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November 15, 2012 

 
TO: Governing Board Members, Chancellors and Presidents  

Texas Public Universities, Community Colleges, Lamar State Colleges and 
Texas State Technical Colleges 

 

FROM:  Raymund A. Paredes  
 

RE:  Outcomes-based Funding Recommendations 
 

The Texas Higher Education Coordinating Board recently adopted its final 
recommendations on outcomes-based funding to the 83rd Texas Legislature.  One of the 

Board’s highest priorities is to increase student success, and they believe that basing a 

portion of state formula funding on student outcomes will produce more credentialed 
workers to meet the evolving needs of our state’s economy. 

 
Since the Coordinating Board first proposed this funding approach four years ago, 

our recommendations have evolved significantly based on input from institutions.  I wanted 

to share what is now our final recommendation to the 83rd Legislature.  I have attached a 
memo detailing the current proposals. 

 
The most important difference with previous iterations is that the current 

outcomes-based funding models were created, refined and approved through a formal 
process of collaboration with institutions of higher education.  These models were fully 

developed and vetted by the institutional representatives on the Formula Advisory 

Committees.  The community college proposal has also been amended to reflect input from 
and consensus among all 50 community college districts via the Texas Association of 

Community Colleges.  
 

 Institutional representatives on the advisory committees developed and evaluated 

all the performance metrics that will be used to allocate funding.  For universities, they 
removed the predicted graduation rate factor in favor of four new metrics that give greater 

account to the varied student bodies and circumstances of our public universities.  The 
community college metrics have been refined to better reflect their unique role in fostering 

academic preparedness and meeting the needs of the workforce. 

 
Finally, both models calculate each institution’s performance on the metrics based 

on the average of the three previous years of data.  This should provide a more predictable 
funding stream than the previous calculation, which also included biennium-on-biennium 

changes in the metrics. 
 

I strongly encourage you to contact me or Susan Brown, Assistant Commissioner 

for Planning and Accountability, at (512) 427-6153 or Susan.Brown@thecb.state.tx.us 
regarding any additional questions you might have on the Board’s outcomes-based funding 

proposals.  I look forward to working together to increase student success in Texas higher 
education. 

 

c:  Rissa Potter, Council on Public University Presidents and Chancellors 
 Rey Garcia, Texas Association of Community Colleges 
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   Outcomes-Based Formula Funding Recommendations 
 

Update for Stakeholders 
November 8, 2012 

 
 

HB 9 (82nd Texas Legislature) states that, “it is in the state’s highest public interest to evaluate student 
achievement at institutions of higher education and to develop higher education funding policy based on 
that evaluation.”  To further the public interest, HB 9 required the Coordinating Board and institutions of 
higher education to propose funding formulas that allocate a portion of state funding for universities and 
community colleges based on student success measures.   
 
Separate Formula Advisory Committees for General Academic Institutions (GAIs) and Community and 
Technical Colleges (CTCs) – composed of representatives from Texas institutions of higher education – 
examined these issues at length and proposed outcomes-based funding models for their respective 
educational sectors.  The Texas Association of Community Colleges (TACC) made further recommendations 
regarding the community college model. 
 
On October 25, the Texas Higher Education Coordinating Board adopted in whole the outcomes-based 
formula funding model proposed by the GAI Formula Advisory Committee.  The Board also adopted the 
model proposed by the CTC Formula Advisory Committee, with modifications to reflect key elements of the 
TACC recommendation.   
 
Recommendation for General Academic Institutions 

 
 Funding:  This proposal will institute an outcomes-based allocation methodology to be funded 

outside of the instruction and operations formula with 10 percent of the funding that would have 
otherwise been allocated to undergraduate weighted semester credit hours.  

 Methodology:  This model will allocate funds based on a three-year rolling average of institutions’ 
performance on the metrics.  All metrics would be weighted the same, except the critical field metric 
will receive a double weight.  And all metrics reflect only undergraduates – graduate and professional 
students are excluded from the calculation.  

 Specific metrics to be used in the formula allocation are: 
o Total Undergraduate Degrees:  This metric would encourage institutions’ efforts to 

increase all undergraduate degrees awarded, regardless of field or student circumstance. 
o Degree Efficiency:  This metric would multiply the number of undergraduate degrees 

awarded times the school’s six-year graduation rate.  This would encourage efficient 
pathways to degree to minimize additional costs to the state and the student. 

o Non-Traditional Students:  This metric would divide the total undergraduate degrees 
awarded by the institution’s total of Full Time Student Equivalents (FTSEs), multiplied by 100.  
This advantages institutions that have success in graduating less-than-full-time students, a 
particularly important student population at regional universities. 

o Program Costs:  This metric would multiply the undergraduate degree awarded by the cost-
based weights associated with differing degree types, as is currently done in the enrollment-
based formula.  This would ensure that institutions are not deterred from offering more 
resource intensive programs of study such as engineering and science.  

o Critical Workforce Fields: This metric would provide a double weight for degrees awarded 
in fields identified as critical workforce needs.  This will encourage institutions to graduate 
students in fields with high demand and particular importance to the state economy. 

o At-Risk Students: This metric will award points for degrees awarded to students who meet 
federal criteria for being at high risk for non-completion -- being a federal Pell Grant recipient, 
part-time student, GED recipient, or entering higher education at age 20 or older.  This metric 
recognizes the importance of this growing segment of the student population, and the extra 
effort that institutions must put into helping them achieve their degrees. 

o Student Persistence:  This metric will award points for students who complete their 30th, 
60th, or 90th hour at the institution.  This will reward institutions for keeping students on a 
steady path to complete their degrees. 
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Recommendation for Community Colleges and Lamar State Colleges 
 
 Funding:  In line with TACC’s recommendation, this proposal will allocate 10 percent of formula 

funding based on student success points, with the remaining 90 percent allocated based on 
enrollment.   The Coordinating Board also recommends that community college districts also receive 
$1 million each outside the formula for core operations.   

