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Summary

For the first time in our nation’s history, we are at the cusp of college students and their families paying
the majority of college costs. In 2016, net tuition revenue accounted for 47.3 percent of total revenue in
higher education, up from 36.7 percent ten years earlier. This increased reliance on tuition dollars most
adversely impacts those students who can least afford it — our historically underserved populations. The
combination of increased costs and stagnant wage growth has resulted in an increasingly large gap
between the cost of college and a family’s ability to pay for college.

Unfortunately, the most recent higher education recovery has not been as robust as we have experienced
in the past. State investment in higher education declined by 26 percent per student between 2008 and
2012. In constant dollars, this marked the lowest funding level per student since 1980. By 2016, funding
had partially recovered but remained 15% below pre-Recession levels. Only four states report 2016 state
and local funding that exceeds 2008 levels.

Conversely, over the same eight-year period, per student net tuition revenues increased 35 percent in
constant dollars from $4,682 in 2008 to $6,321 in 2016. In other words, tuition rate increases helped
institutions offset reductions in per student state funding, but at a significant cost to students. The
empirical evidence in the peer-reviewed literature has established that state appropriations are related
to the price institutions charge students. The exact scale of this relationship is still being analyzed, but the
overwhelming consensus supports this finding of a causal impact.

Concurrently, states realize they need a more educated workforce to meet workforce demands and grow
their economies. Forty-one states have enacted state attainment goals to raise the percentage of their
population with postsecondary credentials. The combination of decreasing college affordability (driven
in part by tuition rate increases), and the focus on increasing college attainment has resulted in some
states enacting new policies designed to expand access to public institutions while removing financial
barriers to college completion.

Given what we know about state best practices, and the long-term trends that risk further privatization
or federalization of higher education, | recommend that the HEA reauthorization fund and implement a
federal-state partnership that includes incentives for states to bring down college prices. These additional
resources should be targeted and focused on outcomes, particularly the outcomes of underrepresented
students. This initiative is not just a matter of resources but also leadership and alignment. Our nation
should have confidence that state governments, higher education systems and campuses are working
together to address this cost and affordability crisis.



Chairman Alexander, Ranking Member Murray and Members of the Committee, thank you for the
opportunity to testify today.

My name is Rob Anderson, and | am the President of the State Higher Education Executive Officers
(SHEEOQ) Association. SHEEO is the national association of the chief executives of statewide governing,
policy, and coordinating boards of postsecondary education. We seek to advance public policies and
educational practices to achieve more widespread access to and completion of higher education, more
discoveries through research, and more applications of knowledge that improve the quality of human lives
and enhance the public good.

| have been asked to address the issue of college affordability. As the only national membership
organization representing the state perspective on higher education, | feel a special obligation to focus on
the role of higher education finance and policy in either removing or raising barriers to college student
success and to address how we might utilize the tools available to us to move our states and our country
forward toward greater prosperity and equity. To do this, | will be addressing the following interrelated
topics: 1) state higher education finance trends, 2) the implications of cost and affordability, 3) the
implications of institutional resources, 4) aligning state appropriations and tuition policies with strategies
for affordability, 5) the concept of a federal/state partnership for affordability, and 6) recommendations
moving forward.

State Higher Education Finance Trends

It is well known that the cost of attending college has been rising for students and families for decades.
This steady increase in cost has constrained student choice and priced generations of potential students
out of higher education. Every state and federal higher education finance decision made moving forward
ought to reflect this reality. In order to accurately understand and respond to the reality of this cost crisis,
accurate data and relevant high-quality research are needed. In that regard, the State Higher Education
Finance (SHEF) report brings important context and trend analysis to help inform policy decisions made
in this arena. Since 2003, SHEEQ’s State Higher Education Finance report has been a leading national
resource for tracking national and state-level trends in state and local funding, tuition revenue, and
enrollment. These trend data go back to 1980, and depict the impact of the economic cycle on the balance
between tuition and state appropriations.

The SHEF report depicts educational appropriations from state and local sources and how these resources
interact with tuition. In 2016, net tuition revenue accounted for 47.3 percent of total revenue in higher
education, up from 36.7 percent ten years earlier.! This increased reliance on tuition dollars most
adversely impacts those students who can least afford it—our historically underserved populations.

There are several noticeable trends during economic downturns. First, per student funding declines as
states struggle to maintain current levels of support for higher education. Concurrently, enrollments
increase as the newly unemployed enter higher education for upskilling and retraining. Third, during
downturns, institutional reliance on tuition revenue increases as do tuition rates in most cases. During
periods of economic recovery, these trends reverse. Per student funding levels increase, enrollments
decline, and reliance on tuition stabilizes.

Figure 1 indicates that the Great Recession had a profound impact on state funding for higher education.
Immediately before the downturn, in 2008, educational appropriations per student in the United States
were $8,372. By 2012, this amount declined to $6,185. In constant dollars this is the lowest per student



funding level since 1980. By 2016, funding per student had recovered to $7,116, still 15 percent below
pre-Recession levels. Only four states report 2016 state and local funding that exceeds 2008 levels.

