
INTERIM REPORT
OF THE 

SENATE FINANCE COMMITTEE

HIGHER EDUCATION CHARGES 

RECOMMENDATIONS
TO THE 

79TH LEGISLATURE 

DECEMBER 2004













Higher Education 



Committee on Senate Finance, Interim Report on Higher Education

1

TABLE OF CONTENTS 

Executive Summary…………………………………………………..… 3 

Summary of Recommendations for the 79th Legislature……………..... 5 

Procedural Background………………………………………………..... 7 

Charges……………………………………………………………...…. 10
Accountability ………………………………………..….. 10 
State & Local Funding for Higher Education…………..... 18 
Tuition Revenue Bond Authority……………………..….. 22 
Tier 1 Institutions……………………………………...….. 27 
Tuition Deregulation…………………………………...…. 38 

Appendices…………………………………………………………..… 60 
A. Accountability Measures………………………….. 60 
B. Eligible HEAF Institutions……………………..…. 69 
C. HEF debt retired over the last 15 years……...……. 70 
D. Eligible PUF Institutions………………….………. 82 
E. PUF debt retired over the last 15 years…….......…. 83 
F. TRB Information……………………………….…. 94 
G. Total cost of education vs financial aid available… 117 



Committee on Senate Finance, Interim Report on Higher Education

2

EXECUTIVE SUMMARY

The 78th Legislature deregulated designated tuition and provided flexibility for 

universities and health-related institutions to charge differential tuition for the various programs 

and course levels offered by the institutions.  In exchange for greater flexibility, the Governor 

and Legislature have required greater accountability regarding the use of higher education's 

resources and their progress toward reaching the goals of Closing the Gaps.  As institutions have 

raised their tuition rates, the Legislature has become even more interested in all of the fund 

sources of higher education beyond just the funds included in the state appropriation.

Tuition Revenue Bonds (TRB) have emerged as a major source of construction funds.  

While legislative authorization is needed prior to the issuance of TRBs, such authority is not 

provided with a guarantee of a corresponding appropriation for related debt service.  Despite this 

fact, legislative practice has been to use GR to reimburse institutions for the cost related to debt 

service.  During the 78th Legislative Session, the Legislature reimbursed interest only payments 

on those TRB debt obligations.  For the coming 2006-07 biennium, the LBB estimates an 

additional $369 million will be needed to pay both principal and interest for all currently issued 

TRB debt. In addition, $3.1 billion in new authorizations have been requested. 

 Tier 1 status is not formally defined, but is intended to reflect excellence at an institution 

of higher education.  Common characteristics of Tier 1 institutions include: high research 

expenditures and a large number doctoral degrees awarded in various fields.  Higher Education 

Commissioner Raymund Paredes urged the Legislature to define Tier 1 broadly and in a way that 

makes the most sense for the greatest number of institutions in Texas. He suggested that 

conventional definitions of Tier 1 ignore what Texas needs most: first-rate undergraduate 

education.
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 Because institutions have only had the authority to set tuition since the spring 2004 

semester, the Legislature does not have sufficient data to conduct a complete analysis of the 

impact of tuition deregulation on the affordability of higher education. Factual statements can be 

made regarding those institutions that have changed their general tuition pricing strategies, but 

this does not answer questions regarding the full impact on students. Financial aid variables, 

including the required tuition set-aside, should be examined in conjunction with the cost of 

education to determine if the variation in tuition charges is facilitating or inhibiting the mandates 

of Closing the Gaps.

Summary of Recommendations 

1. The Legislature should adopt a statewide accountability system for institutions of higher 
education to promote transparency and excellence. 

2. The Legislature should review and consider incorporating in its statewide accountability 
system the institutional groupings, performance measures, and benchmarks developed by the 
Texas Higher Education Coordinating Board (THECB) and the Council of Public University 
Presidents and Chancellors (CPUPC) in response to the Governor's Executive Order RP 31. 

3. The Legislature should review annually the groupings, performance measures, and 
benchmarks to determine their effectiveness in assisting the state in reaching its goals of 
Closing the Gaps by 2015.

4. The Legislature should evaluate, in consultation with the THECB and the CPUPC, an 
appropriate mechanism for linking future excellence funding to performance, as measured by 
the accountability system. The mechanism should take into consideration the various 
missions and circumstances of institutions. This evaluation should include, but not be limited 
to, a consideration of restricting an institution's right to deregulate tuition based on 
performance, as measured by the accountability system.  

5. The Legislature should prioritize undergraduate excellence in determining the system's 
performance measures and benchmarks. 

6. The Texas Higher Education Coordinating Board should continue to pursue a uniform 
definition of a Tier 1 institution utilizing the criteria developed in the statewide 
accountability system. 
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7. To avoid confusion related to the Higher Education Fund and the Higher Education 
Assistance Fund, the Legislature should adopt new language to distinguish the two. An 
option would be to continue to refer to the annual appropriation itself as the Higher 
Education Fund (HEF) and refer to the endowment established by Article VII of the 
Constitution as the Permanent Higher Education Fund (P-HEF). The Legislature should 
eliminate reference to the Higher Education Assistance Fund (HEAF). 

8. To ensure the HEF endowment continues to develop as intended, the Legislature should 
continue to provide annual funding as currently directed by statute and consider transfers of 
Rainy Day Funds in order to reach the $2 billion trigger before the end of the decade. 

9. The Legislature should increase funding for the HEF. Such increases should be based either 
on general inflation trends or to match the purchasing power of the AUF. To account for 
inflation, the allocation should be increased by $50 million; or to match the purchasing 
power of the AUF, $87.5 million should be added. 

10. The Legislature should consider discontinuing the practice of using TRBs to fund capital 
projects. Instead, HEF and AUF should be used as the primary sources of funding for such 
projects. Such a change would require adequate funding of the HEF, and possibly a greater 
commitment from the AUF to funding capital projects. 

11. The Legislature should fully fund the Research Development Fund as provided for in House 
Bill 3526 (78th Legislature). These dollars will help in the development of more nationally 
competitive research institutions in Texas by providing a predictable and stable source of 
funding for research infrastructure. This includes recruiting and retaining faculty members 
and graduate students, as well as constructing and equipping appropriate laboratory space  

12. After fully funding the Research Development Fund, the Legislature should create 
mechanisms such as public/private partnerships, matching funds programs, etc. to increase 
the number of flagship institutions in Texas. 

13. The Legislature should consider the consolidation of the various financial aid programs with 
similar goals and that are funded with tuition and state appropriations and make 
recommendations on future funding streams for these programs. 

14. The Legislature should continue to look for ways to provide financial assistance to students 
who demonstrated a financial hardship but do not otherwise qualify for financial aid under 
current state gift or grant programs. 

15. The Legislature should increase its tuition oversight authority to allow legislative disapproval 
of excessive or inappropriate increases in tuition. 

16. The Legislature should establish an enforcement mechanism to limit the amount of  
designated tuition increases that may be used to fund deferred maintenance. 
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PROCEDURAL BACKGROUND

The Senate Finance Committee was charged with conducting a thorough and detailed 

study of the following issues, including state and federal requirements, and preparing 

recommendations to address problems or issues that are identified.  The Senate Finance 

Committee (the Committee) met in accordance with the following Higher Education interim 

charges as follows: 

 Accountability. Study and make recommendations, in conjunction with the Senate 
 Higher Education Subcommittee, relating to the development of a  statewide 
 accountability system for higher education that is consistent with funding strategies for 
 higher education.

 The Committee met pursuant to the aforementioned interim charge in a joint public 

hearing with the Senate Subcommittee on Higher Education in Austin, Texas, on July 20, 2004, 

to consider invited testimony provided by the Texas Higher Education Coordinating Board, the 

Texas A&M University System, the Texas Tech University System, the University of Houston 

System, and the University of Texas System. The Committee solicited public testimony on the 

interim charge in a public hearing in Austin, Texas, on July 20, 2004; however, none was 

provided.

 Nature and Use of Local Funds. Develop a representative sample profile of local funds 
 at various types of agencies and institutions of higher education and report on 
 amounts, revenue sources, expenditures, and how these funds impact the use of General 
 Revenue appropriated in the General Appropriations Act.
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 The Committee met pursuant to the aforementioned interim charge in a public hearing in 

Austin, Texas, on July 19, 2004, to consider invited testimony provided by the University of 

Texas at Austin, the University of Texas at El Paso, Texas A&M International University, and 

the Texas Agricultural Experiment Station. The Committee solicited public testimony on the 

interim charge in a public hearing in Austin, Texas, on July 20, 2004; however, none was 

provided.

Tuition Revenue Bond Authorization. Review recent history and beneficiaries of TRB 
 authorization by previous legislatures. Recommend procedures, criteria and priorities for 
 potential new TRB authorizations and funding sources for the 79th Legislature. 

 The Committee met pursuant to the aforementioned interim charge in a public hearing in 

Austin, Texas, on March 16, 2004, to consider invited testimony provided by the Texas 

Legislative Budget Board, and the Texas Bond Review Board. The Committee solicited public 

testimony on the interim charge in a public hearing in Austin, Texas, on July 20, 2004; however, 

none was provided.  