 Methodology:  This model will allocate funds based on a three-year rolling average of institutions’ 
performance on the metrics.  Weights vary by metric, with a particular focus being on credential 
awarded in Science, Technology, Engineering and Math (STEM) fields.  Also, the Coordinating Board 
recommends that the Texas State Technical Colleges (TSTCs) no longer be funded through the 
community college formula, but rather through the returned value model developed by the TSTCs 
and the Coordinating Board (see below). 

 The student success points to be used in the formula allocation are: 
o Developmental Education:  Points will be awarded for student completion of development 

education in math (1 point), and reading and writing (.5 points each).  This metric recognizes 
the immense challenge the state faces in getting many students to college readiness, and the 
critical role community colleges play in improving developmental education outcomes. 

o Gateway Courses: Points will be awarded for student completion of a first college-level 
math (1 point) and a first college-level English course (1 point).  This will recognize 
institutional success in starting students on a path to completion. 

o College Credit Hour Attainment:  Points will be awarded when a student completes his or 
her first 15 college credits (1 point), and again when they complete 30 college credits (1 
point).  This persistence factor encourages institutions focus on maintaining efficient student 
progress toward a credential or transfer. 

o Credentials Awarded: Points will be awarded for students completing an associate degree, 
workforce certificate or bachelor’s degree (for those community colleges offering bachelor’s 
degrees).  Each credential will earn 2 points for the institution, except that credentials in 
critical workforce fields will earn 2.25 points.  Including workforce certificates and additional 
weight for critical workforce field credentials strongly ties this metric to the immediate and 
future needs of the Texas workforce. 

o Transfers to a General Academic Institution: Two points will be awarded to the 
institution for students transferring to a general academic institution after having completed 
15 hours of coursework.  This metric recognizes the growing role of community colleges in 
providing an academic foundation for students interested in pursuing a degree at a university.  

 Finally, the Coordinating Board agrees with TACC that providing Adult Basic Education and English as 
a Second Language are important function of community colleges, and in principle should be included 
as a measure of student success.  While there are not currently adequate statewide standards to 
permit a rigorous comparison among institutions on these metrics, the Coordinating Board will work 
to develop standards and data collection to support their inclusion in future iterations of the formula. 

 
Recommendation for Texas State Technical Colleges 
 
In the General Appropriations Act (H.B. 1, 82nd Texas Legislature), a new funding model for the Texas 
State Technical College System (TSTCS) is mandated: 

“The Texas Higher Education Coordinating Board shall work with the Texas State Technical 
College System, the Legislative Budget Board and other relevant agencies to develop a new A&I 
funding formula to be implemented for the 2014-15 biennium for the Texas State Technical 
Colleges. The formula shall reward job placement and graduate earnings projections, not time in 
training or contact hours.” 

 



3 | P a g e  
 

Working with staff from TSTCs, Legislative Budget Board, and the Ray Marshall Center at The University 
of Texas at Austin’s Lyndon B. Johnson School of Public Affairs, the THECB staff met monthly to develop 
a reasonable methodology that can, and should, be updated each biennium.  It incorporates suggested 
changes from a previous State Comptroller’s study and simplifies the inputs, with the goal to devise a 
mechanical formula that is fairly easy to update and replicate using available data. 
 

 Funding:   All formula funding will be allocated among Texas State Technical Colleges based on the 
additional direct and indirect economic value provided to the state economy as a result of the 
education provided to students by the TSTCs.  

 Methodology:  The allocation methodology is based on the following components: 
o The model includes the cohort of TSTC graduates (earning an associate’s degrees or 

certificate), transfers, and leavers (students who were not found in Texas higher education 
for two years following the last time they were enrolled in the TSTC) from 2005 and 2006. 

o The cohorts were matched with UI wage records for employment and wage information for 
five years after the students graduated from or left the TSTC to establish annual wages for 
each student.  Direct value-added was defined as the incremental income between a 
student’s annual wage and a base wage representing a full-time employee earning minimum 
wage.  Indirect value-added was defined as incremental income multiplied by 1.5, an 
economic multiplier derived from a U.S. Bureau of Economic Analysis study. Total direct and 
indirect value-added was determined for each group of students by campus across five years. 

o Values-added were reduced by half, based on the assumption that the benefits would equally 
accrue to the state and TSTCS and therefore only half of the added value should be included 
in the formula calculations. 

o Values-added by campus were divided into the total TSTC value-added to define each 
institution’s proportional share of overall formula funding. 

 
For more information: John Wyatt 
    Assistant Director for Fiscal Analysis 

Texas Higher Education Coordinating Board 
john.wyatt@thecb.state.tx.us 

http://www.thecb.state.tx.us/83rdLegislativeRecommendations 
(512) 427-6111 
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