

students

Lack of incentives to make forward
progress can increase student costs
by increasing time-to-degree

Affordability | -
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Impedes completion by funding new
students at higher rate than continuing
Completion - | students and basic skills students; no
incentive to actually provide services or

to help students persist and succeed

Lacks incentives for students to obtain,
- | orcolleges to provide, advising about
careers and related academic pathways

Workforce

Complex approval and validation
process; 95 percent prior year funding
guarantee

Efficiency -

(2) Extended Opportunity Programs and Services (EOPS)
According to the Chancellor's Office website, the “EOPS
program’s primary goal is to encourage the enrollment,
retention and transfer of students handicapped by language,
social, economic and educational disadvantages, and

to facilitate the successful completion of their goals and
objectives in college.* EOPS provides funding to colleges
for the provision of support services, including financial
assistance to students. The budget for 2007-08 includes
$120 million for this program, which is about one-sixth of
the categorical budget. Colleges are funded pursuant to the
following formula:

a base allocation of $50,000 per college

90 percent of funds above the base allocated based
on number of eligible students served

10 percent of funds above the base allocated based on
"college effort” (defined as college funds allocated to
EOPS above the required minimum 15 percent match)

guarantee of at least 95 percent of prior year funding
unless more than 5 percent of funds are unspent.

The funding provided above the $50,000 base depends on
total funds available. Not all eligible students can be served.
Instead, colleges have a cap on the number of eligible
students they are funded to serve.

To be eligible for EOPS services, a student must:
be a California resident

be enrolled full-time at the time of acceptance into
the program

have completed fewer than 70 units of college-level
coursework

meet the requirements for a Board of Governors' fee
waiver

be "educationally disadvantaged” as indicated by
lack of high school diploma or GED, high school grade
point average (GPA) below 2.5, or basic skills eligible

maintain “satisfactory academic progress” to
remain in the program, with definition determined
by the college and included in the student’s
academic plan.

Title 5 regulations require that each college receiving EOPS
funds employ a full-time director unless it receives a waiver
from the Chancellor. Regulations cite specific criteria for the
Chancellor to use in approving any waiver request.

Incentives

The formula encourages colleges to enroll disadvantaged
students in the program — up to their funded cap — and
provide them services. The count of students served is
based on students who have on file (1) an EOPS application,
(2) an educational plan, and (3) a mutual responsibility
contract, and who attend at least one class. The formula
takes no account, however, of the level of services provided,
student progression, completion, or success. Since there

are more eligible students than can be accommodated,
colleges have little to lose if students fail to make
satisfactory academic progress because other students can
be enrolled in their places. To the extent that the matching
requirement is monitored, colleges have an incentive to
allocate base college funds to the program as it generates
additional categorical funding. However, the guarantee

of at least 95 percent of prior year funding reduces the
financial risk to colleges of not maintaining enrollment in
the EOPS program. With the subsequent year allocation
reduced if more than 5 percent of funds are returned, the
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incentive is for spending money irrespective of outcome.

Students have an incentive to enroll full time for initial
enrollment in the program, and to make satisfactory
progress, although there is no requirement that students
continue to be enrolled on a full-time basis.

Do EOPS policies reinforce state priorities?

Promotes broad access since
program serves disadvantaged
Access + | students only and colleges receive
more funding, up to a cap, for

additional students enrolled

Provides financial aid to increase the

Aff ili
ordability | + affordability of college

Encourages full-time enroliment,
gives students an educational plan

Completion + | and some financial assistance, and
requires that students maintain
satisfactory progress

Workforce . Provides academic plan and
counseling on local career prospects
95 percent prior year funding

. uarantee; use it or lose it rule; limited

Efficiency - ¢

flexibility due to requirement for full-
time director; reporting requirements

(3) Disabled Students Programs and Services (DSPS)
DSPS is intended to allow eligible students to “participate as
fully and benefit as equitably from the college experience

as their non-disabled peers.”® The 2007-08 Budget includes
$115 million for the program. DSPS provides funding for

a variety of support services, specialized instruction, and
educational accommodations for students with disabilities.
After some funds are taken off the top to be used for specific
purposes, as identified in the annual budget, colleges are
funded pursuant to the following formula:

a base allocation per college

90 percent of funds above the base allocated based
on weighted student count for the previous year,

reflecting the average cost of providing services

to students with a particular disability and the
number of students with that disability who received
services

10 percent of funds above the base allocated based
on college effort (i.e., college general funds allocated
to DSPS).

Incentives

The funding formula gives colleges an incentive to enroll
eligible students and provide appropriate services as well

as to dedicate some general campus funds above the base
categorical funding. Colleges are not discouraged from
serving high-cost disabled students because they receive
different amounts based on the type of disability. There

is nothing in the formula that takes student success into
account so colleges have little incentive to ensure successful
completion of student goals.

Do DSPS policies reinforce state priorities?

Promotes access by encouraging
enrollment of students with
disabilities

Access +

. No features to encourage
Completion - ) ;
persistence or completion

Reporting requirements pose high

Efficienc = . .
y administrative costs

(4) Part-time faculty

Three separate categorical items provide for part-time
faculty compensation, benefits, and office hours. Together
they are intended to provide better compensation to
part-time faculty than might occur as a result of local
collective bargaining. The compensation item is intended
"to assist districts in making part-time faculty salaries more
comparable to full-time salaries for similar work..."*

Chapter 943, Statutes of 1996 established the Part-
Time Faculty Health Insurance program with intent
of providing part-time faculty and eligible
dependents with access to health insurance.
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Chapter 933, Statutes of 1997 created the CCC Part-
Time Faculty Office Hours Program to compensate
part-time faculty who hold office hours related to
their teaching load.

Part-time faculty compensation funds were first
provided in 2001-02 after two state offices
concluded, in reports for the Legislature,® that
part-time faculty earned lower wages and benefits
for teaching activities than full-time faculty with
comparable experience and backgrounds.

For the first two programs, districts are expected to
allocate campus matching funds and are compensated
on the basis of submitted claims. State reimbursements
are limited to 50 percent of the claim. When district
claims exceed the appropriated amounts, claims are
prorated. Only a small portion of districts apply for
these funds — about 30 submitted claims under each
program during 2005-06. Even with a limited number
of claims, requests far exceed available funds. Districts
submitting claims in recent years received 14 cents and
59 cents for each eligible dollar claimed in the benefits
and office hours programs, respectively.*

Part-time faculty compensation funds are allocated to
districts based on FTES, with the number of part-time
faculty having no bearing on the allocation. In districts
with equal FTES, the one with the lower percentage

of part-time faculty can afford to give a larger salary
increase to its part-time faculty. Budget language
directs that the funds be used to supplement district
funds to compensate part-time faculty in order to
achieve “parity” with full-time faculty compensation but
may not be used to exceed parity. Districts that achieve
parity may use the funds for any other educational
purpose. According to the State Auditor, absence of
parity prevails because districts have been able to
attract part-time faculty willing to work under terms

of locally-bargained contracts.”® The Auditor found no
constraints on local districts in the collective bargaining
process that prevent parity in compensation, office
hours, or benefits.

Incentives

The low reimbursement rates provided for college
expenditures on health benefits and office hours give only a
small incentive for colleges to allocate more for this purpose
than they would in the absence of the program. As evidence,
only about 30 of the 72 districts submitted claims. The large
districts always submit claims, according to Chancellor’s
Office staff, which implies that the impact of the program on
equitable part-time faculty compensation may be as much a
function of district staffing and sophistication as of the needs
across various districts.

The compensation program contains a minor incentive to
increase enrollment, as funds are allocated based on FTES
regardless of the actual proportion of part-time faculty
employed by the district or the cost to achieve parity. There
is no incentive for districts to attain parity in compensation
because they receive the funds regardless of their parity
status. The degree to which the allocation moves a district
toward parity is dependent upon the percentage of part-
time faculty in a district: the higher the percent of part-time
faculty, the less likely the allocation is to move the district
to parity.

Do part-time faculty policies reinforce state priorities?

Incentive to enroll students but
irrespective of educational goals
and with no relation to the goals of
categorical program

Access +/-

Potential to make part-time faculty a
more stable component of college
culture is nullified by limited impact
of only 40 percent of districts
applying for office hour and health
insurance funds

Completion -

Inefficient to override local collective
bargaining; high administrative
Efficiency | coststo submit claims and satisfy
reporting requirements; disconnect
between FTES-based allocation and

purpose of the program
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(5) Financial aid administration

The Student Financial Aid categorical was established to
increase access to college and participation in financial

aid programs by low-income and disadvantaged students.
Funding for the program was more than quadrupled
when the Legislature increased community college fees in
2003-04. This additional funding was intended to increase
student awareness of, and participation in, financial aid
programs, with particular focus on the Board of Governors’
(BOG) fee waiver and the federal Pell grant program.

A portion of the funds is allocated to districts to defray
their administrative costs of implementing the Board of
Governors' fee waiver program. Another portion is for

a statewide media campaign to promote the messages
around affordability and financial aid availability. The
majority of the funds are allocated to campuses as follows:

a fixed amount of $50,000 per campus

the remainder based on a formula reflecting two
equally weighted factors: a college’s percent of
system-wide FTES and its share of system-wide BOG
waiver recipients.

Funds are intended to be used by colleges to provide
additional staff and related expenses to support direct
contact with potential and current financial aid applicants
and are to supplement, not supplant, funds allocated for
the administration of student financial aid during a base
year (2001-02). The program provides roughly one half
of the total funds used by colleges for the administration
of student financial aid, with the other half coming from
general fund budgets through local budget decisions.
Colleges are required to submit spending plans and
reports to the system office, detailing the locally planned
expenditures with respect to the specific strategies
pursued.

Incentives

The formula provides a weak incentive for enroliment
growth and for growth in the number of students receiving
BOG fee waivers. Because the formula awards funds on
the basis of a district’s share of system totals, it is unlikely
that year-to-year growth in either FTES or BOG recipients
will make much difference in a district’s allocation. The

provision of a base amount of $50,000 per college
ensures that funding from year to year will be fairly stable,
irrespective of campus implementation or program impact.

The Chancellor’s Office monitors the maintenance of effort
requirement and the expenditures and accomplishments

by each college. But it is not clear that there are any
consequences for local performance. In its initial report to
the Legislature after 2003-04 program implementation, the
Chancellor's Office identified a small number of colleges that
failed to satisfy the maintenance of effort requirement and
provided reasons why that happened, but there were no
adjustments made to future allocations.”!

Do financial aid administration policies reinforce state
priorities?

Funds allocated in part on
enrollment of needy students in the
BOG fee waiver program

Access +

Helps more students apply for
financial aid by requiring that
funds be spent on financial aid
administration

Affordability | +

No financial incentive for colleges

Completion - | to help needy students persist or
complete their academic programs
Allocation based in part on
enrollment and number of fee
- waivers directs funds in proportion
Efficiency

+/- | to need; Extensive program and
reporting requirements® prevent
districts from achieving goals in the
most efficient manner

Categorical Funding is a Problematic Funding
Mechanism

As implemented in the California Community Colleges,
categorical funding is only partially effective in meeting state
priorities and has several shortcomings:
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(1) There is no clear logic for when categoricals are
appropriate

In a system of local and state-level governance, the
categorical funding mechanism has the potential to guide
local districts toward the accomplishment of high priority
state goals. However, there is no apparent logic as to which
programs receive categorical funding in terms of their
relationship to state priorities. Why is special, protected
state funding needed for colleges to assess incoming
students and advise them into appropriate courses? Is this
not a core college function which colleges should need no
extra incentive to fulfill? How is this different from other
basic college functions like providing reference librarians
or computer lab staff to help students in their academic
pursuits, services for which there is no categorical funding?
Moreover, what is the state interest in supporting 72 local
collective bargaining processes while providing special
funding to override the outcomes of those processes with
respect to part-time faculty compensation?

An example of appropriate state intervention in local
priorities might be a special categorical program to
encourage districts to develop common course numbering
to simplify the transfer of credits among colleges. This would
clearly be a case where the state would be using this funding
mechanism to compel attention to a state priority that would
not be attended to otherwise.

(2) Program goals are not always advanced

Even if one accepts the purposes for which categoricals have
been established, the analysis above leads to the conclusion
that those purposes are not likely to be accomplished
through the current funding design.

First, district funding, under the five programs reviewed
above, is not driven by the outcomes achieved - or even
by the services provided. Funding is based on inputs,
such as enrollment and past year expenditures. There is
no assurance that the intended goals of each program will
be accomplished. If the state wants results that require
overriding local priorities, it is reasonable that it pay for those
results. But the current approach gives funds to districts
irrespective of those intended outcomes. In some cases
districts are not even required to spend the funds on the
program’s purpose.

Second, the funding formulas themselves are not designed
to align with stated program goals. Many of the categoricals
provide districts an arbitrary base allocation that is not

tied to need and at least one program has a formula that

is inconsistent with the program’s goals. Several formulas
include a guarantee of 95 percent of prior year funding
regardless of accomplishments, which provides little
incentive to meet program objectives. Penalizing districts
for not spending the money promotes a use it or lose it
mentality to spend, regardless of need or outcome.

Third, the existence of categorical funding may, in fact,
reduce a college’s local support for these programs.