 Funding for Higher Education. Study all funding of institutions of higher education in 
 conjunction with the Senate Higher Education Subcommittee. Assess the cost and 
 requirements of increasing the number of Tier 1 universities in Texas. Reexamine current 
 and alternative methods for funding regional universities, health science centers and their 
 reimbursement for the provision of indigent health care, community colleges, and 
 universities.

 The Committee met pursuant to the aforementioned interim charge in a joint public 

hearing with the Senate Subcommittee on Higher Education in Austin, Texas, on June 8, 2004, to 

consider invited testimony provided by the Texas Higher Education Coordinating Board, the 

University of Houston, Stephen F. Austin University, the University of North Texas, Midwestern 

State University, Texas Southern University, Texas Woman's University, Texas Tech University, 

the Texas A&M Health Science Center,  the University of Texas Medical Branch at Galveston, 
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the University of Texas Southwestern Medical Center at Dallas, and the Texas Tech University 

Health Sciences Center. 

 The Committee also met pursuant to the aforementioned interim charge in a joint public 

hearing with the Senate Subcommittee on Higher Education in Austin, Texas, on July 19, 2004, 

to consider invited testimony provided by the Texas Higher Education Coordinating Board, the 

Dallas Community College District, Laredo Community College, the Alamo Community College 

District, the North Harris Montgomery Community College District, Howard College, and the 

Texas State University System.  The Committee solicited public testimony on the interim charge 

in a public hearing in Austin, Texas, on July 20, 2004; however, none was provided. 

Tuition Deregulation. Study the budgetary impact of legislation to deregulate tuition at 
institutions of higher education. This study should include, but not be limited to, a review of 
recent tuition increases authorized by this Act, their impact on affordability of higher 
education, and an evaluation of the expenditure of these funds.

 The Committee met pursuant to the aforementioned interim charge in a joint public 

hearing with the Senate Subcommittee on Higher Education in Austin, Texas, on July 20, 2004, 

to consider invited testimony provided by the Texas Higher Education Coordinating Board, the 

Texas A&M University System, the Texas Tech University System, the University of Houston 

System, and the University of Texas System.  The Committee also solicited and considered 

public testimony provided by Brian Haley, representing himself, of Corinth, Texas.  

  The Committee extends its thanks to those who participated in the hearing, and assisted 

with or made presentations before the Committee. 
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ACCOUNTABILITY 

 In January 2004, Lieutenant Governor David Dewhurst charged the Senate Subcommittee 

on Higher Education and the Senate Finance Committee with studying and making 

recommendations relating to the development of a statewide accountability system for higher 

education that is consistent with funding strategies for higher education. 

 Also in January, Governor Rick Perry issued an executive order requiring the Texas 

Higher Education Coordinating Board (THECB) and institutions of higher education to work 

together to determine the effectiveness and quality of the education students receive. 

 In response, THECB developed the following four keys to creating a transparent 

accountability system that promotes excellence: 

Establishing groupings of institutions with similar types and missions. 
Determining for each group appropriate measures that reflect institutional performance. 
Determining benchmarks against which to measure success. 
Assessing progress annually and taking steps to improve performance. 

Institutional Groupings 

THECB staff worked with the Council of Public University Presidents and Chancellors 

(CPUPC) to develop peer groupings of institutions in order to provide important comparisons 

within the accountability system. Institutions were divided into the following seven groups: 

Research, Emerging Research, Doctoral, Comprehensive, Master's, Health-Related Institution, 

Technical and State College. These groupings were intended to be neither permanent nor 

prescriptive. THECB recommends that these groupings be reviewed every two years to reflect 

current institutional missions and changing higher education needs. Additionally, THECB plans 

to identify national peers after the 79th Legislative Session.
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Research Universities 

 Research universities provide a broad range of undergraduate, graduate and professional 

programs, place a greater emphasis on research than universities in other groups, and serve their 

regions, the state, and beyond. Excellent undergraduate education is a central function, but a 

significantly higher proportion of these institutions’ students will be enrolled in graduate and 

professional programs than is the case in Master’s, Comprehensive, Doctoral, or Emerging 

Research universities.  

 Research institutions: 

offer a comprehensive range of excellent undergraduate and graduate programs; 
award 100 or more doctoral degrees annually in excellent programs that span at least 15 
disciplines; and 
place significant emphasis on research and creative activities and generate at least $150
million annually in research expenditures. Table 1 below shows the Texas institutions 
that presently meet these criteria. 

Table 1 
Research Universities 

Doctoral
Programs 

Doctoral
Enroll

Doctorates
Awarded

Research
Expenditures

Texas A&M University 84 3,229 442 $390,305,058  
The University of Texas 
at Austin 113 5,188 668 $376,403,651  

Emerging Research Universities

 Emerging Research universities are educational, scientific, engineering, business and 

cultural resource centers committed to the three-fold mission of teaching, research and service. 

As universities with extensive educational programs, academic efforts are directed to applied and 

basic research in selected fields, teaching and scholarship, and creative activities. The 

universities encourage faculty members to be active researchers/creators in their respective 
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disciplines and to involve both undergraduate and graduate students in research and creative 

pursuits.

 As the Texas population increases, some of these institutions – especially those located in 

metropolitan areas of more than one million people – will develop additional breadth and  

increase their research expenditures (now at least $14 million per year) to address the need for 

additional access to research universities. 

 Emerging Research universities offer a wide range of baccalaureate and master’s 

programs, serve a student population from within and outside the region, and are committed to 

graduate education through the doctorate in targeted areas of excellence. The institutions award 

at least 20 doctoral degrees per year, offer at least 10 doctoral programs, and/or enroll at least 

150 doctoral students. 

Table 2 below shows the Texas institutions that presently meet these criteria. 

Table 2 
Emerging Research Universities 

Doctoral
Programs 

Doctoral
Enroll

Doctorates
Awarded

Research
Expenditures

Texas Tech University 53 1,303 166 $56,147,235  
The University of Texas
at Arlington 32 819 62 $23,314,938  

The University of Texas
at Dallas 18 756 70 $32,547,141  

The University of Texas
at El Paso 12 260 30 $27,847,152  

The University of Texas
at San Antonio 13 220 6 $14,547,732  

University of Houston 51 1,372 207 $88,608,021  

University of North Texas 57 1,316 157 $17,587,767  
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Doctoral Universities 

             Doctoral universities are educational and cultural resource institutions committed to the 

three-fold mission of teaching, research and service. With extensive educational programs, 

academic efforts are directed toward both applied and basic research in selected fields, teaching 

and scholarship, and creative activities. The universities encourage faculty members to be active 

researchers in their respective disciplines and to involve both undergraduate and graduate 

students in research and creative pursuits. 

 Doctoral universities offer a wide range of excellent baccalaureate and master’s programs 

and are committed to graduate education through the doctorate in targeted areas of excellence 

and/or regional need. The institutions each award at least 10 doctoral degrees per year, offer at 

least 5 doctoral programs, and/or enroll 150 doctoral students. They generally have research 

expenditures of at least $2 million per year. 

 Texas institutions generally within the above criteria for Doctoral Universities are: 

Sam Houston State University 
Texas A&M University-Commerce 
Texas A&M University-Kingsville 
Texas Southern University 
Texas State University at San Marcos 
Texas Woman’s University 

Comprehensive Universities

 Comprehensive universities offer a wide range of excellent baccalaureate programs and 

are committed to graduate education through the master’s degree. Comprehensive universities 

may also offer doctoral education in targeted program areas to address particular regional needs 

and/or in disciplines in which the university is nationally recognized for excellence. In most 
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cases this will be one or two areas, but may be as many as five. 

Comprehensive universities are expected to: 

provide access to a broad range of excellent baccalaureate and master’s programs; 
possibly provide doctoral-level education in targeted area(s) of excellence and/or regional 
need;
provide excellent preparation not only for the workforce, but prepare students for 
professional schools and graduate education; and 
focus on serving the student population within the region. 

Texas institutions generally meeting those criteria include: 

Lamar University-Beaumont 
Prairie View A&M University 
Stephen F. Austin University 
Tarleton State University 
Texas A&M International University 
Texas A&M University-Corpus Christi 
The University of Texas-Pan American 
West Texas A&M University 

Master's Universities

 Access to exemplary undergraduate institutions is critical to students and communities 

across Texas. Currently, almost 80 percent of public university students are at the undergraduate 

level. Master’s institutions offer a wide range of baccalaureate programs and are committed to 

graduate education through the master's degree. Excellent undergraduate education is the primary 

mission of these universities, which generally offer smaller classes than would be expected at 

other universities.
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Master’s institutions are expected to: 

concentrate on providing excellent broad-based undergraduate education; 
establish seamless transfer and facilitate success for Associate of Arts and Associate of 
Science graduates; 
offer smaller undergraduate class sizes; 
provide excellent developmental education and retention programs; 
provide access to critical and other excellent master’s programs; 
provide excellent preparation not only for the workforce, but for professional schools and 
graduate education; 
play a critical role in the preparation of certified teachers; and 
provide specialized programs recognized for their excellence. 