Most categoricals are designed to augment funding for
activities already funded in part from district base budgets.
Paradoxically, this approach may allow districts to reduce
their investment in areas that the state wants expanded.
Maintenance of effort and local match requirements attempt
to guard against the supplanting of district funds but the
Chancellor’s Office limited staffing typically precludes
comprehensive enforcement of these provisions. Indeed,
many campus officials acknowledge that meeting these
requirements is often left to the honor system.

(3) Categoricals have high administrative costs

In an attempt to ensure that programs accomplish their
goals, the Legislature imposes heavy reporting requirements
on the CO, and the CO, in turn, imposes heavy reporting
requirements on districts. Separate reporting requirements
exist even for programs with similar goals. For example,
districts must prepare and submit separate plans for each of
three programs discussed above (Matriculation, EOPS, and
DSPS) even though the programs have similar goals and serve
many of the same students. Each program calls for students
to indicate educational objectives and enter into contracts or
educational plans; all three provide counseling and advising,
orientation, and job placement assistance. These reporting
requirements create considerable, and sometimes duplicative,
workload at the campus and district levels to prepare the
reports, and at the system level to monitor district reports.
When issues of non-compliance arise, as they invariably do,
the standard response by the state and the system is to enact
more rules and regulations, which require more enforcement.
This exacerbates the tendency to focus on regulations and
enforcement instead of on results.
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(4) Categoricals preclude shared understandings of
priorities

It was stated in interviews many times over that a principal
reason for categoricals — which predominate in the student
services arena — is that advocates for the programs and
services supported through categorical funding do not
trust local boards or local officials to do the right thing. Or,
more charitably, they don't believe that local boards or
local officials wield sufficient power to do the right thing.
Categoricals are also defended as necessary to insulate
certain non-FTES generating activities from financial
pressures to increase enrollment. It may be naive to believe
that a college could develop a resource allocation process
that would attempt to match allocations with the priorities
of the institution as a whole, without the constraints and
protections attendant to the many categorical funding
streams. However, it is discouraging to accept as inevitable
a process that is built around fear and distrust — a process
that will never compel all parties to collectively define
institutional priorities.

Restrictions on the Use of
Appropriated Funds

“If states are going to hold the postsecondary
system accountable for the major outputs in the
compact, they need to be willing to reduce rules
and regulations over the system so that it has the
flexibility to meet the goals.”

A Compact for Postsecondary Education, National
Governors’ Association

In the report Ensuring Access with Quality to California Community
Colleges, the CCC are described as “one of the most highly
regulated systems of higher education in the nation” with
“myriad prescriptive statutes and regulations” that impede
colleges’ efforts to use their limited resources most effectively.”®
These regulations are imposed by the Legislature, primarily
motivated by political concerns, as well as by the system itself

as a means to implement legislative mandates. However
well-intentioned they may be upon initial adoption, they bind
the hands of leaders to use resources most effectively, cost

considerable sums in administrative compliance, and divert
attention from matters of quality and student success.

The Ensuring Access report called for an external commission
to conduct an in-depth review of the regulatory impediments
to efficiency, access, and quality. This report does not

provide an in-depth review of the multitude of constraints
and regulations contained in the Education Code and Title

5 regulations since the focus is on finance policy. But the
examples included here illustrate the larger concern raised

in the report that the California Community Colleges are
"plagued” by a legacy of “detailed state regulations that
erroneously assume ‘cookie cutter” uniformity of the colleges.”*

This section describes and analyzes five regulations that
prescribe the use of funds by colleges. In an environment

of local collective bargaining, where teaching is central to

the mission of the colleges, it is no surprise that instructor
salaries are the focus of four of these regulations. Each of the
first four policies has strong support among certain faculty
groups because the policies protect quality education, as they
understand it.

(1) 50 percent of expenditures on classroom
instruction

Districts must expend at least 50 percent of their operating
budgets on instructors’ salaries and benefits each fiscal

year.” The current version of the law was enacted in 1961

in response to concerns that colleges were increasing class
size and allocating more money to administrative and
counseling services. It was, and is, seen as a means to protect
educational quality by preventing excessive expenditures on
administration and ensuring that adequate funds are devoted
to the core of the enterprise. Yet the specific 50 percent
standard is arbitrary. And expenses beyond instructor salaries
are not necessarily administrative but cover many core services
that directly support instruction.

Counselors and librarians are not included in the instructional
portion of the budget. Additionally, those portions of a
faculty member’s workload that are not actually “devoted

by the instructor to the teaching of students of the district,”
such as curriculum development, department or college
governance, and hiring committees, must be pro-rated out of
the computation of “salaries of classroom instructors.”®
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If a district fails to meet the 50 percent requirement, it must
submit forms to the Chancellor’s Office, notify its faculty,
hold a public hearing declaring why it did not make it,

and develop a plan to remedy the problem. The deficit is
reported to the Board of Governors. If a district persists in
missing the standard, ultimately it has the choice of forfeiting
funds to the state or paying faculty the additional amount
that would be required to reach the 50 percent standard.

Incentives
Incentives are relevant in two ways: those attendant to the law
itself and those that prevent any reconsideration of the law.

The law creates an incentive to increase spending on faculty
salaries if necessary to reach 50 percent, regardless of the
needs of students, the college, or the local community.
Circumstances have changed dramatically since this provision
was enacted. If there is truth to the claim that funds spent

on administrative support detract from educational quality
and student success, the same cannot be said for funds spent
on student support services such as financial aid counseling,
academic counseling, and retention programs. These services
are increasingly vital to today's community college students.””
Districts are faced with an incentive to assign lower priority

to some of the functions that they know are critical to
student success. They also have an incentive to minimize the
portion of faculty time devoted to activities outside of the
classroom (e.g., curriculum development, academic advising,
advising student clubs and organizations), activities which are
important contributions of full-time faculty.

There is a disincentive to replace retiring faculty with less costly
junior faculty — generally a very cost-effective action as it frees
up salary dollars for other campus priorities. If a district is right
at 50 percent and replaces retiring senior faculty with the
exact same number of junior faculty, it could fall below the 50
percent target. In that situation, a college might, in order to
stay in compliance, hire more faculty than would be justified
on the basis of need and other priorities.

While the 50 percent law was intended as a floor for
expenditures on instruction, it has become as much a ceiling
as a floor in some districts. In these cases, local officials have
an incentive to limit the expenditure of funds on classroom
instruction because they would face criticism for spending

more than is required in the face of competing priorities.
Either way, there are incentives to attend to pressures

- financial and political - other than those reflecting the needs
of students and the local community.

The incentives that keep the law in place are also important
to understand. FTES-driven funding provides an incentive
for enrollment but not necessarily for quality. Without the 50
percent law, a college could divert funding from classroom
instruction, without losing enrollment or revenue, by
increasing class size. At a certain point, this would lower
quality. If colleges had fiscal incentives for quality, not just
enrollment, there would be a built-in guard against diverting
excessive funds from the classroom.

Does “50 percent” policy reinforce state priorities?

Discourages time spent by faculty
and staff working with K-12 to
align curriculum or otherwise help
improve readiness

Readiness -

Promotes access through spending
guarantee on classroom instruction;
impedes access through limits on
functions supportive of access

(e.g., outreach to K-12, financial aid
administration)

Access +/-

Discourages investment in support
services that are increasingly critical
to persistence and success

Completion -

Disincentive for faculty to participate
in curriculum development needed to
align academic programs to needs of
the workforce

Workforce

Imposes artificial constraints on use of

Efﬁdency i resources
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(2) 75/25 ratio of full-time to part-time faculty

AB 1725, enacted in 1988, requires that 75 percent of the hours
of credit instruction at each community college district be
taught by full-time faculty. The balance between full-time and
part-time faculty in community colleges has been a national
concern since the inception of two-year institutions. The
publicly-reported motive behind California’s adoption of this
provision was to ensure that hiring decisions be made on the
basis of quality, not fiscal, considerations. The actual genesis
of the requirement was a negotiated settlement between
administrators and faculty that reconciled union concerns
about full-time employment with management’s concerns
about the length of service required for granting tenure.*®

The requirement has been refined over the years, including
the addition of counselors and librarians to the full-time
category.

Because full-time faculty participate more fully in curriculum
development, student advising, departmental administration,
and other activities, a core of full-time faculty is vital to
educational quality. At the same time, “the employment

of part-time temporary faculty is both appropriate and
necessary, especially in vocational programs where part-
time faculty members may be practicing professionals in the
field.” The 75/25 ratio is an arbitrary standard that was not
based on research on educational quality but was a political
compromise over other issues, as noted above. Some research
has since found that a higher percentage of part-time faculty
in an institution reduces the likelihood of completion, while
other research has found no effect.® In any case, there is

no particular analytical justification for the 75 percent figure
across all colleges.

The Title 5 implementing regulations are constructed around
a "faculty obligation number” for the employment of full-time
faculty by each district. The number has been adjusted each
year since 1988 based on changes in district enrollment. If a
district falls short of its obligation, it loses the funds equivalent
to its shortfall. The implementing regulations do not ensure
that the ratio of full-time to part-time faculty improves for
those districts whose ratio in 1988 was below 75 percent
because it is based on replacing departing full-timers with
new full-timers, not with increasing the portion of full-timers.
As a result, most districts are in compliance with the obligation
number but many are out of compliance with the 75 percent

ratio. A Chancellor's Office Workgroup found an average ratio
of 62 percent in Fall 2004.5" The Fall 2005 Faculty Obligation
Report shows that only three districts are at, or above, 75
percent full-time faculty whereas all but three have met their
faculty obligation targets.

There have been battles internal to the system over how
the ratio itself is computed. For example, faculty overload
units are, at the insistence of faculty, not included in the
computation of full-time credit instruction. This seems to
signal that the purpose of the rule is not as much about
the quality of instruction delivered to students as it is about
the employment of full-time faculty. Most importantly,
these battles illustrate a key feature of the CCC regulatory
environment, in which the focus of debates is often on
factors other than what will foster increased student
success.

A main area of dispute on the 75/25 policy concerns the
application of the ratio to career/technical faculty. The
issue is whether there may be a greater need for part-time
faculty in career/technical fields where practitioners from
business and industry are valuable in the classroom and
where reliance on tenured faculty may limit the flexibility of
colleges to respond to rapid changes in industry. Governor
Schwarzenegger’s California Performance Review (CPR)
recommended modifying the requirement for career and
technical instruction, suggesting that colleges redirect

the savings toward expanding instruction.%? Later, the
Administration sponsored legislation to exempt career
technical faculty from the 75/25 law out of concern that
the law inhibits colleges from appropriate expansion and
alteration of vocational offerings.®* The Academic Senate
of the CCC has formally opposed the exclusion of career/
technical faculty.5

The Workgroup report on the 75/25 policy identified some
internal resistance to the policy on the grounds that “the
regulations do not take into account how the unique
characteristics of an individual college can affect its ability
to make progress toward this statewide goal."® The report
cited challenges faced by small colleges, including small
class size, difficulty in creating a full-time load in some
disciplines, and other built-in inefficiencies that make the
75/25 requirement unrealistic for them. It noted that large
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urban districts face difficulty attracting full-time faculty
because of the high costs of living. The report stated that
many districts have higher priorities than meeting the 75/25
ratio, including hiring additional classified staff in support
of technology, student services, and learning resources,
contractual obligations to existing faculty and staff, and
flexibility in course offerings to respond to changing
community needs. The Workgroup recommended
revisions to the regulations to accommodate variability in
circumstance and concluded that a new "dedicated funding
stream” is essential to making progress toward increasing the
percentage of full-time faculty employed by the system.

Incentives

The policy contains a strong incentive for districts to meet their
faculty obligation number because they lose funding if they
fail to meet it. The incentive to meet the target places districts
in the position of putting financial considerations above
educational quality considerations, in precise opposition to
the stated purpose of the policy. For example, districts may
have to hire full-time faculty when the highest priority is to
expand instruction in areas for which part-time faculty are
more readily available or more qualified. Most important,
decisions like these have to be made for reasons that may
have little to do with student success.

As discussed with respect to the 50 percent law, there is a
clear relationship between the strong support for the 75/25
rule and the incentives built into FTES-driven funding. A
college most certainly could achieve the same FTES at less
cost or it could increase its FTES at no additional cost if it
were to rely more heavily on part-time faculty. At some
point, quality would suffer. But as long as colleges have no
fiscal incentive to deliver quality, there will be strong support
for regulatory limits on the use of part-time faculty.

Does “75/25” policy reinforce state priorities?

Encourages hiring of full-time
faculty irrespective of student
demand; could reduce access to
courses and programs in fields
where part-time faculty are more
prevalent

Access -

Encourages hiring of full-time
faculty, who are more available

to help students through their
programs; but can impede offering
classes that students need

Completion +/-

Workforce Limits flexibility of colleges to respond
to local workforce needs
Imposes artificial constraints on the use
of resources; enforces single standard
Efficiency - | despite huge variation in mix of

curriculum, cost of living, faculty hiring
pools, faculty contract obligations

(3) 60 percent limitation on part-time faculty
workload

The Education Code classifies any employee who teaches
no more than sixty percent time at a college as temporary,
and therefore not eligible to move into the tenure system.®®
Known as the sixty percent law, this provision was enacted
in 1967 pursuant to SB 316. It serves as a cap on the
workload of a part-time faculty member beyond which the
college is required to hire that individual on a tenure track.
As such, it protects districts from lawsuits by part-time
faculty who seek permanent jobs. The law was amended in
2003 to ensure that the non-teaching aspects of part-time
faculty workload do not count toward their 60 percent limit.

The sixty percent law created a class of employees known
as freeway flyers - adjunct faculty who cobble together full-
time employment by teaching classes in multiple districts.
Opponents of this law claim that it hurts student instruction
because these faculty have limited time for direct student
contact. They charge, as well, that it constitutes an “end-run
around tenure” to obtain "a cheaper and more malleable
workforce, the permanent ‘temporary’ employee.”” Faculty
associations and unions at community colleges have
debated changes to this law, and legislation has been
proposed to increase the percentage to 80 percent, which
would do nothing to provide long-term job security to
part-timers, but would reduce their need for freeway flying
in order to piece together a full workload. Some worry
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that any changes to the law allowing adjunct employees
to teach closer to full time in a district would constitute
an even greater end run around tenure, and worsen labor
conditions in community colleges.

Incentives

The 60 percent law causes districts to distribute their
part-time faculty workload across more individuals than it
would in the absence of the limit in order to prevent having
to offer tenure and long-term contracts to more faculty.
This creates more administrative workload for hiring and
managing a greater number of faculty. The 2003 change

in the law made it more practical for districts to give non-
classroom assignments to part-timers.

Does “60 percent” policy reinforce state priorities?

Inhibits spending instructional

dollars on the faculty and course
Access - ) .
sections judged to best meet the

needs of students

Inhibits persistence and completion
by limiting availability of part-time
faculty to students

Completion -

Prevents districts from employing
certain faculty more than 60 percent

- | time when that person’s expertise may
be needed to best align the curriculum
with the needs of local workforce

Workforce

Constrains districts from determining
most efficient allocation of
instructional budget; imposes

high costs on districts to monitor

Efficiency -

compliance with 60 percent limit

(4) Two-semester limitation on temporary faculty hiring
Education Code Sections 87480-87482 define “temporary”
faculty as those hired to respond to short-term needs created
by sudden enrollment increases or replacement in the
classroom of faculty who are ill or on leave. The law limits the
period over which temporary faculty may be employed to
two semesters over the period of three years. The limitation is
intended to allow districts to use temporary, full-time faculty

to respond to short-term needs but to prevent them from
relying too heavily on temporary faculty at the expense of
supporting a core of full-time and part-time, benefited faculty.

Incentives

The two-semester limit can prevent districts from investing
appropriately in programs for which permanent faculty
cannot easily be recruited. A case in point is the current
nursing situation (see box on p. 30). Districts have not been
able to compete successfully in the marketplace for full-time
nursing faculty. There are opportunities to hire practicing
clinical nurses to teach part-time on a temporary basis, but the
two-semester limitation makes it difficult for districts to use
temporary faculty over an extended period as they develop
more permanent staffing solutions.

Does two-semester limit policy reinforce state priorities?

Limits access into certain programs
if district is unable to hire sufficient
faculty to expand program offerings

Access -

Limits course offerings that students

Completion -
may need

Discourages districts from employing
- | parttime faculty as needed to offer
high-demand programs

Workforce

Constrains districts from determining
the most efficient allocation of their
instructional budgets

Efficiency -

(5) Limitations on student employment on campus
Education Code provisions make it difficult for colleges to
hire students to work on campus by requiring that all district
employees either be academic or classified employees,

the working conditions of the latter subject to collective
bargaining. The law exempts full-time students employed
part time and students enrolled in college work-study
programs, although it requires that the employment of
these students “shall not result in the displacement of
classified personnel.”® Unless a part-time student is hired
and compensated as a classified employee, he or she cannot
work on campus unless enrolled in a work-study program
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funded by federal or state funds. Additionally, Education Code
section 81676 provides that persons employed in college-run
bookstores must be part of the classified service. Around

the country, including California’s public universities, large
numbers of students are employed on campuses as a way

of meeting students’ financial needs while maximizing their
connection to campus and meeting colleges’ needs for jobs to
be performed as appropriate to college student abilities.

Incentives

These prohibitions can cause colleges to hire classified staff at
higher salaries than would be necessary and cause students
to seek employment off campus, which reduces the time they
are able to spend on campus.

Do student employment policies reinforce state priorities?

Students are denied access to
Affordability | - | employment that could help them

defray college expenses

Limits student involvement in

Completion - | campus life which, research shows,
reduces persistence and success®
. May cause districts to pay more for
Efficiency - Y pay

the same work

Case Study: Attempts to Address the
Nursing Shortage

Chapter 837, Statutes of 2006 (SB 1309, Scott) is a noble
effort to address a problem of extreme importance to

the state — a severe shortage of nurses — amid myriad
regulatory constraints. One of the constraints the state
faces in producing an adequate number of nurses is a
shortage of nursing faculty. Clinical nurses typically earn
much higher salaries than do nursing faculty. The shortage
of faculty prevents districts from expanding their nursing
enrollments as much as they otherwise could, within
available resources. Colleges have found that clinical nurses
are often interested in teaching part-time and/or on a
temporary basis. But the regulations governing the hiring
of part-time and temporary faculty restrict this option.

In addition to other provisions to help districts recruit
nursing faculty, the new law attempts to navigate its way
through hiring restrictions, as follows:

It exempts clinical nursing faculty from the two-
semester limitation on the hiring of temporary
faculty — increasing the limit to four semesters within
any period of three academic years, through 2014.

It requires districts that use this nursing exemption to
report data to the Chancellor’s Office on the number
of faculty hired under the exemption and the impact
of that hiring on the district’s ratio of full-time to part-
time faculty (by reporting the ratio for three years
prior to the new hiring and each year thereafter).

It requires the Chancellor's Office to report,

in writing, to the Legislature on how many
districts employed faculty under the exemption
provisions of the new law and what the impact
of the hiring has been on the ratio of full-time to
part-time faculty for three years prior to the new
provision and each year thereafter.

It forbids a district to employ a clinical nurse
pursuant to this new law if such hiring results in
an increase in the ratio of part-time to full-time
nursing faculty.

The layering of regulation upon regulation is consistent
with the way that the community colleges have

been governed and reflects their K-12 heritage and
complex political environment. The needs of internal
stakeholder groups appear to have taken precedence
over the needs of the state and the students on this
issue. In the face of an extreme nursing shortage, and
the opportunity for the community colleges to play

a major role in addressing it, what we have instead

are more constraints, more administrative workload,
and impediments to using clinical nurses to help the
colleges accommodate more nursing students. The
interests of the state have been sacrificed in favor of
arbitrary limitations that, however well-intentioned, have
not been justified on educational grounds, and were
enacted before anyone could have envisioned their
impact on the health of Californians.
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Student Fees

The aspects of fee policy that are most relevant to a
discussion of incentives facing students and institutions are:

the absence of a policy for determining the level of
student fees

the historically low level of fees
fee waivers for needy students

the offset of fee revenue in apportionment
calculations

no fee charged for non-credit instruction
prohibitions on campus-level fees.

We analyze each of these in turn and conclude with a
summary of the collective impact of student fee policies on
the behaviors of students and colleges, and ultimately on
the state goals that need attention.

(1) Absence of policy establishing fee level

In this instance the state “policy” is the absence of policy for
setting an appropriate level of student fees, or the share of
costs that the state should expect non-needy students to
pay. The annual per-unit fee is set by the Legislature. Since
the inception of the enroliment fee in 1984, changes in the
fee level have been in response to state budget conditions.
Budget downturns have led to five increases in the fee and
three times an improved state economy has occasioned a
fee reduction.” Precipitated by external conditions rather
than purposeful policy, changes have been immoderate and
unpredictable — quite the contrary to stated state policy for
adjusting fees.

Incentives

Sudden increases in fees have been accompanied by
enrollment drops that have concerned lawmakers and
college officials alike, since college funding is so dependent
upon growing enrollments. Even though reductions in
course sections, caused by budget cuts, have been shown
to be in part responsible for enroliment declines,” colleges
fear fee increases for their impact on FTES-driven funding.
College and system officials become partners with students
in the lobbying efforts against fee increases. The absence

of a fee policy leaves the level of the enrollment fee open
as a political issue each year and diverts attention from
larger issues of affordability. With fees accounting for five
percent of college costs, failure to focus on the major cost
components is likely one reason why CCC students apply
for and receive financial aid at lower rates than community
college students in other states.”? Finally, the absence of
a fee policy may reinforce the tendency of Californians

to view community college fees only as barriers to
enrollment and not as a source of revenue to colleges. A
fee policy would likely be based on the idea that students
and taxpayers have a shared responsibility to fund the
community college system — calling attention to fees as a
source of revenue that can help pay for student access to
college and to classes.

Does the absence of a fee policy reinforce state priorities?

Depresses access by unpredictable
Access - . . ’
immoderate increases

Reduces attention to primary

Affordabilit -
ordabiiity determinants of affordability

Heightens resistance to fees, depriving
Completion - | colleges of revenue that could increase

course offerings and support services

(2) Historically low fee levels

California has a long-standing commitment to access as

set forth in the 1960 Master Plan and as funded through 50
years of low-cost public institutions and state funding for
financial aid programs. Affordability is recognized in state
law. In Section 66002 (e)(3) of the California Education Code,
the Legislature finds and declares,

“California must support an educational system which
prepares all Californians for responsible citizenship and
meaningful careers in a multicultural society; this requires
a commitment from all to make quality education
available and affordable for every Californian.”
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Since the state relies on the CCC to provide the majority of
the access to affordable education, it has followed a policy
of very low fees in that segment. California’s community
college fees are the lowest in the nation. At $20 per unit, a
full-time academic year load of 30 units will cost $600. The
national average for two-year public colleges is $2,272.72
Most community college students attend less than full time
and incur annual fees of less than $500, unless they are
financially needy, in which case they pay no fees (the fee
waiver policy is discussed later).

Fees, being low, are not the main driver of college
affordability.”* Table 1 shows college cost information to
which the California Student Aid Commission website directs
students. The table shows that fees account for five percent
or less of the total cost.

Table 1
Fees are a Small Portion of College Costs
Living With Living
Parents Independently

Fees $480* $480*%
Books and §1,422 §1,422
supplies
Room and board $3,978 $9,936
Miscellaneous $3,330 $3,348
TOTAL $9,210 $15,186
Fee as a % of Total 5.2% 3.2%
* Estimate is for 12 units/semester.
Source: How Much Does College Cost? accessed at
http://www.californiacolleges.edu/finance/how-much-does-college-cost.asp

Incentives

Low fees provide a strong incentive for students to enroll

in college. The impact of low fees on access is well known
and highly celebrated in California. Less often discussed are
some of the less sanguine incentives embedded in a low
fee policy. It stands to reason, unless basic economic and
psychological tenets are wrong, that students value more
highly that for which they must pay more. At the cost of
$60 per class, a non-needy student (the only students who

need to pay fees) is unlikely to take as much care in selecting
appropriate courses and staying enrolled until the end as

he or she would if a more substantial personal investment
were required. A needy student faces no fee-related financial
costs of dropping a course, taking the wrong course, or
performing poorly and having to repeat the course. As the
Little Hoover Commission noted in its 2000 study:

“There is little financial incentive for students to make good
progress or invest the time and effort necessary to make
good course selection decisions. Low tuition encourages
students to pick and choose courses knowing they can be
dropped with little financial impact.””

Our analysis of the six-year enrollment patterns of the 1999-
2000 entering cohort of CCC students confirms that there is
a high rate of course dropping in the CCC.”® Certainly there
are reasons other than low fees why students drop courses.
But the high course drop rate suggests that students are not
deterred by financial consequences from dropping courses.
Another report suggested that placing a higher price tag on
community college courses would send a signal to some
students to take the experience more seriously.””

While low fees encourage college enrollment, they do not
necessarily help the state increase education levels. From
one perspective, high college participation is validation

that the state provides broad access to college and values
lifelong learning. But from another perspective it raises

a question about the return on investment of those

scarce dollars that taxpayers make available for educating
Californians. In addition to promoting access by those
seeking basic skills, degrees, or career advancement, low
fees encourage enrollment for other purposes. Over 85,000
students, accounting for 16 percent of the cohort of first-time
CCC students in 1999-2000, enrolled for personal enrichment,
outside of any degree or certificate program.”® Many

of these enrollments were in art, music, foreign languages,
humanities, and physical education classes. One could
reasonably ask whether the state funds that support these
students at low or no fees might better address state
priorities if used to improve levels of support for degree-
seeking students or to enroll more degree-seeking students.
If fees were higher, the incentive structure would change
such that some students attending for personal enrichment
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would value the courses sufficiently to pay more for them
and others would choose not to enroll. Either way there
would be more resources available that the state could use
to support credential-seeking students.

Also worth noting are the incentives forgone by a policy

of low fees. Low and waived fees deprive the system of a
powerful tool for influencing student outcomes. Across

the country, as states grapple with ways to increase student
completion rates, fee policy is being recognized as having
many more dimensions than just up or down, high or

low. Fees can be raised, lowered, refunded, and waived
conditionally if students engage in desired behaviors. For
example, students who attain proficiency in English and
math within a prescribed timeframe could pay reduced fees
for the remainder of their terms. Fees could be refunded
once a student has completed some portion of her program
of study. Or, students who enroll in high-need programs
could have their fees waived. Options like these will be
discussed in more detail in Part IV. By having such a low fee,
the system loses huge opportunities to influence student
success and shape desired state outcomes. A major lever for
changing outcomes is forfeited.