Master’s Universities could include: 

Angelo State University    
Midwestern State University 
Sul Ross State University 
Sul Ross University - Rio Grande 
Texas A&M University-Galveston 
Texas A&M University-Texarkana 
The University of Texas at Brownsville 
The University of Texas at Tyler 
The University of Texas of the Permian Basin 
University of Houston-Clear Lake 
University of Houston-Downtown 
University of Houston-Victoria 
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Accountability Measures 

 The THECB staff and the Council of Public University Presidents and Chancellors 

(CPUPC) conducted a survey to determine key measures of an accountability system. They 

agreed on the following principles in developing these measures: 

Measures should maintain focus on Closing the Gaps.
The system should include institutional efficiency measures. 
There should be a small number of key measures. 
The accountability system should be used for improvement. 
There should be different accountability measures for universities, health science centers, 
Texas State Technical Colleges, and the Lamar State Colleges. 

 THECB reviewed the measures identified by the institutions in May and June and began 

the process of calculating the measures and identifying information sources. Through this  

process THECB eventually developed first draft measures for institutional effectiveness and for 

each of the four goals of Closing the Gaps (Participation, Success, Excellence, and Research).  

 In addition to the key measures, contextual, or explanatory measures were added to 

provide a better understanding of an institution's performance. Individual institutions are able to 

add one or two optional contextual measures for each goal. For instance, under the success goal, 

an institution serving a large part-time student population may indicate how the institution's 

unique circumstances and campus population may contribute to a lower graduation rate.

 THECB's intention is to calculate most measures from existing reports and surveys or 

obtain the information from the appropriate agency. To improve performance, THECB 

recommends that the institutional groups meet one or two times per year to review measures, 

share successful strategies, and to review and set targets. 

 At THECB's October 28 Quarterly Meeting, the Board adopted the accountability system. 

The approved system included 23 key measures for universities, 20 for each health-related 
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institutions, and 17 for the Texas State Technical Colleges and Lamar State Colleges. Appendix 

A is a chart of the accountability measures adopted by the Coordinating Board for general 

academic institutions, for health-related institutions, and for the Texas State Technical Colleges 

and Lamar State College. 

Targets

 From July to September, institutions met with their groups to finalize the measures and to 

identify group targets, or benchmarks, to measure success. This was a careful deliberative 

process among institutions. Following the meetings, representatives returned to their campuses to 

review the measures and targets with others before reaching final agreement. Targets were set as 

a percentage increase or decrease for a subset of measures for each group, using the fall of 2004 

as the base. Exceptions were made for certain key measures. For instance, the graduation rate 

targets were set as a percentage point increase. The targets will be measured by groups in the 

spring prior to each legislative session. Progress will be calculated for each institution annually.  

 For general academic institutions, targets were set for nine measures. Health science 

centers had some of the same measures and targets as general academic institutions, but there 

were also several differences. For example, targets for the percentage of graduates passing 

licensing exams are included among the key measures for health science centers. 
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Online Accountability System Format 

 Data available online for the Accountability System will be much more detailed than the 

traditional paper report. There will be three tiers of data featured online for public universities 

(also available for public two-year colleges): 

(1) Statewide measures 
(2) Measures by members of each university system 
(3) Institution measures (specific institution) 

Additional features include: 

Most measures will be calculated and loaded into the system by THECB. 
Text boxes provided by each institution as a descriptive opportunity in each section of 
measures (participation, success, excellence, research and institutional efficiencies & 
effectiveness). 
Institutions will have the option to add explanatory optional measures to the system in 
each goal area. 
Trend line data will be available. 
Paper reports will be generated directly from the system for regents, the Legislature, and 
others.
Web-based performance and accountability system will be available to the public. 
Reports will be customized to identify a group of institutions and measures for 
comparison by institution/measures of personal interest. 
Charts and graphs relative to each group for each measure will be included. 
Data sources, calculations, and other definitions will be measured. 

STATE & LOCAL FUNDING FOR HIGHER EDUCATION 

 Assistant Commissioner Deborah Greene began the June 8 hearing with an overview of 

higher education funding in Texas. Greene described the sources of funds for all public 

institutions of higher education, including funds appropriated in the General Appropriations Act 

(GAA) and funds not appropriated in the GAA (generally appropriated by other statutes). 

 In Texas, the Legislature makes direct appropriations to institutions of higher education. 

The Coordinating Board, boards of regents, boards of trustees, and the general public make 
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funding recommendations to the Legislature. Institutions receive funds from a variety of sources. 

Appropriated general revenue (GR) funds constitute only a part of institutions’ overall funding. 

Some funding does not flow through the appropriation process.

 Table 3 below summarizes the variety of sources of funding higher education. 

Table 3 
Funding Sources for Higher Education 

Appropriated Funds in the GAA Funds not appropriated in the GAA

General 
Revenue 

Local Funds State Endowments Institutional Funds 

-Formula 
Funds 

-Tuition -Available University 
Fund 

-Designated Tuition -Intercollegiate 
Athletics 

-Special Items 
-HEAF 

-Some Fees* -Tobacco Settlement 
Funds 

-Research Grants & 
Overhead Funds 

-Housing 
-Food Service 

   -Most Fee -Parking 
   -Physician Practice Plans -Auxiliary Fees 

*For Community 
Colleges -  
non-appropriated

 -Gifts & Grants -Community College 
Tax Revenue 

Formula Funding 

 Institutions receive a portion of their appropriated funds through formulas. The 

proportion of state appropriated funding that institutions receive through the formula varies by 

sector:

Community colleges – 86.7 percent (General Revenue) 
Universities – 60 percent  (All Funds) 
Health-related institutions – 60 percent  (General Revenue) 

 Every two years, formula advisory committees established by the Coordinating Board 

review formulas and recommend changes to the Commissioner and the Coordinating Board. The 

Coordinating Board’s recommendations are forwarded to the Legislature for consideration. 
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Non-Formula Funding 

 In addition to formula funding, institutions receive non-formula appropriations. Such 

non-formula appropriations include funding for “Special Items,” such as public service efforts, 

research projects and separate campuses projects that are not funded by formula. Other non-

formula appropriations include “Institutional Enhancement” funding to provide general 

institutional, academic and research support for certain campuses. "Excellence Funding" to assist 

certain institutions to pursue their unique missions are also included in this category. 

Local Funds 

 Local Funds are defined in the Education Code, Section 51.009(a), as those items that are 

accounted for as “educational and general funds” which are net state tuition, lab fees, specified 

special course fees, student teaching fees, state hospital and clinic fees, organized activity fees, 

and indirect cost recovery fees.  This definition for local funds is unique to institutions of higher 

education.  Local funds are appropriated in the GAA as estimated other educational and general 

income in the General Revenue—Dedicated portion of the method of finance.  

Funds not appropriated in the GAA 

 A significant portion of funding does not flow through the appropriations act. The 

proportion that does flow through the appropriations act varies by sector. Community colleges, 

for instance, collect local property taxes, which are not accounted for in the appropriations bill. 

Community college tuition and fees are not reflected in the appropriations bill. 

 Base tuition, the amounts set in statute, however, is included in the appropriations bill for 

universities and health-related institutions. Designated tuition -- the tuition that the Legislature 
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recently gave the institutions flexibility to set -- is not included. Neither are incidental and many 

other types of fees.

 Patient revenue at state hospitals is included in the appropriations bill. Even within 

sectors, the proportion of an individual institution’s funding that flows through the 

appropriations bill varies widely.   

Tuition and Fees not appropriated in the GAA 

 Statutory base tuition and some fees are included in the all funds appropriation in the 

GAA.  Board-authorized tuition is included as an informational item in the appropriations bill; 

however, it does not affect the amount of GR appropriated. Historically, the amount of tuition 

and fee revenue estimated in the appropriations bill reflects the revenue generated from the same 

enrollment base used to allocate the funding formulas. It does not reflect a projection of 

enrollment growth in the next biennium. Designated tuition and all other fees are considered 

institutional funds. Designated tuition, incidental fees, and other statutorily authorized fees are 

not included in the appropriations bill. These funds may be used for Education and General 

(E&G) activities or auxiliary purposes, as specified in the enabling legislation. E&G activities 

are core academic activities that include instruction, research, student services, etc. E&G 

activities may be supported by funds in and outside of the appropriations bill. Institutions 

account for E&G fees separately from auxiliary fees. 

Designated Tuition 

 In 1995, the Legislature authorized boards of regents to increase the building/general use 

fee to the same level as statutory undergraduate tuition (prior to 1995, the maximum fee was 
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$12/hour). The Legislature re-designated the building/general use fee as tuition in 1997. 

Designated tuition may be used for both E&G and auxiliary purposes. It is currently reported as 

tuition revenue.  