Does low fee policy reinforce state priorities?

Encourages access but not
necessarily by those seekin
Access +/- : e . ; g
educational credentials; limits

access by limiting revenues

Helps keep college inexpensive,
yet does little to address the overall
affordability issue

Affordability | +/-

Discourages careful enrollment
decisions by students; deprives
state of powerful tool to influence
student success; reduces student
awareness of financial aid options
which could promote success

Completion -

Prevents colleges from using fee policy
- | toencourage students to enroll in
high-need programs

Workforce

Fails to target public dollars to needy
students; subsidizes students who
would willingly pay a higher fee

Efficiency -

(3) Fee waivers for needy students

Students with demonstrated need have their enrollment
fee waived. There are two quick eligibility determinations
(public assistance recipients, family income below 150
percent federal poverty level) and one that involves
computing federal estimated family contribution and
subtracting that from cost of attendance. Any student

who demonstrates at least one dollar of need gets a full fee
waiver. Many middle class families can qualify for the waiver
based on this third eligibility method.”” The Legislative
Analyst’s Office reports that a dependent student in a family
of four with an income as high as $80,000 could receive a
fee waiver.® There are no other eligibility requirements for
receiving or renewing a waiver, such as grade point average,
unit load, or progress toward an academic goal. The fees
waived in 2007-08 are estimated to amount to $224 million
in revenue that will not be collected by the system.®

This section analyzes the impact of this policy from the
perspective of fee policy. In a subsequent section on
student financial aid, we again discuss the BOG fee waiver
program in relation to student financial aid policies.

Incentives

The previous section described how the policy of low

fees limits the state in implementing policy options being
considered in other states to encourage certain student
behaviors. The fee waiver policy exacerbates this limitation
by charging no fees to a significant portion of the student
body. Twenty-nine percent of all students receive a fee
waiver. Students who apply for and receive a fee waiver
take a much higher course load, on average, than those who
do not, such that the quarter of the student body receiving
waivers account for 42 percent of FTES.% This suggests that
many eligible students taking one or two courses do not
bother to get a waiver but could, for example, if fees rose
or if differential fee rates were set to encourage full-time
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attendance (making fees higher for part-time students).

The eligibility for a fee waiver by such a large portion of

the student body means that the system has very little
opportunity to influence student behavior through fee policy.

Does fee waiver policy reinforce state priorities?

Promotes access among those
populations whose increased
educational attainment is vital to
the state’s well-being

Access +

Eliminates fees as a component

of costs for needy students yet

Affordability | +/- , / Y
does little to address the overall

affordability issue

Nullifies ability to use fee policy to
encourage completion for the large
number of students eligible for fee
waivers

Completion -

Limits use of fee policy as a
mechanism to encourage students to
enroll in programs of high need in the
region

Workforce -

State pays some of the cost that the
federal government is willing to pay
through tuition tax credits

Efficiency =

(4) Offset of fee revenue in apportionment
calculations

All but two percent of the revenues collected from the
student enrollment fee is deducted from the computed state
apportionment to districts. The two percent is intended to be
used by districts to cover administrative costs of fee collection.
In effect, fee revenue is just a revenue source that contributes
to the computed district funding entitlement. The entitlement
is computed, local property taxes and fee revenues are
credited toward that amount, and state General Funds are
allocated to make up the balance. Under this system, fees are
not seen by students or colleges as a potential source of added
revenue. Fees are viewed only as a barrier to access instead

of as a source of revenue that can increase access by financing

more class sections or more services. In theory, fees could be
used to augment available revenues, but the practice in the
state, for UC and CSU as well as for the CCC, is to consider fee
revenue as an offset to state appropriations.

Incentives

The offset policy removes any incentive for colleges to
support fee increases as a means of revenue enhancement
because they know that a fee increase will not increase
revenues to the system. Students, likewise, have no incentive
to support a fee increase because they have no reason

to think that it will enhance course availability or support
services. Until a fee policy is adopted that makes it clear
that a rise in fees is a net revenue gain to colleges (e.g.,

a fee policy under which students pay a fixed percent of
per-student costs), colleges and students will continue to
overlook the possibility that fee increases can increase access
by providing more revenue to support course sections.

The removal of fee revenue from local control leaves college
leaders with no tools for responding to short-term enrollment
changes and other local conditions. In many states, control
of tuition revenue is an important tool by which college
presidents can manage their resources to meet local demand.
In the CCC, college presidents must focus their energies on
managing the myriad state formulas and rules.

Does policy of offsetting fee revenue reinforce state
priorities?

Discourages support for fee
revenue that could increase
access

Access =

Discourages support for fee revenue
. that could enhance support services
Completion - )
that promote persistence and

success

Limits college ability to respond to

Workforce
- | shortterm enrollment needs of the

workforce

Effici Limits local control over resources to
icienc -
y meet local needs
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(5) No fee charged for non-credit instruction
Unlike credit courses, for which non-needy students pay
a per-unit enrollment fee, non-credit courses are free to
all students, regardless of financial circumstances. As

the name implies, non-credit courses provide no college
credit for students who take them. However, non-credit
courses in basic skills areas of English and math may serve
as prerequisites for eventually moving to credit courses.
Non-credit courses are offered in nine categories: parenting;
elementary and secondary basic skills; English as a second
language; citizenship; disabled adults; older adults; health
and safety; short-term vocational; and home economics.
In fall, 2006 there were more than 35,000 non-credit FTES
students enrolled in the community colleges.®

Incentives

Because non-credit courses are offered for free, students
may have an incentive to enroll in them even if they
perceive only a small value in the course. With little
financial investment, students have little to lose if they drop
out of a non-credit class, and have little reason to object if
the course does not meet their expectations. As a result,
students may be less committed to their coursework and
may demand less from their instructors than if they were
paying for non-credit courses.

Does policy of no fees for non-credit reinforce state
priorities?

Encourages adults to begin to

Readiness +
prepare for college-level work
Encourages enrollment of
students who must begin at very
low levels of basic skills instruction
Access +/-

before attempting credit work;
includes courses which are not
prerequisites for credit

Makes non-credit instruction
Affordabilit
ordabiiity |+ affordable to all Californians

Efficienc Subsidizes some students who
y would willingly pay a fee

Encourages movement of students
from non-credit to credit due to

C leti
ompletion 1. higher credit funding rate; no
financial incentive to keep student
enrolled beyond census
Provides language skills to non-
English speaking and low-skill
Workforce + 9 P 9

workers, increasing workforce
competency

(6) Prohibitions on most campus-level fees

Districts can charge students a mandatory fee only if

it is expressly authorized by law.®* Under current law,
community colleges are prohibited from imposing fees
for such things as dropping courses after the census date,
repeating courses, or registering late for classes.

Incentives

Districts are deprived of a tool by which they could
encourage successful student enrollment behaviors

and improve the efficiency of campus operations.
Research has shown that late registration in courses

and rampant course dropping reduce the chance of
successful course completion.® If students had to pay

a fee for such behavior they might better plan their
educational programs. In addition, if students paid a
penalty for taking the same course more than two times,
for example, they might be inspired to work harder at
succeeding. To the extent that prospective students are
aware that community colleges have lenient policies for
course repeats and course drops, these policies also act
as disincentives for students to prepare better for college.
If students knew that there were penalties for failing or
dropping courses, they might do more to prepare before
enrolling.

Districts would also benefit from a reduction in these kinds
of unsuccessful behaviors because they could use their
resources more efficiently, filling a greater percentage of
available classroom seats and serving more students with
the same amount of total resources.
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Does policy prohibiting campus fees reinforce state
priorities?

Students not encouraged to

Readiness =, ;
increase college readiness

Reduces access through inefficient

Access - ) 3
use of available space in classes

Deprives colleges of a tool for
influencing student behavior in
ways that could increase their
success

Completion

Colleges could serve more
students at the same cost if fees
could be used to encourage
successful course-taking patterns

Efficiency -

Conclusions regarding fee policy impact on state goals
Each of the various aspects of fee policy has its own set of
impacts, as discussed above. The overriding characteristic

of fee policy for the California Community Colleges is that it
sustains very low fees in the effort to maximize access and
enrollment. The consequences of this can be summarized as
follows:

California has very high participation rates among
broad populations, many of whom never complete an
academic credential or seek to complete one.

CCC revenues per student are well below national
averages with the difference largely attributable to the
low level of fee revenue.

Despite the impact of low fees on system revenues,
there is virtually no stakeholder support for increasing
fees, as fees are viewed only as barriers to access — not
as a source of revenue that could increase access and
success.

Taxpayers cover most of the educational costs for
middle- and upper-income students who would be
able to pay more for their education.

The deduction of fee revenue from appropriations
computations leaves colleges without control over
revenues that could be used to respond to short-term
needs.

The low fee policy must be understood within the context
of the funding formulas that reward enrollment growth. We
have observed that lawmakers are not particularly interested
in an analysis of which students did or did not gain access to
the community colleges when fees were raised or lowered,
and are not convinced by the argument that low fees do

not help needy students because needy students do not
pay fees. This is likely because they are representing the
interests of the colleges in their districts who “live or die” on
the basis of enrollments — irrespective of who the enrollees
are. What is most important, within this policy framework,

is that higher fees mean lower FTES and fewer dollars and
lower fees mean higher FTES and more dollars. Within this
framework, it matters not whether the FTES will translate into
educated Californians, more social and economic equality, and
improved economic health. Only when colleges are funded
for educating students and not for simply enrolling them can
we expect more attention to the nuances of fee policy raised
in this section.

Financial Aid
Students attending California Community Colleges have
access to various forms of student financial aid:

The program serving the largest number of students
is the Board of Governors' fee waiver program, which
serves 29 percent of the students enrolled for credit.

The program providing the greatest amount of funding
is the federal Pell Grant program, which provides grants
to about 10 percent of credit students and provided
$590 million in direct aid to CCC students in 2005-06.

The Cal Grant program, which gets most of the policy
attention in Sacramento, serves by far the fewest
students and distributes the least amount of funds

— providing $76 million to about 2.5 percent of credit
enrollment in 2005-06 and accounting for only 7
percent of aid funds.

INVEST IN SUCCESS - OCTOBER 2007 | 36



Students also receive federal loans, work-study funds,
and various other grants and scholarships, which
collectively account for 20 percent of total financial aid.

Figure 4 shows the distribution of student aid in 2005-06.

Below we describe and analyze state financial aid policy in
three parts: the BOG fee waiver, Cal Grant, and the overall
approach to providing student financial aid to community
college students.

Figure 4:
Financial Aid By Type in 2005-06 -
Cal Grant Accounts for Small Amount of Aid

Loans Cal Grant

1% /%

BOG Fee
Waiver 23%

Pell Grant
50%

Other
9%

Source: California Community Colleges Chancellor's Office Data Mart:
http://www.cccco.edu/divisions/tris/mis/reports.htm

(1) Board of Governors’ Fee Waiver

The BOG fee waiver is effectively an entitlement program with
estimated foregone revenue included in the state budget
each year. Twenty-nine percent of all credit students receive
the waiver, accounting for 42 percent of credit FTES.® The
larger percentage of FTES waived is a result of the enrollment
patterns of the waiver recipients who tend to enroll in more
units than non-recipients. The waivers granted in 2005-06
cost the state about $274 million. The program was included
in the same legislation that established the first community
college enrollment fee in 1984 so that fees would not hinder
students from obtaining a higher education.

There are three categories of eligibility for the waiver — the
first two provide quick eligibility for the most needy (through
a short form that can be processed on demand) while the
third category extends eligibility to these students as well as

to anyone who demonstrates any financial need through the
filing of the federal Free Application for Federal Student Aid
(FAFSA) form, which requires more time:

Part A: recipient of Temporary Assistance for Needy
Families (TANF), Supplemental Security Income (SSI) or
General Assistance public benefits

Part B: students with family incomes that fall under a
set of annually indexed cut-offs (set at 150 percent of
the federal Department of Health and Human Services
[HHS] poverty standard)

Part C: any student who demonstrates “financial need”
according to federal methodology

Gaining eligibility under Parts A and B does not require the
student to fill out the FAFSA. Income verification under Part B
is required under Title 5 regulations but is interpreted by some
campuses to mean simply a signed statement, as opposed

to independent determination or a tax return. The FAFSA

is used in determining eligibility under Part C. Any student
demonstrating at least one dollar of unmet need under part

C gets a full fee waiver. All California resident students who
receive a Pell Grant or a Cal Grant get a BOG waiver because,
by definition, they demonstrate financial need.

The BOG fee waiver is notably devoid of traditional
eligibility criteria. Table 2 compares the eligibility criteria
for the BOG waiver, Cal Grants, and Pell Grants. While

the two grant programs place a variety of conditions on
students receiving and/or retaining the grant, the BOG

fee waiver has very limited academic-related conditions.
Students get a full waiver regardless of the number of units
they take, the length of time over which they enroll, their
grades, and their academic progress or lack thereof, unless
they are dismissed from the college.

Incentives

The absence of non-income criteria for the fee waiver gives
students little incentive to engage in behaviors that improve
their chances of success, e.g., selecting a program of study,
enrolling in 6 or more units, maintaining good grades. A
student who drops all her courses or earns all failing grades
does not have to pay back the waiver and can continue to
receive a full subsidy for the costs of her education as long
as she is eligible for continued enrollment. Such a student
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Table 2

BOG Fee Waiver Compared to Cal Grant and Pell Grant

BOG Fee Waiver

Cal Grant

Pell Grant

Eligibility based on:

GPA prior to receipt

No

Yes - 2.0 for CalgrantB, 3.0
for Cal Grant A,

2.4 for CCC Transfer
Entitlement Grant. For
Competitive Cal Grant and
Cal Grant C the GPA is one
component of the student’s
“score.”

No

Age

No

Age is indirectly a feature
because students are only
eligible to apply for the
Entitlement straight out of
high school (or in their first
year of college), with some
exceptions.

No

Program goal

No

Cal Grant A: Program is

at least 2 academic years
in length. Cal Grant B:
Program is at least one
academic year in length.
Cal Grant C: Program is at
least 4 months in length.

Must be enrolled in a
degree program leading
to a recognized degree or
certificate

Satisfactory
academic
progress (SAP)
required

for renewal

Yes - but only the
institutional progress
requirement for all
students, not the more
typically stringent
financial aid progress
requirements.

Yes - State statute requires
Cal Grant to be governed
by federal SAP rules (see Pell
Grant).

Yes - requires both qualitative
progress (2.0 GPA) and
quantitative progress
(complete a minimum percent
of courses attempted)

Minimum # Course

Yes - need to be enrolled in

Units No at least 6 units No

Yes - cannot hold one (with )
Ineligible if hold one exception for 5th- Yes - cannot hofld one (with
bachelor’s degree? No year teaching credential one exception for 5™-year

gree: teaching credential students)

students)

Until completion of BA or No time limit as long as
Eligibility time limit None equivalent of four years of student remains in a degree

full-time study

program as an undergraduate

Deadline to apply

At any time until the
close of Spring term

March 2 before the
academic year begins
(Entitlement); Sept 2
of the academic year
(Competitive)

June 30" of the academic year
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could continue with that pattern with no limit placed on the
number of terms she could get her fees waived, as long as she
is eligible for continued enrollment at the college.

Because students can qualify for a waiver without filling out
the FAFSA, they may not become aware of the state and
federal aid that may also be available to them. As a result,
they may get their fees waived but not receive the financial
aid they need to help meet the more substantial costs of
college attendance. In fact, California students apply for and
receive federal Pell grants at substantially lower rates than
community college students in other states.*” Recent efforts
to emphasize the FAFSA have resulted in significant increases
in Pell Grant participation.®

The assumption that affordability is addressed by waiving
fees for needy students has led financial aid offices to
underemphasize other sources of aid and has removed
political pressures for enhanced institutional aid in the CCC.
In addition to low rates of application for and award of Pell
grants, a much lower percent of California's community
colleges students receive state aid (Cal Grants in this case).

From the institution’s perspective, there is no incentive to
control the number of students who obtain fee waivers
under the existing criteria or to advocate for tightening
the eligibility criteria, because waivers don't cost them
anything: the colleges are reimbursed by the state for the
lost revenue regardless of how many waivers are awarded.
In fact, awarding waivers is a way to increase enrollment and
FTES-generated revenues. As a result, community college
fee waivers may be granted to students who are not likely
to benefit from them, in terms of enhanced participation,
persistence, and success.

Do BOG fee waiver policies reinforce state priorities?

No incentive for students to have
minimum high school GPA or

Readiness - ; )
to take a rigorous high school
curriculum to increase readiness
Promotes access but also hinders
Access +/- | access by under-emphasizing

importance of other financial aid

Increases affordability but also
hinders it by under-emphasizing
other financial aid; lack of incentives
to make forward progress can
increase student costs by increasing
time-to-degree

Affordability | +/-

No incentive for students to
progress toward their goals and for
institutions to ensure that waivers
are actually helping students
succeed; encourages students to
work more than they would if fee

Completion

waiver award was coordinated with
other sources of available aid

Lack of requirement for enrollment
in degree program extends benefits
to students who are coming just for
skill upgrades, but lack of incentives
for persistence and completion

may impede the completion of
workforce programs

Workforce +/-

Student aid administered as fee
waivers deprives some recipients of
federal tax credits, leaving federal
aid unspent®

Efficiency -

(2) Cal Grant

The statewide financial aid program is administered by
the California Student Aid Commission. Itis a complex
structure of grant programs but the primary grant
available to and used by CCC students is the Cal Grant B
(both Entitlement and Competitive Programs). Cal Grant
A awards cover tuition and fees, which are covered by the
BOG waiver for all CCC Cal Grant recipients. Consequently,
Cal Grant A awards have no monetary value for CCC
students unless or until they transfer to a four-year
institution. In order to receive a Cal Grant, applicants must
meet multiple criteria including minimum GPA, family
income and asset ceilings, timely submission of the FAFSA
form, and timely reporting of their GPA. The application
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process requires that students complete the federal
FAFSA form. Table 2 displays the academic-related
criteria.

For community college students, Cal Grant B covers
"access costs” related to housing, food, books, supplies,
transportation, and other additional expenses up to
$1,551 per year for students taking a minimum of 12
units per term. There are two components to the Cal
Grant B program - Entitlement grants and Competitive
grants:

Entitlement Grants are aimed at recent high school
graduates, and are guaranteed to every student
who is eligible. Students must apply within one year
of graduating from high school or achieving the
equivalency.

Competitive Grants are available to older
students but are limited to 22,500 awards per
academic year. Half of these grants are set aside
for students who apply by the March 2" deadline,
with the remaining half set aside for students
who are attending a community college and who
apply by the September 2"¢ deadline. Because of
its limited availability, many students who apply
for the Competitive grants are not awarded one.
In 2005-06, only 18 percent of eligible applicants
received one®® Selection is based on a composite
score that takes into consideration family income,
parents’ educational level, GPA, time out of high
school and other factors.

Other Cal Grants are available, as follows:

Cal Grant C awards help pay for costs at occupational
or career colleges. This $576 award is for books, tools
and equipment. To qualify, a student must enroll in
a vocational program that is at least four months
long at a California Community College (or other
institutions). Funding is available for up to two years,
depending on the length of the program.

A Community College Transfer Entitlement Cal Grant
is available to students who did not receive a Cal
Grant directly after high school, but who maintained
at least a 2.4 GPA in community college, became

eligible to transfer to a four-year university before
the age of 28, and meets the Cal Grant eligibility and
financial requirements.

The real value of the access cost portion of the Cal Grant B
has declined steeply over the years, rising only 15 percent

in the last twenty years. Had it kept up with the California
Consumer Price Index (CCPI) since the program’s inception
in 1969 the value of the access cost grant would be $5,190

- nearly three times the current award.”" Similarly, the value
of the Cal Grant C has declined over time and would be four
times its current amount had it kept up with the CCPI.

Incentives

The Cal Grant program is a mixture of need and merit. It
provides an incentive for high school students to maintain a
2.0 GPA, provided students are aware of the program’s rules.
However, there is no requirement regarding the rigor of the
high school courses taken by students (i.e, whether or not
the student has pursued a college preparatory curriculum) as
long as the student has met the requirements for graduation
from high school. Infact, the Cal Grant Programs specifically
deny use of honors grade points (where a B in an Advanced
Placement class or honors class may get 4.0 points in most
high schools, it must be changed back to 3.0 points for Cal
Grant). Ironically, concern about Cal Grant eligibility may
discourage some students from taking a more rigorous
curriculum because it is harder to earn high grades in
advanced courses.

Students must maintain a 2.0 GPA to remain eligible for the
Cal Grant but conditions relating to a student’s progress
toward his or her educational goals can vary across colleges
and are not uniformly strict.

Imposing a March 2" application deadline for a Cal Grant
rewards those students who have the information and
the wherewithal to plan ahead for their college education.
However, before students can receive a Cal Grant, they
have to fill out a FAFSA application. This can be a hurdle
for students and families who lack sufficient English- or
Spanish-language skills (the FAFSA is available in Spanish).

Limiting the entitlement to recent high school graduates
was a decision made on both fiscal and programmatic
grounds when the Cal Grant program was redesigned in
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2000. Fiscal staff were concerned that a financial aid program
open to anyone regardless of age would be too costly and
would make annual cost projections difficult. However, a
strong consensus did exist that priority should be given to
high school students because the entitlement aspect of

the program would encourage more students to excel in
school. Legislative staff and other observers say the limit

on competitive awards was not intended to exclude older
students. Rather, it was the result of political compromises
and the inability to accurately estimate their population size.
Regardless of intent, the impact of the policy is to provide
an incentive for students to enroll in college soon after
graduating from high school, if they are aware of these rules.

Do Cal Grant policies reinforce state priorities?

Incentive for students to maintain
2.0 GPA but may discourage taking
advanced courses

Readiness +/-

Increases access for younger students
but impact is mixed or negative for the
older population; impact on access

is likely dependent upon adequate
staffing for financial aid outreach

and administration and high school
counselors

Access +/-

Affordability is impeded by
Affordabilit " diminished purchasing power of
y the Cal Grant awards and limited

availability of competitive grants

Completion encouraged by

merit and satisfactory progress
components of eligibility, and
requirement that students must
enroll for at least 6 units in a degree
program

Completion

Cal Grant C program aims to provide
incentives for career/technical
programs, but Cal Grant C has been
under-utilized and is not targeted to
particular workforce needs

Workforce +/-

Cal Grant B targets aid to needy
students through means test

Cal Grant C has inefficient, complex
application system to award very small
sums in very targeted program areas
to students who must then reapply if
their program goals change

Efficiency +I-

(3) Financial aid focus on fees instead of affordability
Despite the availability of over $1 billion of grants and
loans for CCC students, the state lacks a coordinated policy
for increasing affordability for current and prospective
CCC students. This shortcoming results from several
features of current policy:

The BOG fee waiver creates undue policy focus
on the smallest component of college costs, with
the probable result, however inadvertent, that
many students never apply for other sources of
aid for which they would be eligible and that
policy makers fail to comprehend larger issues

of affordability. The perception that, but for the
enrollment fee, community colleges would be

“free” obscures the real cost of community college
attendance.

The fee waiver application, for many students,
does not require completion of a FAFSA. Believing
they have taken care of financial aid opportunities,
students may elect to just fill out the BOG fee
waiver form because it is so much easier and has
no deadline. This can cause students to under-
apply for grants and loans.

There is no equivalent at the CCC to the
institutional aid programs at the UC and the CSU
(the UC Grant and the State University Grant). As
a result, there is no vehicle for CCC students to
receive campus aid awards to fill the unmet need
after other sources of aid have been exhausted.
The State University Grant at the CSU, for example,
can be used to assist those who do not qualify for
a Cal Grant due to the GPA requirement, family
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income criteria, and/or age limitation. Except

for small programs targeted to specific groups
(like the EOPS categorical program), community
college students receive no institutional
assistance in covering these additional expenses
because their institutional aid is limited to the fee
waiver.

There appears to be a bias in the financial aid
process against advising CCC students to apply
for federal loans. Although 50 percent of student
aid statewide is in the form of federal loans,

such loans accounted for only 11 percent of the
total aid awarded to CCC students in 2005-06.
Whereas more than one-fourth of all students
receive fee waivers, fewer than six percent of
students receive federal loans.”

Fee and aid policies are not designed to take
advantage of available federal aid. Tax credits,
Pell Grants, and loans that would be available to
CCC students and families are left unused.

Incentives

As noted above, current policies contain disincentives
for students to apply for all of the financial aid for
which they may qualify. This causes students to work
more than necessary and take fewer classes, lowering
their chances of completion.” As one indication that
CCC students do not maximize their aid opportunities,
one study found that California had the second lowest
percentage of its public community college students
receiving Pell Grants — a percentage that was just over
half the national average.”

Institutions have a disincentive to encourage students to
take out loans since institutional penalties for excessive
default rates are serious. Since a student who completes
a FAFSA becomes eligible for federal loans, institutions
have a disincentive as well to encourage students

to complete the FAFSA. Failure to complete a FAFSA
severely limits student access to available aid. The risk
of default could be lessened if the CCC had a more
comprehensive policy addressing college affordability
and if finance policies were more supportive of
completion so that default rates would be lower.

Does policy focus on fees reinforce state priorities?

Impedes access because students do
Access - o ) L
not maximize available financial aid

State aid has not kept up with
costs and policies do not facilitate
students taking full advantage of
available aid

Affordability | -

Students encouraged, by lack of

Completion integrated aid, to work more and/or
stop out of college, lowering chances
of completion
Efficiency hampered by lack of policy

Efficiency _ | integration; state funds are used for

costs that the federal government
would cover

INVEST IN SUCCESS « OCTOBER 2007 | 42




lll. Summary and Conclusions

“We must move out of the policy boxes that have guided our activities in the past and move
forward with new approaches...We can continue to watch the economic divide grow within
our country....or we can change our education policies...."