 Under tuition deregulation, there is no maximum rate. Prior to HB 3015, the maximum 

rate was equal to statutory undergraduate tuition rate - $46/semester credit hour (SCH) for fall 

2003. The range for fall 2004 is $34 per SCH to $94 per SCH. 

Incidental Fees 

 A variety of fees are charged for many different purposes. The rates for incidental fees 

vary and must reasonably reflect the actual cost of the material or services for which it is 

collected. Some are charged to all students; some are charged on a per-usage basis.  

Other Fees 

 Some other fees such as, recreational user fees, medical service fees, and student services 

fees are not included in the appropriations process. These fees are created in statute for specific 

purposes. The rate of these fees vary by service and institution. 

Other Funding Sources not included in the GAA 

 Other sources of revenue not included in the GAA are gifts and grants, federal funds, and 

auxiliary enterprise revenues, such as proceeds from athletics and housing and dining operations. 

The uses of these revenues are often limited by pre-existing obligations or restrictions on the gift 

or grant. 

 In an effort to present a more comprehensive look at higher education funding, the 
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Coordinating Board has been working to establish a report that identifies all sources of revenue 

available to institutions of higher education. 1

FACILITIES FUNDING - INCLUDING TRBS 

The Higher Education Fund (HEF) and the Permanent University Fund (PUF) 

 Facilities also are financed and maintained in a variety of ways. For general academics 

and health related institutions, the state typically provides funding for facilities. Some of this 

funding flows through the formulas while others, such as tuition revenue bond debt service, are 

separate non-formula appropriations.  In addition, some institutions have chosen to use 

designated tuition funds for the support and maintenance of facilities. 

 The HEF and PUF are constitutionally dedicated funds whose purpose is generally 

limited to acquiring land, constructing and equipping buildings, making major repairs and 

rehabilitating buildings, and acquiring capital equipment, library books and library materials. 

Under both funds, eligible institutions are authorized to issue bonds as a method of financing 

projects when all debt service payments are made out of fund allocations. 

 The HEF is a specific GR appropriation currently set at $175 million per year. 

Allocations are made by the Legislature to eligible institutions (Appendix B) based on a formula 

established by the coordinating board. The main elements of the allocation formula consider an 

institution's complexity, facilities' conditions, and space deficits. On a five-year cycle, the 

Legislature may reallocate HEF dollars by updating an institution’s formula elements. However, 

such reallocations may not impair an institution’s bonding obligations. In addition, every 10 

1 http://www.thecb.state.tx.us/reports/pdf/0725.pdf
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years, the Legislature may increase the overall HEF appropriation to ensure the fund's 

purchasing power is maintained. With the last increase in HEF appropriation occurring in 1995, 

the 79th Legislature will be eligible to consider an increase in funding.

 The Higher Education Coordinating Board adopted the following recommendation in 

October 2004: 

The current space deficit for HEAF institutions is 4.69 million square feet, which is more 
than five times larger than five years ago. The McGraw-Hill Construction index reports a 
28.5 percent inflation factor for construction during the last 10 years. For the HEAF 
institutions to maintain constant dollar funding, an additional $50 million per year would 
be required. 

Student enrollment at the HEAF institutions for fall 2003 was 163,224 full-time  student 
equivalents more than the student enrollment at the PUF institutions. The University of 
Texas at Austin, Texas A&M University, and Prairie View A&M University rely on the 
AUF, income from the PUF that is appropriated to these institutions for their 
construction, capital renewal, equipment and other needs. The FY 2005 distribution to the 
AUF is 54 percent more than it was in 1995. For the HEAF institutions to mirror the 50 
percent growth in AUF, an additional $87.5 million per year would be required. 

Based on equity considerations with the AUF and inflation costs and enrollment growth 
during the past 10 years, and to help the institutions that receive HEAF meet the goals in 
Closing the Gaps, the committee further recommended that $87.5 million be added to the 
annual HEAF allocation and distributed through the HEAF formula.  

 As previously mentioned, HEF institutions may issue bonds as a funding mechanism for 

capital projects. However, this authority is limited. All HEF-backed bonds must mature in 10 

years or less. In addition, an institution may not pledge more than 50 percent of its HEF 

allocation to secure the payment of principal and interest on HEF bonds or notes. Appendix C 

summarizes HEF debt retired over the last 15 years. 

 For the PUF, legislative appropriations are made from the Available University Fund. 

The level of appropriation is based on the investment performance of the PUF. However, such 

allocations are limited to a "total return" of no more than 7 percent of the average annual market  
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value of the fund. From the AUF, the University of Texas is provided two-thirds of  the revenue, 

with the Texas A&M University System receiving one-third. For the current biennium, the total 

AUF appropriation is $528.2 million, with UT receiving $327.1 million and A&M receiving 

$201.1 million.  

 From these appropriations, UT & A&M are authorized to pay debt service on bonds for 

all institutions eligible to participate in the PUF (Appendix D). However, bonding limitations set 

in the constitution preclude UT from bonding more than 20 percent of the PUF book value and 

limits A&M to no more than 10 percent of that same value. In addition, AUF allocations may be 

made to UT-Austin, A&M-College Station, and Prairie View A&M in the form of "excellence 

funding."

 Currently, the constitutional bonding capacity of the PUF is $2.4 billion. However, 

because of limitations on projected revenue flowing into the AUF, as well as internal policies 

regarding reserved allocations for excellence funding, each system is only utilizing a fraction of 

this capacity.  

 Specifically, UT's constitutional PUF debt capacity is approximately $1.6 billion. As of 

March 16, 2004, the system had allocated $987 million of that capacity. This will require a 

projected allocation of $108 million in debt service payments from their $234 million FY 2005 

AUF appropriation. The remaining $126 million is allocated to system administration and 

excellence funding at UT-Austin. 

 Texas A&M's constitutional PUF debt capacity is $781 million . The system has 

outstanding PUF bonds totaling $304 million. From their $123 million FY 2005 AUF 

appropriation, A&M projects $32 million will be needed for debt service with the balance being 
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allocated to system administration and excellence funding at A&M-College Station and Prairie 

View A&M. 

 Determinations regarding the allocation ratio between debt service and excellence 

funding are made exclusively by the respective boards of regents. Appendix E summarizes 

current AUF allocations and debt service payments for the past 15 years. 

Tuition Revenue Bonds 

 In addition to the HEF and PUF, Tuition Revenue Bonds (TRB) have emerged as a major 

source of construction funds. TRBs are revenue bonds backed by tuition and fees and issued by 

institutions of higher education. The first TRB authority of $185 million was provided in 1971. 

However, between 1973 and 1991, no additional TRB authority was granted. Since that time, 

$2.4 billion in authorizations have been provided by the Legislature. Table 4 below provides a 

general breakdown of these authorizations. 

    Table 4  TRB funding (1991-2003) 

72nd Legislature 1991 $60 million 
73rd Legislature 1993 $352 million 
75th Legislature 1997 $638 million 
77th Legislature 2001 $1.08 billion 
78th Legislature 2003 $296 million 

 TRBs are used to finance projects such as classrooms, laboratories and other university 

buildings. Generally limited by the amount of tuition and fees collected by an institution, a 

university system may pledge all the tuition income from all system schools to support the all 

system bonds. The Coordinating Board reviews all TRB projects to determine whether the 

construction, rehabilitation, or repair meets the standards adopted by the coordinating board for 

cost, efficiency, and space use. 
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 While legislative authorization is needed prior to the issuance of TRBs, such authority is 

not provided with a guarantee of a corresponding appropriation for related debt service. Despite 

this fact, legislative practice has been to use GR to reimburse institutions for the cost related to 

debt service. Such appropriations may only be used for the payment of debt service with any 

unused dollars lapsing back into the treasury at the end of the biennium. During the 78th 

Legislative Session, the Legislature was faced with significant revenue shortfalls, and for the 

first time, institutions were prohibited from making principal payments on bonds issued after 

March 31, 2003.  The institutions were directed to make interest payments on those TRB debt 

obligations.  For the coming 2006-07 biennium, the LBB estimates an additional $369.5 million 

will be needed to pay both principal and interest for all currently issued TRB debt. In addition, 

$3.1 billion in new authorizations have been requested. Appendix F provides information 

regarding all TRB authorizations, current debt service requirements, and newly requested TRB 

authority.

TIER 1 UNIVERSITIES 

 During the June 8 hearing, Dr. David Gardner, Assistant Commissioner for Planning and 

Information Resources, Texas Higher Education Coordinating Board (THECB), provided a slide 

presentation about issues related to "Tier 1" status. To place the issue in a uniquely Texas 

context, Dr. Gardner referred to Closing the Gaps goals 3 and 4: 

 Goal 3: Excellence--Substantially increase the number of recognized programs or  
services at colleges and universities in Texas 

 Goal 4: Research--Increase the level of federal science and engineering research funding 
 to Texas institutions by 50 percent to $1.3 billion 

 Tier 1 status is not formally defined, but is intended to reflect excellence at an institution 



Committee on Senate Finance, Interim Report on Higher Education

26

of higher education. Dr. Gardner described how tier 1 status is determined by four entities that 

confer national recognition on institutions of higher education: 

Association of American Universities  
The Carnegie Foundation for the Advancement of Teaching 
TheCenter at the University of Florida 
U.S. News and World Report 

Each entity has distinct criteria for recognition, rank, classification, or membership.  