David Longanecker, Thinking Outside the Box, WICHE, 2007

“States and their colleges and universities must together align the mission of postsecondary
education systems with the economic needs of the regions and states where they are

located.”

A Compact for Postsecondary Education, National Governors’ Association

“It will require prioritizing higher education on the legislative agenda, approaching fiscal
and policy decisions in a different way and exerting strong leadership.”

Transforming Higher Education, National Conference of State Legislatures

Having analyzed the policies that govern the flow
of resources to and within the community college
system, we return to the criteria for effective
higher education finance policy:”

Policies should reinforce state priorities.

The institutional capacity necessary to
meet the stated priorities must be created
and sustained.

The contributions required of students
and taxpayers should be affordable.

Our analysis indicates that, according to these
three criteria, California’s finance policies for its
community colleges are not as effective as they
need to be.

Policies Undermine State
Priorities

In the absence of an official set of priorities for
higher education, our analysis used the priorities
that are included in pending legislation, SB 325

(Scott). These priorities capture the growing
sentiment across the state and within the CCC
system that educational attainment in the state,
fueled by community college student success,
must be increased. Itis important not to wait for
the legislation to be enacted to begin considering
how policies can better align with these

priorities, about which there appears to be little
disagreement. Calling attention to the benefits
of aligning policies with state priorities may have
the additional advantage of drawing attention of
lawmakers to the need to enact formal goals. As
Jones cautions, “in states where the objectives
are not clear, institutions have the luxury of
establishing their own priorities, the sum of which
are not necessarily in line with state needs."*

Table 3 summarizes the analysis of incentives
contained in the policies with respect to the six
priorities. It is an aggregate summary of many
policies, the nuances of which are discussed in
Section Il. The summary table cannot convey
the relative magnitude of the incentives. Simply
adding up the plusses and minuses does not give
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Table 3

Summary of Policy Alignment with State Goals

Readiness | Access

Affordability

Completion

Workforce | Efficiency

Apportionments

Categoricals:

Matriculation - +/- - - - -
EOPS + + + + -
DSPS + - -
Part-time Faculty +/- - -
Financial Aid Administration + + - +/-

Fees:

Lack of policy

Low fees +/- +/- - - -
Waivers + +/- - - -
Revenue offset - - - -
No fee non-credit + +/- + +/- + -

Prohibit campus fees

Key:

+ indicates that the policy promotes the priority

- indicates that the policy fails to promote, or works at cross purposes to, the priority
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an accurate sense of the effect of the policies, since some
affect a much greater portion of a college’s budget or a
student’s experience. But the table does reveal a substantial
misalignment between policies and state priorities. The
greatest alignment is with the priority of access but even
there, policies do little to encourage access by the growing
numbers of under-served Californians — precisely those
individuals whose education is most likely to stem the
decline in educational attainment and workforce quality.

The analysis of policy alignment, summarized in Table 3, is
predicated on the proposition that people, both individually
and as institutional representatives, respond to incentives.”
It is important to reiterate that an assertion that faculty,
staff, and students respond to fiscal incentives entails no
judgments about individuals’ values. When enrollment-
driven funding leads colleges to allow late registration
beyond the point they know is good for student success,
itis not because colleges care little about student success.
They are playing by the rules of the game that have been
established for them as they strive for financial survival.
When academic leaders fail to expand nursing programs, it
is not because they wish poor health care on Californians

— it's because they face pressures to make their dollars
stretch as far as possible. When students sign up for more
classes than they know they can complete and drop most
of them after the census date, it is not because they want to
prevent other students from finding a seat in those classes
—it's because it seemed like a reasonable thing to do since
there are no financial consequences for dropping courses.
And if a student continues for several terms without seeing
a counselor and makes no forward progress toward her
goals, it is not because she doesn't care about her future
but likely because the wait to see a counselor is too long,
and there is no need to make forward academic progress in
order to renew her fee waiver.

One possible reason for the misalignment between policies
and priorities is the uncoordinated process by which
finance policy is made. In the community colleges, not
only is there the typical fragmentation of policymaking
attention to the major elements of finance (appropriations,
fees, financial aid) but there is the fragmentation brought
about by the many categorical programs. With separate
funding decisions for each categorical program, there is

little opportunity for lawmakers to see the big picture. Nor
is there reason for colleges to take a comprehensive look at
available resources with respect to college priorities — since
important pieces of their funding come not as general
purpose funding but with conditions and constraints.

The focus of policy development is often on the equity of
the allocations across the 72 districts. It is a focus on inputs
- not on outcomes, on fairness to institutions — not on
equitable distribution of educational opportunities among
Californians. Certainly the effort to distribute resources
fairly across districts is ultimately about fair distribution

of educational opportunity, but the institutional interests
become paramount. Great care is given to devising
apportionment formulas, equalization methodology,
categorical formulas, and other regulatory provisions such
that no district feels unduly disadvantaged by being urban
or rural, large or small, wealthy or poor, multi-campus or
single-campus, or by other characteristics.

Perhaps because there are no official state priorities

to provide a framework for policy discussions, policy
negotiations tend to be about winners and losers among
districts. This approach is a rational way for districts to
protect their shares of a scarce resource but it does little
to focus on the needs of students and the state. The
institution-centered approach does not lend itself to
addressing, through resource allocation, discrepancies
across the state in educational attainment or widely varying
regional growth patterns. The focus on inputs has also led
to heavy reliance on surrogates for quality, such as the 50
percent law and the 75/25 ratio, that drive use of resources
independent of the needs of specific student populations,
the state, or the local communities.

Policies Do Not Provide Colleges the

Means to Fulfill their Missions

The California Community Colleges have been assigned
tremendous responsibility under the Master Plan, in terms
of the proportion of students served and the multiple
missions they are to fulfill. There is a serious misconception,
not only in California, that because community colleges are
teaching institutions without the research and professional
school missions of universities, they can provide quality
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education at a fraction of the cost of universities. This
misconception is particularly evident in the remedial
function that is increasingly falling to community colleges

to fulfill. Disadvantaged and under-prepared students
require many more services, and more intensive and even
intrusive services, if they are to have much chance of success.
These are costly services to deliver. Yet across the country
community colleges receive substantially less funding per
student than do four-year institutions.

Experts have warned of the dangers of ignoring resource
issues when developing policies to promote college

access. As Jones states, “policies that make it economically
possible for students to attend college are of little use if

the institutions do not have the capacity to accommodate
them.””® Our review of finance policies has revealed a very
strong emphasis on policies that stimulate enrollment — e.g,,
low fees, readily available fee waivers, enrollment-based
apportionments, college allocations biased toward growth,
and categorical funds based on enrollment instead of
services provided. But there has not been equivalent policy
focus on getting the CCC system the resources it needs

to serve these large numbers of students effectively. The
bulk of the funding is determined more by K-12 enrollments
than by community college enrollment demand and total
funding is artificially capped by formula. State funds that
could enhance college programs and services instead are
used to pay student aid costs that the federal government
would pay if fee and aid policies were designed to coordinate
better with federal policy. And there has been no serious
policy attention devoted to understanding what a fair share
contribution to college resources by non-needy students
might be. Fees continue to be seen only as barriers to access
- not as a source of much-needed revenue for the system.

Ensuring that the colleges have the needed capacity to
fulfill their mission goes beyond funding levels. It includes
the flexibility to use resources — whatever their level — most
effectively. It requires policies that do not work at cross
purposes to system and state priorities, contrary to what is
revealed in Table 3.

Additionally, capacity requires that colleges have the decision-
making authority to direct resources to where they are most
needed. The California Community Colleges are heavily

regulated, with regulations imposed by the Legislature, the
system’s Board of Governors, and local boards. The policies
discussed above constitute only a sample of the provisions

in law and regulation that govern the use of resources across
the system. Hundreds of pages of Education Code, Title 5
regulations, and system office implementing guidelines make
it nearly impossible for even the most diligent college official
to understand fully how funds are to be used. The 2007-08
Budget Act contains a schedule of twenty-three specified
appropriations for discrete purposes along with twenty-seven
items of complex budget instructions that further control the
uses of funds.

The tendency to regulate comes from within the system as
well as from outside. Community college representatives
speak often of the uniqueness of each college as the rationale
for local governance and locally-driven policies and practices.
Yet internal stakeholders advocate for the many categorical
programs that include countless standardized mandates on
colleges, regardless of local circumstances. The unwillingness
to give colleges more authority to use their resources reflects
ambivalence about local control. The distinctiveness of
districts prevails, for example, when it comes to decisions
about what courses to offer, but not when it comes to the
faculty who offer the courses.

The upshot of the ambivalence is a profusion of regulations
that impose mandates while acknowledging vast
complexities in the environment in which the mandates are
implemented. Acknowledging the complexities typically
calls for measures like maintenance of effort or matching
requirements, waivers, and claims submission, and almost
always for compliance monitoring by the Chancellor's Office.
Demands for compliance monitoring often exceed what
Chancellor's Office staffing levels can accommodate, resulting
in a plethora of un-enforced laws and diminished system
influence over local practice. For their part, districts are often
unable to meet the strict requirements of the law, due to local
circumstances, and they confront large administrative costs to
comply with reporting and other requirements.

The situation warrants review, as it seems to provide neither
the local authority to use college resources to best meet
local needs nor the Board of Governors’ authority to steer
the system toward meeting the needs of the state. Where
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local discretion in the use of funds is appropriate, college
officials should have more authority to make resource
allocation decisions. Where state priorities take precedence,
an alternative policy framework should be developed that
is based on outcomes and incentives — rather than inputs,
regulation, compliance, and auditing.

Affordability Policy is Needed

The lack of an affordability policy may be the best example
of how policy making across the realms of appropriations,
tuition, and financial aid is not well-coordinated. The

lack of coordination has important consequences with
respect to a critical state need: ensuring affordable access
to quality education for growing numbers of Californians.
In the CCC, the long-standing assumption has been that
as long as fees are kept low and the BOG fee waiver

is available, community college will be an affordable
option for most Californians. Lawmakers need to address
affordability in a comprehensive manner that includes (1)
addressing the full costs of college attendance, (2) taking
full advantage of federal aid grant and loan programs, (3)
maintaining the purchasing power of Cal Grant access
grants, (4) establishing an institutional aid program in the
CCC similar to the State University Grant Program and the
University of California Grant Program, and (5) considering
whether increasing fees for non-needy students could
increase student access and success by augmenting state
appropriations with much needed revenues.

A recent report has documented that affordability is a serious
problem in the CCC. More importantly, it concludes that the
affordability problem has little to do with fees®® The most
telling evidence of the affordability problem offered in the
report is that community college students in California have
more unmet need after financial aid is accounted for than
do community college students in other states. The report
shows that a smaller proportion of CCC students receive
federal and state aid than do students in other states and
that a larger portion of them work close to full time. The
report recommends a number of enhancements to the Cal
Grant program and moderate fee increases matched by
increased state funding to augment the resources available
to help students succeed.

Jones’ affordability criterion calls for contributions that are

affordable to students and to taxpayers. What taxpayers can
afford is not something that we can know — as it involves
values about the role and size of government. What we can
say is that California taxpayers have been making it clear for
many years that they do not support tax increases. In such
a tax-limited environment, it seems important to question
whether some portion of the community college student
body could afford to pay higher fees. Needy students do not
pay fees, so by definition, fee increases would be borne by
non-needy students.

In a 2004 report laying out its strong support for having

no fees at the CCC, the Academic Senate of the California
Community Colleges decries the “shift in political priorities”
that has led to the imposition of fees at the CCC and the
raising of fees at UC and CSU. The Senate opposes these
policy choices and argues, with respect to full taxpayer
support for community college education: “It's not that
the state can't afford it; it's that voters or policy makers
have apparently made other choices, either explicitly or
implicitly, by overt action or by passive complicity.”'®
These choices, however, reflect other implications of the
same demographic changes that have shaped today's
community college. The growing numbers of immigrants,
and of low-income, disadvantaged populations, require
increased taxpayer support not only for education but for a
whole array of health and social services. In view of these
competing priorities for state funding, it may be that what
the Senate calls a “principled” stance in favor of no fees can
be maintained only at the expense of continued inadequate
funding for the community colleges to serve students.

It is important to remember that not all community college
students are low-income. By design, a full two-thirds of
California high school graduates are ineligible for direct
enrollment in UC or CSU and are directed to community
colleges if they attend in-state public institutions. Many
students in the top one-third of their high school class
choose to attend a community college for reasons of
convenience and access to quality teachers and programs.
As shown in Table 4, the median household income of
dependent CCC students is virtually equal to that of all
California households. There are certainly many CCC
students who would not be financially disadvantaged by a
modest increase in fees.
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Table 4
Median Household Income, 2002

All California residents’ $49,738
CCC Dependent students? $49,805
CCC Independent students? $29,013

" American Community Survey, 2002

2 National Postsecondary Student Aid Survey (NPSAS:04)

as reported by Zumeta & Frankle (2007). NPSAS:04 income
data represents income for 2002. Students under 24 years of
age are generally considered dependent unless both
parents are deceased, they are married, have dependents of
their own, or have veteran status.

Additionally, many students attend community college for
personal enrichment. These students tend to be white,
older, and to already hold college degrees'”' -
able to pay more than $20 per unit. By asking taxpayers

to foot most of the bill for students who are not seeking a
credential and for many students who are willing and able
to pay more for the courses they value, the state loses the
opportunity to invest more in students whose educational
attainment is vital to the state’s future. Providing free

or near-free lifelong learning is an admirable goal of any
society, but likely an untenable one in a society that

values low taxes as much as ours does. In such a world,
itis incumbent upon policy makers to use limited public
dollars to maximize public value — which requires that
individuals who lack the educational credentials they need
for economic security are able to attend colleges that have
enough resources to help students succeed.

most likely

Enrollment-driven finance policy is the principal reason
why California is not able to engage in conversations about

affordability, fees, and the implications for college revenues.

History has shown that enrollment tends to vary inversely
with fee levels. Colleges resist fee increases because they

fear losing FTES. But an analysis by the Chancellor’s Office
showed that the enrollment drop that followed the recent

fee increase was more concentrated among older, part-time

students with stated goals other than earning a college

credential, and that there was no disproportionate impact on

the overall racial or income distribution of the student body."?
It would be useful to discuss whether the loss of some older,
part-time students who are enrolled for reasons other than
seeking credentials might be a price the state is willing to
pay for having more fee revenue to support students who
are pursuing their first postsecondary credentials. However,
these conversations are precluded by colleges’ overriding
interest in keeping any and all students in order to meet
enrollment caps and preserve funding.

This is a time when the state needs college-going to increase
- not decrease. The Academic Senate and the many others
who oppose fee increases express genuine concerns that
any fee increase will reduce access among the at-risk and
poor students who depend on the community colleges for a
secure future. The dire need for improved access and success
by this population makes it incumbent upon those who have
engaged for years in the same conversation about fees and
access to change the conversation. No one who cares about
the economic and civic health of the state wants to deprive
needy Californians of an education. The question is whether
access for those individuals can be protected in such a way that
does not deprive the institution of needed resources.

It might be that keeping fees low for everyone — non-
needy included — is not the most effective way to provide
meaningful access — that is, access to a college with
resources to help students succeed. But with FTES driving
budgets, these conversations never occur because any
drop in enrollment, regardless of who is affected, depresses
revenues. It is time to take a fresh look at the relationship
among fees, financial aid, state support and access to see

if there are options other than waiting for taxpayers’ and
lawmakers' priorities to change.
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IV. Directions for Future Reform

“Rather than add on a new layer of requirements sometimes you need to start by scraping

the barnacles off the bottom of the boat.”

Dennis Jones, NCHEMS President

"An incentive is simply a means of urging people to do more of a good thing and less of a

bad thing.”

Freakonomics, Steven Levitt and Stephen Dubner

Across the nation, policies are not conforming to
the growing rhetoric about the need to improve
student success in order to produce a competitive
workforce for today’s global economy.'® This
research shows that California is no different.

The CCC has committed itself in rhetoric and

in action to increasing student success, but the
state and system policies that govern the flow of
funds throughout the system are not well aligned
with that commitment. With policies working at
cross purposes, the system’s best efforts will be
hard-pressed to produce the hoped-for results.
The system may have the will but lacks the
resources, the enabling policy environment, and
the control over its own resource decisions to
most effectively meet the needs of students and
Californians.

The ineffectiveness of funding mechanisms

for the CCC has been a recurring issue for the
Legislature and the state. Various groups have
examined the funding structure within the past
few years to determine potential revisions and
methods for improvement.

In 2003, the chair of the Assembly Committee
on Higher Education convened a working group
to review the community college funding
mechanism. The group agreed on the need for
simplification of the funding mechanism and
for state funding incentives that contribute to

a focused CCC mission and that link funding to the
attainment of state priorities, consistent with that
mission. It identified a number of weaknesses in the
funding mechanism, including:'®*

Funds are not allocated to CCC districts
with sufficient sensitivity to the real costs of
providing instructional services.

Extensive bureaucratic restrictions are
placed on the expenditures of funds.

Unjustifiable differences exist in revenues
among the CCC districts.

Local districts have limited flexibility to raise
additional revenue.

The student fee revenue serves as an offset
to General Fund apportionment funding
rather than as an enhancement.

The state-level statutory mission of the
CCCis so broad that the institutions, by
necessity, are under-funded.

The committee specified that a comprehensive
reform effort should address all of these issues by
clarifying state priorities, eliminating “inefficient
and excessive” statutory provisions, developing a
fee policy and a means of funding colleges that is
more reflective of actual costs.!”
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The Community College League of California subsequently
recommended a new funding approach based on the results
of a year-long effort by a systemwide workgroup of business
officers. (The League’s work was focused on cost and equity
issues and did not address the full list of issues considered by
the Assembly Committee.) The Board of Governors adopted
the recommendations in March 2005, many of which were
enacted through SB 361 in 2006. The reform was celebrated
by many within the system as the culmination of a three-
year, hard-fought battle that ultimately yielded consensus
around a simplified, more equitable funding structure.
Reaching consensus across such a diverse system of local
districts, each with multiple stakeholders, was indeed a
major accomplishment. Yet equity of funding across districts
— the focus of SB 361 — is just one of several concerns about
community college finance policies. This change may have
opened the door for further reforms that can address a
broader set of issues within the context of state priorities.

National Reform Efforts

Inspired by concerns about declining economic prospects,
many states are exploring or implementing new approaches
to finance policy to help them accomplish their priorities.

In many cases these new directions recognize the power

of financial incentives to change behaviors and involve the
targeted use of funds to encourage the desired outcomes.
There are also instructive examples from other countries,
some of which have moved even further in introducing
incentives into funding approaches. Additional reform ideas
are being advanced in the policy research literature.

Nearly ten years ago in a research paper prepared for the
World Bank, D. Bruce Johnstone suggested that real finance
reforms in higher education would involve accepting that:'%

individuals at all levels of the higher education
enterprise are “rational actors” who respond to
incentives

the rules of the game for the receipt of public revenues
constitute a powerful system of incentives with
different impacts upon different players

the difficult academic and resource allocation decisions
at the institutional level are facilitated by government

budget rules that are “sensible, fair, transparent, and
stable”

The flurry of activity around the country indicates that true
reforms are underway. The following summary of some of
these reforms is intended to encourage conversations in
California about how we can harness the power of incentives
within the design of fair and sensible budgeting systems that
can help college faculty and staff make the difficult resource
decisions that face them.

We have categorized these ideas by (1) whether they aim to
influence the behavior of colleges or students and (2) which
of the six priorities they address. Some of the reform ideas
address multiple priorities (e.g., completion and workforce)
but we list each idea only once. A fuller explanation of the
reforms and where they are being considered or adopted

is outside the scope of this study but will be the subject of
future research by our Institute.

Incentives for Colleges
Readiness

Colleges and high schools both receive enrollment
funding for high school students who enroll in
community college classes (called “dual enrollment”)
in order to encourage K-14 cooperation and eliminate
any disincentives for either institution to support
these programs.

States provide financial incentives for K-14 cooperative
efforts to improve alignment of curriculum and
assessments.

Access

Colleges receive a richer per-student funding rate
for those students who come from disadvantaged
backgrounds (however defined).

Affordability

Colleges receive higher funding per student for Pell
Grant recipients.

Colleges receive funding for every student who
completes a FAFSA.
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Completion Tuition rates are set in recognition of federal aid and

tax policy to maximize the use of federal dollars.
In addition to receiving funds for FTES, colleges

receive a portion of their base funding for the number  Incentives for Students
of students who have reached certain benchmarks.
Care is taken not to disadvantage colleges that serve
under-prepared students.

Readiness

Students receive scholarships or other forms of
financial reward for completing a rigorous high school
curriculum with specified grade point average.

Colleges receive a portion of their funds based on the
share of eligible students who apply for and receive

various forms of financial aid. Minimum financial aid eligibility requirements are

established that incorporate college readiness factors,

Colleges receive financial incentives for partnering T ]
like high school curriculum and GPA.

with four-year institutions to make upper-division
coursework available on community college
campuses.

Students in high school take community college
classes without paying tuition.

Funding formulas provide higher per-student funding

Students pay a surcharge for exceeding an established
for remedial classes to recognize high costs and

level of remedial units.
ensure adequate supply of seats.

Access
Workforce

Financial aid awards are inclusive of the major costs
facing part-time students, such as child care and
transportation.

Colleges receive special funding to provide hiring
bonuses for faculty in high-need but hard-to-fill
positions, like nursing.

Tuition and financial aid policies are designed and
targeted to have the maximum impact on access
by those students who would not otherwise attend
college.

Colleges receive more funds per FTES for high-cost
programs.

College receive higher per-student funding for
enrollment in high-need programs. This has the Affordability

added advantage of encouraging colleges to help

Financial aid policies are coordinated with federal

aid availability so that students have an incentive

students declare a program goal.

Colleges receive a portion of their funding based on
the number of students who complete a workforce
program and transition into high wage employment.

Efficiency

Colleges receive some funding based on the portion
of first-time students who are enrolled in a specific
degree/certificate program and have an approved
academic plan laid out for meeting that goal.

Colleges are granted increased flexibility to use their
resources in exchange for budgets that are allocated
in part based on performance.

to increase their course units. Increased federal aid
compensates for loss of income from fewer hours
worked.

Students who complete a transfer program and earn
an associates degree in the process can continue

to pay community college tuition rate (or reduced
university tuition) upon transfer to a four-year
institution.

Students attend tuition free and pay back based on
future earnings.
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States implement a “share of cost” fee policy under
which student tuition revenue accounts for a fixed
percentage of the cost of instruction. This creates an
incentive for students to keep colleges accountable for
controlling costs.

More work-study and other on-campus jobs are
provided. This has benefits for completion as well as
affordability.

Financial aid awards increase if students perform well
academically.

Completion

The per-unit tuition is reduced as a student’s unit load
increases, encouraging students to attend on a more
full-time basis.

Financial aid programs provide incentives for students
to enroll full-time and continuously - as both are strong
correlates of completion.

Conditions for renewing financial aid include making
forward academic progress with some established
timelines.

Aid amounts are tiered, with higher awards for higher
academic performance — among needy students.

Students pay a penalty for dropping courses.

Students must meet requirements of satisfactory
academic progress to have financial aid (including
waivers) renewed.

Students receive a bonus payment for completing an
academic program.

High-risk students receive a bonus payment for
completing particular courses or groups of courses.

Students are required to pay back financial aid if they
do not complete their program in a specified time
period or do not attend continuously.

Workforce

Students who enroll in and complete high need
programs receive scholarships, tuition rebates or loan

forgiveness above their regular financial aid eligibility.
Efficiency

Students who complete certificates or degrees or
become transfer ready within a specified period
receive tuition rebates, loan forgiveness, or other forms
of financial reward.

Students who take more than a certain number
of units in total are assessed a tuition surcharge
to encourage better planning and make existing
resources and facilities available to serve more
incoming students.

Investing in Success

The above listing gives a flavor of the many directions

that reform is taking. The examples are all ways in which
incentives might be used as purposeful policy instruments to
achieve specific positive outcomes. This concept of investing
in success applies to all aspects of finance policy — not

only to the basis on which funds are allocated to colleges.
The list shows, for example, that the concept applies to
eligibility requirements for financial aid, fee policy, flexibility
in the use of resources, differential funding for higher cost
programs and services, faculty salaries, and state incentives
for collaborative efforts between colleges and high schools.
A variety of strategies along these lines might be used to
influence student outcomes. They are not typically thought
of in the context of finance policy reform, but they should be.

Turning to policies that affect basic college allocations, it

is these policies where the incentives are most powerful
because they affect the distribution of core funding. If
Californians are to invest wisely in the success of community
college students, it is vital that funding mechanisms be
structured to include incentives for achieving positive
outcomes. The question, which continues to perplex
American higher education, is how best to incorporate
measures of success into funding decisions.

Success is Not an “Add-on” Responsibility

In addressing this question, it is critical to distinguish
investing in success from performance funding, which has
largely been a failure across American higher education and
has a deservedly bad reputation among educators. The
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fundamental difference between the two is that investing
in success acknowledges that improving performance

is an ongoing and costly undertaking and should be
institutionalized into the basic funding formula so as to
provide a stable and significant funding source, while
performance funding places the burden of improving
performance on a very small pool of funds that is not
guaranteed to last (and usually doesn't).

In short, investing in success changes the incentives built into
core funding while performance funding leaves the current
incentives in place and sets up a small categorical program
to fund performance. Funds earned under an investing in
success model automatically are part of a college’s base
funding, while funds earned under traditional performance
budgeting approaches are bonuses that may or may not last.

Performance funding has been implemented amid great
controversy and with little success in a number of states.'””
The antipathy is not surprising because the conventional
wisdom behind the adoption of these plans is misguided.

The current paradigm for performance funding is as follows:
(1) set aside a small pot of money (2-5 percent) — ideally
new funds; (2) select the dimensions of performance to be
rewarded and corresponding performance indicators, (3)
set targets on each indicator for each institution based on
comparisons with peer institutions or other standards; (4)
allocate base funds to institutions as usual; (5) determine,

at the end of the year, which colleges met/did not meet
their targets; (6) award the performance funds (or assess the
penalties) from the 2-5 percent performance pot.

In theory the model may be appealing, at least to lawmakers,
because it seems to reward performance. In practice it is
fatally flawed for several reasons:

A performance pot of 2-5 percent is too small to
make a significant difference yet it raises expectations
among lawmakers, who believe they have funded
performance and engage in undue monitoring of the
funds.