Association of American Universities 

 The Association of American Universities (AAU) confers recognition on its member 

institutions. Membership is by invitation rather than application and is extended to institutions 

excelling in the following five areas:  

federally funded research and development expenditures; 
number of doctoral degrees awarded annually; 
faculty membership in the National Academies; 
National Research Council faculty quality ratings; and 
faculty awards and fellowships in the arts and humanities. 

The Carnegie Classification 

             The Carnegie Foundation for the Advancement of Teaching produces a classification2

for institutions of higher education intended to provide a framework for describing different 

types of universities. The classification is being reassessed, and a new framework for evaluating 

the similarities and differences among universities is expected in 2005. Carnegie previously used 

the terms Research I and Research II to classify institutions. Research I institutions were 

characterized by the following: 

2 The Carnegie Classification of Institutions of Higher Education,  
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having a full range of baccalaureate programs; 
having a commitment to graduate education through the doctoral degree;
prioritizing research;
awarding 50 or more doctoral degrees annually; and  
receiving at least $40 million in annual federal research support.  

            Research II institutions were characterized by the same priorities - a full range of 

baccalaureate programs, commitment to graduate education through the doctoral degree, 

emphasis on research, and 50 or more doctoral degrees awarded annually. Research II

institutions, however, were distinguished by a lower level of annual federal research support 

(between $15.5 million and $40 million). 

             As part of the revision process, the terms doctoral/research-extensive and 

doctoral/research-intensive have been adopted. Extensive and intensive programs are 

characterized by a wide range of baccalaureate programs, and a commitment to graduate 

education through the doctoral degree. The distinction between the two is based on the number 

and variety of types of doctoral degrees awarded annually. Research-extensive institutions award 

50 or more doctoral degrees annually, across at least 15 disciplines. Research-intensive programs 

award at least 10 doctoral degrees across at least 3 disciplines (or 20 doctoral degrees per year).

TheCenter

             TheCenter, located at the University of Florida, is a research enterprise focused on the 

competitive national context for major research universities. TheCenter's major research and 

publication effort falls within the The Lombardi Program on Measuring University Performance,

which aspires to recognize the top American research universities, based on the following nine 

criteria:

http://www.carnegiefoundation.org/Classification/index.htm
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Total research expenditures 
Federal research expenditures 
Endowment assets 
Annual giving 
National Academy Membership 
Faculty awards 
Doctorates granted 
Postdoctoral appointees 
SAT scores 

            TheCenter's3 annual report, The Top American Research Universities,4 offers analysis 

and data useful for understanding the performance of American research universities. TheCenter

classifies universities into groups in accord with nine institutional characteristics. Institutions that 

have federal research expenditures of at least $20 million and that fall within the top 25 on at 

least one of the nine measures fall into TheCenter's definition of the top research 

universities. The Top American Research Universities annual publication also provides an on-

going analytical discussion of topics related to the performance of research universities and 

provides a comprehensive set of data on over 600 institutions. 

U.S. News and World Report 

               The U.S. News and World Report ranking of America's Best Colleges5 is intended to 

assist students in the selection of  a college and is focused on indicators of quality in 

undergraduate education. However, because the criteria include reputation rankings, faculty 

resources, and financial resources, these rankings are remarkably similar to those from 

3 TheCenter at the University of Florida, http://thecenter.ufl.edu/
4 John V. Lombardi, Elizabeth D. Capaldi, Kristy R. Reeves, Diane D. Craig, Denise S. Gater, Dominic Rivers 
(November 2003). The Top American Research Universities. An Occasional Paper from The Lombardi Program on 
Measuring University Performance, http://thecenter.ufl.edu/research2003.pdf
5 U.S. News and World Report, Best Colleges 2005, 
http://www.usnews.com/usnews/edu/college/rankings/rankindex_brief.php
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TheCenter at the University of Florida. Also, the AAU  member institutions dominate the top 

100 in this ranking scheme. The criteria are: 

Peer ranking (reputation) 
Average freshman retention 
Predicted graduation rate 
Actual graduation rate 
Variance from predicted graduation rate 
Faculty resources (salaries) 
Percentage of classes of less than 20 students 
Percentage of classes with 50 or more students 
Student/faculty ratios 
Percentage of full-time faculty 
Selectivity in student admissions 
SAT/ACT score averages 
Freshmen in the top 10 percent of high school class 
Acceptance rate 
Financial resources 
Alumni giving 

             The Texas Higher Education Coordinating Board developed its own classification 

system for Texas universities, which Dr. Gardner summarized in his testimony. Research 

universities, The University of Texas at Austin (UT-Austin) and Texas A&M University 

(TAMU), are characterized by the following: 

having a comprehensive range of excellent undergraduate and graduate programs; 
awarding 100 or more doctoral degrees annually across at least 15 disciplines; 
placing significant emphasis on research and creative activities; and  
generating at least $150 million annually in research expenditures. 

Emerging Research Universities include: 

Texas Tech University 
University of Houston 
University of North Texas 
The University of Texas at Arlington 
The University of Texas at Dallas 
The University of Texas at El Paso 
The University of Texas at San Antonio 
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These institutions are characterized by the following: 

a wide range of baccalaureate and master's programs; 
commitment to graduate education through the doctorate in targeted areas of excellence; 
awarding at least 20 doctoral degrees per year and offering at least 10 doctoral programs 
and/or at least 150 doctoral students; 
encouraging faculty and students to be active researchers; and  
planning to increase research expenditures (currently at least $14 million). 

Several university presidents and chancellors discussed Tier 1 status from the unique vantage 

point of their respective universities. 

 Dr. Jon Whitmore, President, Texas Tech University (TTU), testified that TTU was well 

positioned to become a Tier 1 research institution. TTU is ranked 104 nationally in research 

expenditures among public universities. TTU's goal is to move into the top 75 in this category 

and to move into the top 100 among all public and private institutions. Although Dr. Whitmore 

did not provide a comprehensive definition of Tier 1, he suggested that a fair indicator of Tier 1 

status would be to reach $100 million in annual research expenditures. He suggested that 

increasing the number of faculty doing high quality research, which can be achieved with higher 

research expenditures, is the key to becoming Tier 1. TTU's strategic plan calls for doubling 

annual research expenditures from $56 million to over $100 million. He suggested that achieving 

this goal will require as many as a dozen years of sustained effort. TTU is focusing its efforts on 

recognized research clusters such as nanotechnology, life sciences, wind engineering, and water 

resources. Additionally, TTU's strategic plan includes adding 200 to 250 new faculty and 

research staff, adding additional research space, and increasing graduate enrollment from 4,600 

to 6,000. 

 Dr. Jay Gogue, Chancellor, University of Houston System (UH), discussed the various 

designations of excellence used to categorize university excellence. He said that flagships have 
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different parameters that include admissions, alumni involvement, graduation rates, library 

volumes, and endowment or state revenue per student. Gogue said that in 2000, Carnegie revised 

its rating system, adopted the term research-extensive, and expanded its top ranking to 150 

institutions. Gogue said that UH-System has focused on areas where federal grant money is 

available. UH research programs have partnered with Houston health institutions and 

concentrated on advanced materials and computation. Gogue said that UH used state research 

funds to recruit and retain faculty, provide facilities and instrumentation, attract graduate 

students, and double its federal research funding to $88 million over the last four years. 

 Gogue said that the Governor's veto of research funding led to an increase in tuition and 

the cancellation of certain purchases and construction projects. In response, students approved a 

65-cent per credit hour fee to retain new faculty. In response to a question from Senator 

Shapleigh, Gogue said that New Mexico ranked seventh among all states in state funding per 

full-time equivalent student, while Texas ranks 24th.

 Dr. Lee Jackson, Chancellor, University of North Texas (UNT) said that Texas has 

moved from sixth to third in research funding nationally over the last four years. Jackson said 

that 80 percent of research funding is in basic science and is unlikely to produce immediate 

marketable products. He concluded by saying the Dallas area has three institutions, UT-

Arlington, UT-Dallas, and UNT, that together receive $73.4 million in federal research money. 

 Dr. Norval Pohl, President, UNT, recommended that the Legislature use measures 

adopted by TheCenter that rank universities based on nine categories including total research 

funds and federal research funds. Pohl said that UNT bought a Texas Instruments building for its 

new engineering program. That program is expected to increase UNT grant funding. He focused 

on actions taken by UNT to increase its research grants in three or four disciplines in which the 
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university can specialize and attract exceptional faculty and students.

 Members expressed concern that the state cannot evaluate the cost of increasing the 

number of Tier 1 universities without a clear definition of a Tier 1 university. The testimony at 

the June 8 hearing did not yield a clear definition of a Tier 1 institution, but provided common 

characteristics of Tier 1 institutions: high research expenditures and a large number doctoral 

degrees awarded in various fields.

 Table 5 below, provided by Coordinating Board staff at the June 8 hearing, summarizes 

the doctoral degrees awarded as well as the research and development expenditures at the state's 

research, emerging research, and doctoral universities. 

Table 5

Doctoral/Emerging Doctoral/Emerging 
Research UniversitiesResearch Universities

$17,587,767157University of North Texas

$14,547,7326University of Texas at San Antonio

$23,314,93862University of Texas at Arlington

$27,847,15230University of Texas at El Paso

$32,547,14170University of Texas at Dallas

$56,147,235166Texas Tech University

$88,608,021207University of Houston

$376,403,651668University of Texas at Austin

$390,305,058442Texas A&M University*

FY 2003 R&D 
Expenditures

2003 Doctoral 
Degrees

* Includes the agency services

 At the July 19 hearing, Higher Education Commissioner Raymund Paredes urged the 

Legislature to define Tier 1 broadly and in a way that makes the most sense for the greatest 

number of institutions in Texas. He suggested that conventional definitions of Tier 1 ignore what 

Texas needs most: first-rate undergraduate education. The Commissioner stated that Texas has 

many excellent institutions across the state, but he suggested that Texas has a long way to go 

based on indicators such as time-to-degree, graduation rates, and the number of students 
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institutions are sending to first-rate graduate programs. 

 Commissioner Paredes argued that AAU membership was a good indicator of Tier 1 

status. Membership is based on reputation, which includes the prestige of the faculty, extramural 

research funding, and other factors. The Commissioner argued that the quality of the faculty is 

the most important factor for an institution aspiring to Tier 1 status. Prestigious faculty and 

prestigious universities are inseparable. Faculty compensation is the key to having prestigious 

faculty, which includes the following: 

Salary
Start-up funds 
Research support 
Sabbatical leaves
Summer supplementary salary 
Housing benefits 
Interest free or low-interest loans and on-campus housing 
Laboratory resources 
Appropriate library facilities 
Competitive graduate student support 
Low teaching loads 

 The Commissioner stated that it is not enough for UT-Austin and TAMU to rank among 

the top public institutions in the nation, because Texas also competes with private institutions for 

faculty. Commissioner Paredes argued that it would be counter-productive for Texas to try to 

increase the number of Tier 1 institutions at the expense of the excellence that already exists at 

UT-Austin and TAMU. 

 Because Commissioner Paredes has 30 years experience in the University of California 

(UC) System and the UC System has six public institutions that are AAU members, the 

Commissioner was asked to discuss how Texas might benefit from California's statewide higher 

education system. California's institutions are divided into three highly organized and segmented 
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tiers.  

First Tier: UC System 
Second Tier: California State University System 
Third Tier: Community College System 

 The UC System consists of nine campuses that only admit undergraduate students 

graduating in the top 12.5 percent of their high school classes, according to a statewide criteria 

for calculating grade point average. Only UC System campuses grant doctoral degrees. 

 The California State University System includes 24 campuses and is twice as large as the 

UC System. To be eligible for admission, students must graduate in the top 33.3 percent of their 

high school classes. The majority of undergraduate education and professional training takes 

place in this system. 

 The Community College System includes 113 institutions and has open admission. The 

UC System is required to fill 35-40 percent of all upper division students with transfers from 

community colleges. Effective articulation agreements and mandates to community colleges 

assist in meeting this requirement. 

 In the 1960s, it was expected that every UC System campus eventually would become a 

flagship, but state funding declined during the 1970s and 1980s, which made this impossible. 

The University of California-Berkeley, The University of California-Los Angeles, and The 

University of California-San Diego are all considered flagships, and comprehensive research 

institutions.

 The other University of California campuses, which are also considered prestigious, but 

not regarded as being comprehensive research universities, have pockets of targeted excellence. 

For example, the University of California-Irvine has exceptionally strong programs in the 

biological sciences. The University of California-Riverside has strong programs in 
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environmental science. The University of California-Davis is known for veterinary science and 

agriculture. The University of California-Santa Cruz is known for its innovative undergraduate 

programs and the interdisciplinary nature of its graduate programs.  

 Over 90 percent of the students in California attend institutions that do not offer doctoral 

degrees, compared with 58 percent of Texas students. The Commissioner argued that a student 

does not need to attend an institution that offers doctoral degrees to get a first-rate undergraduate 

education. Citing UC-San Diego as an example, the Commissioner suggested that it would be 

possible, but extremely costly and difficult, for Texas to rapidly move more universities into 

conventional Tier 1 status, as defined by research expenditures for instance.

 He argued that given Texas' available resources and particular circumstances, it is more 

sensible to pursue overall undergraduate excellence and targeted graduate excellence. Eighty-

nine percent of students in Texas public institutions are undergraduates, which justifies the 

emphasis on undergraduate excellence from a resource perspective. The Commissioner offered 

several indicators that may help define undergraduate excellence, which he argued would be 

important for any Texas definition of Tier 1 institution.  

 These indicators include: 

Available honors programs 
Smaller classes 
Directed study and research with one-on-one faculty/student contact 
Programs preparing students for highly selective graduate programs 
Required honors theses 
Upper-division writing components across disciplines 
Shorter time-to-degree 
Graduation rates 
Critical thinking courses across the curriculum 

 The Commissioner, strongly urged the state to review how graduate programs are 

developed and extended. He suggested more planning and coordination across systems and
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among campuses. Further, he suggested that programs should be approved on the basis of 

targeted graduate excellence, as defined by statewide demonstrated need, institutional interest, 

and an institution's ability to execute an excellent program.  

 To enhance funding opportunities for universities seeking to become nationally 

competitive research institutions, the 77th Legislature created two major research funds. Both 

funds were aimed at assisting eligible institutions in recruiting and retaining high quality faculty 

members and graduate students, as well as providing relevant research laboratories and 

equipment. The University Research Fund (URF) and Texas Excellence Fund (TEF) provided 

key funding for institutions looking to attract and conduct significant research on their campuses. 

The URF and TEF were funded at identical levels. The TEF provided funding to schools eligible 

to receive money from the HEF, while the URF directed money to UT and A&M system 

institutions not eligible for AUF “excellence” funding. Each fund provided its own allocation 

methodology and eligibility criteria.  

  Concerned about the variations in distributions between the funds, the 78th Legislature 

passed House Bill 3526 creating the Research Development Fund (RDF). Replacing the URF 

and TEF in 2006, the RDF was designed to have a single distribution methodology and eligibility 

criteria. Funding for the RDF was to be equal to the combined funding levels previously 

provided for the URF and TEF. Seeking to continue the two funds for the biennium and 

transition to a single fund in 2006, the 78th Legislature appropriated a combined $46.6 million 

dollars to the URF and TEF. However, in June 2003, the Governor vetoed the entire 

appropriation. After that, almost 12 months of discussions ensued between the Legislature and 

the Governor's office regarding the veto. In August 2004, through an LBB budget execution 
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order approved by the Governor, the 2005 URF and TEF appropriations were made.  All totaled, 

$23.3 million in research funding was provided.  

TUITION DEREGULATION 

 Teri Flack, Deputy Commissioner, Texas Higher Education Coordinating Board 

(THECB), discussed affordability in relation to the goals of Closing the Gaps and the 

deregulation of tuition. Flack presented an overview of increases in designated tuition since the 

spring 2004 semester, when governing boards were first allowed to set tuition rates. Statewide 

average tuition and fees increased by 18 percent between fall 2003 and fall 2004. Flack stated 

that statutory tuition, designated tuition, and fees have been rising since 1985, shifting more of 

the cost to families. She also noted, however, that nearly $3 billion in financial aid, mostly loans, 

is available.  

 Flack also described factors that influence college choices. She suggested that the 

apparent total cost of attending college, or "sticker price," often discourages students. 

Affordability is a key strategy in closing the gaps in participation and success. She outlined the 

following list of important priorities for policy-makers to consider:  

Achieve the right balance between appropriations, tuition and fees and financial aid. 
Set tuition and fees in a way that closes gaps in participation and success. 
Provide adequate resources for higher education while providing for incentives for 
academic and administrative efficiencies. 
Provide adequate financial aid, particularly gift aid. 
Ensure that potential students know about the availability of financial aid. 

 Each chancellor presented information on tuition increases at institutions within their 

systems. They agreed that tuition flexibility has been useful and explained that most of the 

revenue from increased tuition has been used to hire new faculty, provide better faculty 
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compensation, and increase scholarships.  

 Texas Tech University System (TTU-System) Chancellor David Smith argued that tuition 

deregulation is good for the short-term, but that formula funding is needed to help long-term 

growth.