Performance becomes marginalized, as 95-98 percent
of the budget continues to be allocated irrespective
of performance.

The performance pot becomes vulnerable to budget
cuts because it is a categorical item. With the
unreasonable expectation that 2-5 percent of funds
can improve performance, the pot becomes an easy
target for budget cutting.

Targets are arbitrary and therefore controversial. If a
college fails to meet its target, its defenders argue that
the target was unreasonable; a college that makes

its target may be said by others to have had an easy
target.

If performance funds are cut, as is often the case,
lawmakers send the message that performance
matters only when there is extra money. Colleges sour
on the idea of performance funding because they
believe that lawmakers haven't kept their end of the
bargain.

These problems were part of the CCC experience with the
Partnership for Excellence (PFE) between 1998 and 2004.
The program was plagued from the start with controversy
over the appropriateness of the targets, the baseline data
for evaluating outcomes with respect to targets, and the
mechanisms for linking rewards and sanctions to college
performance. The Legislative Analyst’s Office (LAO)
reviewed the program in 2002 and recommended that the
Legislature consider terminating the experiment, based

in part on its conclusions that the performance targets
were of questionable validity and that it was unclear how
much of the progress toward these targets was due to the
performance funds and how much to enrollment growth.'%®
Districts faced challenges in trying to allocate PFE funds

to non-recurring expenses when many felt that improving
performance required increases to core allocations. The
Board of Governors never identified an acceptable basis to
allocate funds that took account of performance. When
the program’s funding was reduced and then the program
eliminated, districts felt that the state had rescinded its
commitment to support performance improvements.

Investing in success avoids these pitfalls by building
performance-related workload factors into the core funding
formula. There are no arbitrary targets, no decisions about
rewards and penalties, no fruitless attempts to determine
whether outcomes are the result of a performance pot, and no
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danger of losing performance funds because performance is
institutionalized into the annual base appropriation. Colleges
get a clear message that performance is not an add-on but is
an expected outcome of taxpayers’ investments.

Redefining “Workload”

Performance funding models provide base funds to continue
business as usual and add small performance pots as bonuses.
Investing in success re-conceptualizes the “workload” that

state funding covers through the basic allocation. Workload

is currently defined as 3 week enrollment and colleges are
funded to serve it. Alternatively, workload could be defined
as teaching students for a full term, serving financially
disadvantaged students, guiding students through basic skills,
or producing certificates and degrees. These are just a few

of the possibilities for redefining workload to align funding
with state priorities. If it is indeed in the state's interest that
community colleges not only enroll students but educate a
broad section of the California population, then the workload
that the state funds should reflect these public purposes.

With workload redefined to incorporate elements of
success, the state would be obligated to increase funding as
success increased. Workload increases are currently funded
through an annual enrollment growth adjustment. That

is consistent with workload being defined as enrollment.
When enrollment increases, funding must increase to keep
up with the workload. If workload were redefined to include
performance-related factors, the investment in success would
increase each year that success increased. The more progress
colleges made in accomplishing the new workload factors,
the more growth money would be provided to ensure that
college progress was not funded at the expense of other
colleges. There would be an increasing pie each year from
which to invest in success. This is dramatically different from
the vulnerable pot of performance funds that the CCC had
under PFE. The Legislative Analyst’s Office has projected
significant new revenues available under Proposition 98
over the next five years. But it also projects a decline in CCC
enrollment.® This seems an opportune time to shift the basis
for growth funding away from just growth in enrollment and
toward growth in success.

A Hypothetical Example
We have constructed a hypothetical example using a ten-
college system to illustrate how this model works. The

example compares allocations to these ten colleges under
three different allocation methods:

3rd week FTES only
3rd week FTES plus term-end FTES

3rd week FTES plus term-end FTES plus FTES
generated by Pell Grant recipients

These are just some of the possible factors that could be
used. Asdiscussed below, choosing which workload factors
to fund would need to be the focus of thoughtful discussion
across the system.

Tables 5-7 show the college allocations under each of these
methods, including the workload factors from which the
allocations derive. Each table shows the percentage that
each college accounts for in the workload factor — labeled
“College %." Funds are distributed to each college based

Table 5
1-Factor Allocation
Census | Base Allocation
College %
FTE @ $5000
per FTE
College:
1 5,000 $25,000,000 5.0%
2 10,000 $50,000,000 10.0%
3 12,000 $60,000,000 12.0%
4 5,000 $25,000,000 5.0%
5 9,000 $45,000,000 9.0%
6 25,000 $125,000,000 25.0%
V 17,000 $85,000,000 17.0%
8 2,000 $10,000,000 2.0%
9 5,000 $25,000,000 5.0%
10 10,000 $50,000,000 10.0%
Total 100,000 $500,000,000 100.0%
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Table 6
2-Factor Allocation — Adding Course Completion

Census | College Course Term | College
FTE % Completion end %
Rate FTE
College:

1 5,000 5.0% 93% 4,650 5.6%

2 10,000 10.0% 89% 8,900 10.7%

3 12,000 12.0% 85% 10,200 12.3%

4 5,000 5.0% 84% 4,200 5.1%

5 9,000 9.0% 83% 7,470 9.0%

6 25,000 25.0% 82% 20,500 24.7%

7 17,000 | 17.0% 81% 13,770 16.6%

8 2,000 2.0% 80% 1,600 1.9%

9 5000 | 5.0% 79% 3950 4.8%

10 10,000 10.0% 76% 7,600 9.2%

Total 100,000 | 100.0% 83% 82,840 | 100.0%

Table 7

3-Factor Allocation — Adding Pell Grant Recipients
Census | College Course Term | College
FTE % Completion | end %
Rate FTE
College:

1 5,000 5.0% 93% 4,650 5.6%
2 10,000 | 10.0% 89% 8,900 10.7%
3 12,000 | 12.0% 85% 10,200 12.3%
4 5,000 5.0% 84% 4,200 5.1%
5 9,000 9.0% 83% 7470 9.0%
6 25,000 | 25.0% 82% 20,500 | 24.7%
7 17,000 17.0% 81% 13,770 16.6%
8 2,000 2.0% 80% 1,600 1.9%
9 5000 | 5.0% 79% 3,950 4.8%
10 10,000 10.0% 76% 7,600 9.2%
Total 100,000 | 100.0% 83% 82,840 | 100.0%
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Figure 5

Comparison of Three Allocation Methods
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Table 8
Comparison of Three Allocation Methods
FTE FTE and Course FTE; Course
Only Comp. Comp; Pell FTE
College:
1 $25,000,000 $25,766,538 $24,451,372
2 $50,000,000 $50,929,503 $49,089,060
3 $60,000,000 $60,391,115 $61,974,054
4 $25,000,000 $25,087,518 $24,957,186
5 $45,000,000 $45,021,729 $45,213,672
6 $125,000,000 $124,683,124 $119,292,129
7 $85,000,000 $84,528,006 $93,753,124
8 $10,000,000 $9,914,293 $10,114,925
9 $25,000,000 $24,710,285 $24,974,898
10 $50,000,000 $48,967,890 $46,179,580
Total $500,000,000 $500,000,000 $500,000,000

INVEST IN SUCCESS - OCTOBER 2007 | 56



on those percentages. For example, in Table 5 the entire
system allocation is driven by one factor — census FTES.
Since College 1 has five percent of the system FTES it
receives five percent of the allocation.

In Table 6 there is an additional factor. Of total system
funding, 75 percent is allocated based on FTES. College

1 received its five percent share of those funds. But 25
percent of system funding is allocated based on term-

end FTES. College 1 accounts for 5.6 percent of term-end
FTES and therefore receives that share of the $125 million
allocated systemwide for that factor. Table 7 follows the
same logic, with the addition of a third workload factor. The
total system budget is now divided into three parts, with 65
percent allocated based on census FTES, 25 percent based
on term-end FTES, and 10 percent based on FTES generated
by Pell Grant recipients. College 1 accounts for a somewhat
smaller percentage of Pell Grant FTES (4.9) so gets a slightly
smaller portion of the funding that is allocated based on
that factor.

Table 8 and Figure 5 summarize the dollar allocations under
the three methods. Some colleges fare better than others
when the additional performance-related workload factors
are added. In each table the magnitude of the change in
allocation for a college is strictly a result of the assumptions
we made about the percentage of the total budget for the
ten-college system that is allocated based on each of the
workload factors. We have constructed this hypothetical
example to show that changes can be significant yet need
not be radical.

Tradeoffs and Challenges: Finding a Workable
Approach

Designing an allocation model to invest in success is
complicated and this very simplistic hypothetical illustration
presents only a snapshot of one year’s allocation using three
factors out of any number that might be selected. There are
a number of choices to make when designing such a model,
including:

Which workload factors should be included?

What portion of the allocation should be driven by
workload factors other than enrollment?

Over what period of time should these performance-
related workload factors be phased in to allow
colleges time to adapt to new expectations?

In selecting the factors to include, one must be attentive

to the new incentives that would be created, so as not to
encourage new forms of behavior that are counterproductive
to the intended results. If colleges were funded on the

basis of courses completed or degrees awarded, they could
be hesitant to enroll high-risk students or they could be
encouraged to reduce standards. These are serious concerns
but they can be addressed. For example, there could be a
separate workload factor for enrolling and graduating high-
risk students. Performance could be defined in terms of
improvement for each college with respect to itself - not as
compared to different colleges with different circumstances.
Or, the formula could be designed to fund forward progress
or academic momentum, regardless of where a student
begins.

It should be possible, if not easy, to select factors that
anticipate and minimize perverse incentives. More
importantly, it is necessary to alter the current incentives

in order to accomplish outcomes in the best interest of
students and the state. Current policies, with incentives
dominated by enrollment and the FTES chase, will not get
California where it needs to be. It is important that those
who are quick to point out the undesirable incentives that
could arise from new funding models, if not designed
carefully, also acknowledge the incentives that accompany a
straight FTES model. Incentives are a fact of life — that is the
main point of this report. The challenge is to get them right.

The second choice - what portion of this investment

should be allocated on the basis of the carefully chosen
performance-related workload factors — is also difficult.
There is a strongly held assumption that any investment in
success must be made only after core funding is provided as
necessary to operate the institution. This is the assumption
that is challenged by the invest-in-success approach. Itis the
assumption of the conventional approach by which only
add-on funds are used to buy the desired performance. The
desire for core funding is valid — institutions need a certain
guarantee of stability in their funding. But it is unrealistic

to pin hopes of performance gains on such a small portion
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of institutional funds, as borne out by the largely failed
history of performance budgeting in U.S. higher education.
Furthermore, how can one distinguish between what is
necessary to operate the institution and what is meant to
deliver successful outcomes? Does this mean that operating
without success is acceptable?

Stability is indeed important but it can be addressed within
the invest-in-success paradigm. The fear of destabilizing
allocations is warranted within the traditional paradigm
under which funds are withheld and awarded if performance
targets have been met. Clearly a state cannot withhold

large portions of college funding and dole it out as

rewards. However, under the invest-in-success paradigm
that incorporates new factors into the base allocation, it
becomes possible to expand the amount of funding oriented
to performance without causing major disruptions. Figure

5 shows that even with 35 percent of the base allocation
dependent upon performance-related workload factors,
funding can be quite stable.

Stability would also be promoted if state lawmakers were

to identify a set of long-term priorities for California higher
education and orient funding toward those priorities.
College officials could be assured that their efforts to
respond to new priorities would be sustainable. The
priorities set forth in pending legislation (SB 325) and used to
guide this analysis could fulfill this need. They could become
the basis for a funding approach that builds upon the gains
realized in the reforms recently enacted through SB 361 but
extends those reforms to align funding with measures of
success.

The third question — how should performance factors be
phased into a funding model — also addresses the need

for stability. New workload factors can be phased in over
whatever time period is deemed sufficient to allow colleges
to adapt to new workload expectations.

Investing in success does not have to be a threat to the
integrity of the community college or to the rest of the
higher education enterprise, where its benefits should also
be explored. Approached thoughtfully, it can be a means to
support the increased performance that everyone seeks and
the state badly needs. SB 361 reforms were adopted after

a group of stakeholders worked through a set of difficult

issues. Similarly, a working group might be organized around
the following set of principles to extend those reforms to
incorporate performance into community college finance
mechanisms:

1. Community colleges should receive sufficient funding
from the state to provide them the resources and
authority to fulfill their assigned missions

2. There must be clear priorities that define lawmakers’
expectations for success

3. Funding mechanisms covering appropriations,
categoricals, regulations, fees, and financial aid, should
align incentives with these priorities

4. Allocation mechanisms must provide for stable and
predictable funding levels based on agreed-upon
workload factors that reflect desired outcomes

5. Funding mechanisms must be easy to understand so
that their purposes are clear

6. Funding mechanisms must be perceived as fair, with
fairness across districts achieved when districts with
the same workload receive the same funding

This report aims to convince readers to look at finance
policies in a new light. It is not only the amount of funding
that matters but whether policies allow the system to
realize the greatest benefit from available resources. An
understanding of the effect of current policies and the
possibilities presented by new policies could help unite
community college advocates, lawmakers, and others who
are dedicated to seeing that California invests in success.
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