 University of Texas System (UT-System) Chancellor Mark Yudof emphasized that 

tuition deregulation has been in place for a short period of time. Therefore, it is too soon to 

evaluate deregulation's impact on graduation rates and other measures. When asked if he had 

seen any negative effects of tuition deregulation at UT-System's component institutions, he 

responded that none of the schools had experienced a decline in enrollment as a result of tuition 

deregulation. In fact, he mentioned that institutions had seen a substantial increase in enrollment 

except for UT-Austin. Yudof stated that he thought component institutions were affordable. He 

mentioned the benefits of the tuition set-aside, noting that UT-Austin has established its set-aside 

at 28 percent, which is higher than the percentage mandated by HB 3015.

 Senator West asked each system to show how they measured the effects of tuition 

deregulation on access and which groups of students are impacted by tuition deregulation. 

Chancellor Smith indicated that TTU-System institutions had not experienced a significant 

impact. Chancellor Gogue stated that the University of Houston System (UH-System) 

institutions experienced a 6 percent increase in financial aid applications. Chancellor 

Cocanougher indicated that the financial aid packages made available to low-income students 

had helped the Texas A&M University System (TAMU-System) avoid a negative impact. 

 Senator West asked what impact the 5 percent reduction in appropriations would have on 

the institutions and how that would affect their use of tuition flexibility. Chancellor Smith stated 

that TTU-System institutions would attempt to use system fund reserves in lieu of additional 
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tuition increases. Further, the TTU-System would have to consider capping growth to absorb 

further budget reductions. Chancellor Yudof stated that appropriated funds were only about 20 

percent of the UT-System budget. He noted, however, that these funds are critical to institutions 

because they pay for core instructional costs. Yudof also stated that given the limited resources at 

the disposal of governing boards, reductions in state appropriations must be made up through 

spending reserves, reducing services, or raising tuition.

 During the hearing, Chancellor Gogue maintained that legislators should consider the 

growing student population and initiatives that will accomplish the goals of Closing the Gaps in 

making appropriations decisions. Most sources of revenue that support institutions are highly 

restrictive, according to Gogue. State appropriations and tuition are the only revenue sources that 

provide institutions with flexibility. Chancellor Cocanougher reminded members that state 

appropriations are critical, because many institutions can only raise tuition to a limited level 

without discouraging participation. 

 Brian Haley, former President, UT-Austin Student Government, provided testimony from 

a student’s perspective. He believed that tuition deregulation was the right short-term solution, 

but expressed concern about its long-term consequences. He said that UT-Austin students 

supported the tuition increase because it would provide better faculty resources and financial aid 

to the most needy students. Moreover, he said that the tuition and financial aid proposals came 

from students on the advisory committee at the institutions. As an Advisory Committee Member 

and Student Government President, he spoke to 250 of the 700 campus organizations to educate 

students about tuition deregulation. Haley said that many students accepted higher tuition as an 

investment, because the value of the students’ degrees will increase over the long-term if the 

additional money is used to improve the quality and reputation of the institution. 
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 Various options were discussed related to tuition deregulation other than higher tuition, 

including creative pricing options to improve timely graduation. Options discussed included:

flat rate tuition (tuition capped at a certain credit hour load);
tuition discounts for courses at off-peak days/hours;
tuition discounts for summer school;  
differential tuition for academic colleges or majors; 
cap or freeze future fees; and  
tuition and fee increase hold-harmless for financially needy students through the use of 
the tuition set-aside.  

Budgetary Impact of Tuition Deregulation 

 Affordability has been a tradition in Texas higher education. Historically, the Legislature 

prioritized low tuition in order to make education affordable to all residents. Since tuition was a 

limited source of revenue, institutions requested increased fees to gain more funding from 

students. Examining a brief history of the balance between tuition and fees will provide greater 

understanding of the state's current situation.  

 According to the Texas Higher Education Coordinating Board,6 only three fees existed 

prior to 1969: the laboratory fee, general deposit fee, and the student services fee. In 1969, the 

building use fee (sometimes referred to as the general use fee) was implemented to provide 

funding for facilities. The fee could be pledged to meet requirements of revenue bonds. 

 Prior to 1971, students were assessed a flat tuition payment per semester of $50 for 12 

hours or more. Students taking less than 12 hours were charged a proportionally lower rate, but 

not less than $15. In 1971, the flat rate was changed to a per semester credit hour cost; residents 

paid $4 per hour with a $50 required minimum semester charge. Also, new types of student 

6 "A Brief History of the Evolution of Tuition and Fees in Texas," Texas Higher Education Coordinating Board, 
September 1, 2003. 
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service fees started to appear as institutions asked for fees addressing specific needs that could 

not be met through the $150 student services fee. Since that time, over forty of these new student 

service fees have been authorized by the Legislature. 

 A special legislative session in 1984 directed the House Higher Education Committee to 

"develop a plan for a reasonable and equitable increase in tuition at all institutions of higher 

education" to be adopted by the 69th Legislature (1985). In fall 1985, university tuition was set 

at $24 per hour; however, the Legislature did not implement the increase all at once. Beginning 

in fall 1985, staggered increases were implemented starting with an increase to $12 per hour 

(with a minimum charge of $100).  

 In 1985, the Legislature also authorized institutions to charge incidental fees. While some 

of these fees are charged to every student, many of them, such as late fees, graduation fees, and 

installment fees are charged on a per-usage basis only to those students actually using the 

service. Incidental fees are accounted for as other designated funds and are not included in the 

method of financing in the appropriations bill. In accordance with legislation adopted in 1985, 

university tuition was set at $16 per hour for academic years 1986-1987, 1987-1988, and 1988-

1989. In 1987, the Legislature gave university boards of regents the authority to charge board-

authorized tuition, including differential tuition, for graduate programs.  

 For the 1989-1990 academic year, a biennial $2 stair-step increase in university tuition 

began. For 1989-1990 and 1990-1991 tuition was set at $18 per hour. The goal was to reach the 

$24 rate set in 1985 by fall 1995. In 1991, the biennial $2 stair-step increases were changed to 

annual stair steps. The statutory undergraduate tuition was set at $20 per hour for fall 1991 and 

was to increase $2 per hour automatically until 1997.  
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 In 1995, additional $2 stair steps were added to statutory undergraduate tuition at 

universities. The minimum charge was raised to $120. Fall 1996 statutory tuition was $32 per 

hour. In fall 2000, the last of the $2 stair steps was implemented bringing undergraduate tuition 

to $40 per hour.

 Beginning in fall 1995, a major change was made to the building use fee allowing the 

funds collected from that fee to be used for any purpose. In addition, the maximum limit of $12 

per semester credit hour was eliminated for the universities. Governing boards were authorized 

to set the fee at an amount not to exceed the hourly rate set in the statute for undergraduate 

tuition.

 In 1997, the Legislature redesignated the building use fee charged by universities and 

health-related institutions as tuition (referred to as designated tuition). Universities retained the 

authority to set the amount, and the purpose of the charge remains the same.  

 In 1999, the Legislature considered but failed to pass a continuation of the $2 stair step 

increases in statutory undergraduate tuition. In 2001, the Legislature passed a continuation of the 

$2 stair step increases in statutory undergraduate tuition for 5 years. The new maximum, 

effective with the 2005-06 academic year, is $50 per hour.  

 In 2003, the Legislature deregulated designated tuition and provided flexibility for 

universities and health-related institutions to charge differential tuition for “each program and 

course level offered by [the] institution. [Additionally, the institution] may set a different tuition 

rate . . . as considered appropriate to increase graduation rates, encourage efficient use of 

facilities, or enhance employee performance.”   

 Thus, Texas higher education has seen significant changes in charges to students and 

their families through tuition and fees. These changes have occurred with the ebb and flow of the 
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state's economy. Philosophical differences have also existed in how much of the true cost of 

education students and their families should pay. 

 According to data from the College Board, there has been little, if any, real growth in 

college prices nationally since the 1970s.7  However, beginning in the early 1980s, tuition and 

fees grew much more rapidly than consumer prices. In constant 2004 dollars over the 10-year 

period ending in 2004-2005, average tuition and fees increased by 51 percent ($1,725) at public 

four-year institutions and universities, 36 percent ($5,321) at private four-year institutions and 26 

percent ($426) at two-year public institutions. These increases are smaller when including 

charges for room and board, particularly in the public four-year sector where the real increase 

was 36 percent over the last decade, rather than the 51 percent for tuition and fees.  

 In recent years, data from the College Board indicate that at public four-year institutions, 

tuition and fees average $487 more than last year ($4,645 in 2003-2004 and $5,132 in 2004-

2005). This represents a 10.5 percent increase. Furthermore, the College Board's report found 

that the average student at a public four-year institution pays approximately $1,800 after an 

estimated $3,300 in grant aid and tax benefits are considered (based on last year's financial aid 

levels).

 For students at public two-year colleges, tuition and fees nationally averaged $1,909 in 

2003-2004 and increased by 8.7 percent in 2004-2005 to $2,076. This increase is less than both 

last year’s increase and the increase at four-year public institutions, but still large by historical 

standards. 

7 Trends in College Pricing 2004, The College Board, 
http://www.collegeboard.com/prod_downloads/press/cost04/041264TrendsPricing2004_FINAL.pdf
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Recent Increases 

 Recently, Texas has reflected national trends in tuition pricing. Public four-year 

institutions in Texas were given the authority to raise designated tuition above the $46 per 

semester credit hour beginning in spring 2004. On average, resident undergraduates at a Texas 

public four-year institutions paid $1,862.15 for fall 2003 and $2,188.36 for fall 2004. This 

represents an increase of 17.5 percent.

 Table 6 on the following page lists the total amount of all tuition and mandatory fees for 

resident undergraduates at Texas public universities since fall 2003.
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Expenditure of Funds 

 In years past, mandatory fees have been the primary charge used by institutions to raise 

revenue since governing boards did not have the authority to raise tuition. However, institutions 

were able to raise the amount of designated tuition over $46 per semester credit hour beginning 

in spring 2004. Therefore, with the new authority to set tuition prices, institutions have not had to 

rely on mandatory fees to the same extent as in the past. From fall 2003 to spring 2004, only six 

institutions increased mandatory fees for an average increase of 1.93 percent. From spring 2004 

to fall 2004, the average increase was 7.32 percent.

Table 7 illustrates the amount of mandatory fees charged by institutions between fall 2003 and 

fall 2004.
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 Between fall 2003 and spring 2004, 21 institutions increased the amount of designated 

tuition charged to students. This resulted in a statewide average increase of 14.94 percent. 

Between spring 2004 and fall 2004, 29 institutions increased the amount of designated tuition 

charged to students, increasing the statewide average by 19.97 percent. From this increase, 

institutions were mandated to set-aside 15 percent of the designated tuition increase to be used 

for students from low-income families. An additional five percent was set-aside for the B-On-

Time loan program. Some institutions set aside more than the required amount. Texas A&M 

University set aside 44 percent; The University of Texas at Austin set aside 28 percent. Thus, 

these increases were mitigated somewhat by the mandated tuition set-aside.  

Table 26 illustrates changes in the designated tuition rates from fall 2003 to fall  2004.
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 Overall, institutions used the additional revenue from designated tuition in many of the 

same ways. All institutions raising designated tuition beyond $46 per semester credit hour were 

required to set aside 20 percent for financial aid purposes as explained earlier. In addition, many 

institutions set aside even more of the new revenue for other financial aid programs available on 

the individual campuses. Other prevalent uses were for faculty and staff salaries as well as 

employee insurance benefits. Infrastructure needs for repairs, renovation, building operation and 

maintenance were also common funding needs among the institutions.  

 Table 9 on the following page shows how each institution planned on spending their 

increased revenue from designated tuition charges over $46 per semester credit hour.  
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Impact on Affordability of Higher Education 

 Because institutions have only had the authority to set tuition since the spring 2004 

semester, the Legislature does not have sufficient data to conduct a complete analysis of the 

impact of tuition deregulation on the affordability of higher education. Factual statements can be 

made regarding those institutions that have changed their general tuition pricing strategies, but 

this does not answer questions regarding the full impact on students. Financial aid variables, 

including the required tuition set-aside, should be examined in conjunction with the cost of 

education to determine if the variation in tuition charges is facilitating or inhibiting the mandates 

of Closing the Gaps.

 Furthermore, since each Texas public institution of higher education is unique, studying 

the impact on an individual institution is a challenge. The dynamic missions of each institution 

does not allow for a "one size fits all" method of evaluation. One way of examining the issue is 

to compare the total cost of education with the financial aid available to students. The THECB 

has charted this information for each institution (see Appendix G). However, at the time printing, 

financial aid amounts could not be certified for the fall 2004 semester; therefore, this information 

must be updated in future semesters. 

 Other data are being collected that will facilitate a more adequate assessment of tuition 

deregulation. HB 3015 (78th Texas Legislative Session) mandated that institutions provide data 

to the THECB no later than November 1 of each year, which include factors that ultimately assist 

in determining the impact of tuition deregulation. At the time of printing, this information was 

not yet available. However, as outlined in the bill, the following information will be provided:   

statistical information on the percentage of gross family income required to pay college 
costs;
criteria used by institutions to admit students and to award financial assistance; 
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the regions of this state in which students reside;
the race or ethnicity of students;
the gender of students;
the level of education achieved by the parents of students; and 
comparisons of the institution with peer institutions in this state and in other states with 
respect to affordability and access. 

 Other measures can be examined to better assess the impact of tuition deregulation. 

Evaluating the amount and uses of the tuition set-asides will reveal whether or not the specified 

percentage is sufficient in offsetting increased tuition costs. Tracking the progress of low-income 

students who were enrolled in programs, such as the school lunch program in high school, will 

provide a more accurate understanding of the effects on students from low-income families. 

Following the amount of loan indebtedness will show whether or not students are taking on a 

greater debt burden. In studying this variable, distinctions should be made between those loans 

which may be forgiven, as opposed to those which will be paid back. 

 Three related variables can be studied in conjunction to better formulate an assessment of 

tuition deregulation: retention rates and graduation rates, and the amount of time it takes a 

student to complete their degree. If costs are such that students are prevented from continuing 

their studies, all three of these variables will indicate that difficulty. Likewise, these variables 

will indicate whether or not institutional efforts to creatively package tuition are successfully 

accomplishing the goals of Closing the Gaps.

 The variables listed in this section cannot be studied in isolation. This will not tell the full 

story of tuition deregulation. Rather, variables need to be examined in a matrix, which will show 

the relation of all the variables to each other in order to fully assess the impact of tuition 

deregulation.
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RECOMMENDATIONS  

1. The Legislature should adopt a statewide accountability system for institutions of higher 
education to promote transparency and excellence. 

2. The Legislature should review and consider incorporating in its statewide accountability 
system the institutional groupings, performance measures, and benchmarks developed by the 
Texas Higher Education Coordinating Board (THECB) and the Council of Public University 
Presidents and Chancellors (CPUPC) in response to the Governor's Executive Order RP 31. 

3. The Legislature should review annually the groupings, performance measures, and 
benchmarks to determine their effectiveness in assisting the state in reaching its goals of 
Closing the Gaps by 2015.

4. The Legislature should evaluate, in consultation with the THECB and the CPUPC, an 
appropriate mechanism for linking future excellence funding to performance, as measured by 
the accountability system. The mechanism should take into consideration the various 
missions and circumstances of institutions. This evaluation should include, but not be limited 
to, a consideration of restricting an institution's right to deregulate tuition based on 
performance, as measured by the accountability system.  

5. The Legislature should prioritize undergraduate excellence in determining the system's 
performance measures and benchmarks. 

6. The Texas Higher Education Coordinating Board should continue to pursue a uniform 
definition of a Tier 1 institution utilizing the criteria developed in the statewide 
accountability system. 

7. To avoid confusion related to the Higher Education Fund and the Higher Education 
Assistance Fund, the Legislature should adopt new language to distinguish the two. An 
option would be to continue to refer to the annual appropriation itself as the Higher 
Education Fund (HEF) and refer to the endowment established by Article VII of the 
Constitution as the Permanent Higher Education Fund (P-HEF). The Legislature should 
eliminate reference to the Higher Education Assistance Fund (HEAF). 

8. To ensure the HEF endowment continues to develop as intended, the Legislature should 
continue to provide annual funding as currently directed by statute and consider transfers of 
Rainy Day Funds in order to reach the $2 billion trigger before the end of the decade. 

9. The Legislature should increase funding for the HEF. Such increases should be based either 
on general inflation trends or to match the purchasing power of the AUF. To account for 
inflation, the allocation should be increased by $50 million; or to match the purchasing 
power of the AUF, $87.5 million should be added. 

10. The Legislature should consider discontinuing the practice of using TRBs to fund capital 
projects. Instead, HEF and AUF should be used as the primary sources of funding for such 
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projects. Such a change would require adequate funding of the HEF, and possibly a greater 
commitment from the AUF to funding capital projects. 

11. The Legislature should fully fund the Research Development Fund as provided for in House 
Bill 3526 (78th Legislature). These dollars will help in the development of more nationally 
competitive research institutions in Texas by providing a predictable and stable source of 
funding for research infrastructure. This includes recruiting and retaining faculty members 
and graduate students, as well as constructing and equipping appropriate laboratory space

12. After fully funding the Research Development Fund, the Legislature should create 
mechanisms such as public/private partnerships, matching funds programs, etc. to increase 
the number of flagship institutions in Texas. 

13. The Legislature should consider the consolidation of the various financial aid programs with 
similar goals and that are funded with tuition and state appropriations and make 
recommendations on future funding streams for these programs. 

14. The Legislature should continue to look for ways to provide financial assistance to students 
who demonstrated a financial hardship but do not otherwise qualify for financial aid under 
current state gift or grant programs. 

15. The Legislature should increase its tuition oversight authority to allow legislative disapproval 
of excessive or inappropriate increases in tuition. 

16. The Legislature should establish an enforcement mechanism to limit the amount of  
designated tuition increases that may be used to fund deferred maintenance. 
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