Figure 1:
PUBLIC FTE ENROLLMENT AND EDUCATIONAL APPROPRIATIONS
PER FTE, U.5., FY 1991-2016
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Of further concern is an easily missed downward trajectory in the data. Focusing on state educational
appropriations per FTE (the light blue bars in Figure 1), reveals not only declines resulting from the
recessions, but that each of the subsequent recoveries has been sequentially smaller, indicating a steady
downward trend in state support.

It is evident why this matters for affordability when we look at the other side of the revenue equation,
net tuition revenue. Over the same eight-year period, per student net tuition revenues increased 35
percent in constant dollars from $4,682 in 2008 to $6,321 in 2016. In other words, tuition rate increases
helped institutions offset reductions in per student state funding, but at a significant cost to students.
Figure 2, below, clearly shows the trend toward greater reliance on tuition revenue. Before the Great
Recession (in 2008), 35 percent of higher education revenue came from tuition. This share peaked in 2013
at 48.5 percent and declined only slightly to 47.3 percent by 2016. If history is any indication, the next
downturn will result in tuition reliance that exceeds 50 percent, meaning students and families will be
paying the majority of the cost. While this would be a significant development for the United States as a
whole, it is worth noting that 24 states have already reached this point.



Figure 2:

NET TUITION A5 A PERCENT OF PUBLIC HIGHER EDUCATION TOTAL EDUCATIONAL REVENUE, U.5., FY 1991- 2016
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Further recessions could accelerate these trends. It is impossible to make precise projections of what
will happen to state funding for higher education in the future, but recent history portends an alarming
outcome. One attempt at extending state support of higher education trends from the 1980s into the
future projects that if trends persist into the future, states would reach zero support for higher
education in 2056.2 This represents the increasing privatization of public higher education. Read another
way, if the federal investment in higher education takes on a larger and larger percentage of overall
revenue (in addition to student tuition and fees) this would also represent an increasing federalization of
higher education. While | do not believe that states will zero out public higher education, such
projections highlight the serious dilemma facing state lawmakers, SHEEOs, and institutional leaders.
Action needs to be taken now to correct current trends.

To compound these trends, the recently adopted Tax Cuts and Jobs Act (Public Law No: 115-97) will
likely affect state decisions on funding for higher education. This legislation placed a $10,000 cap on the
state and local income and property tax (SALT) deduction, which has significantly changed the revenue
decisions that states and localities can make to support public investments through their income and
sales taxes and is already a source of debate in many state legislatures. Limiting additional revenue
sources could stagnate or further reduce state funding for higher education.

In considering the shift toward a majority tuition-financed public higher education system, it is important
to recognize the factors driving a greater reliance on tuition. The need for institutions to raise tuition
stems from many factors, including covering inflation costs, salary increases for faculty, rising health



insurance expenses, expanded institutional financial aid and, in some cases, pension obligations.> Many
public institutions have already made cuts in recent decades to trim costs and expenses in areas where
efficiencies could be found, often in an effort to avoid raising tuition. This is particularly true for those
institutions that are state appropriations dependent and enroll larger shares of low-income students
However, the biggest factor in public institutions deciding what tuition rate is charged is the level of state
funding support.

The empirical evidence in the peer-reviewed literature has established that state appropriations are
related to the price institutions charge students. The exact scale of this relationship is still being analyzed,
but the overwhelming consensus supports this finding of a causal impact. Most recently, in a peer
reviewed study, Douglas Weber estimated an average pass-through rate from state appropriations to
tuition and fee revenue of between 25 percent and 41 percent. Put differently, for every $1,000 per
student cut in state appropriations, over time, the average student has paid $257 more in tuition.* That
same research also showed that students are shouldering higher tuition increases from these cuts in
recent years than in previous decades. Since 2008, the pass-through rate has been 41.2%.

Some other analyses of state fiscal support over time have shown a smaller and less causal relationship
between state appropriations and tuition. However, many of these studies fail to properly account for the
complexity of state laws in appropriation and tuition-setting authority; states vary in how and when
institutions can increase tuition and fees—and these decisions often change over time and many years
after a recession. Legislatures also do not make uniform appropriation decisions for each college, so it is
important to measure the impact of this institution-specific state support to institution-specific net tuition
and fee revenue. Additional research is needed to continue to monitor this question and add great clarity
and specificity to the relationship.

Implications of Cost and Affordability

Student loan debt and the cost of higher education in the United States have received considerable
attention in the popular media and in the academic literature. The price of higher education has grown
faster than the cost of health insurance, prescription drugs, and family income.> According to the College
Board, tuition and fees at public four-year institutions have increased at an average annual rate of 3.2
percent above inflation over the last ten years. Tuition and fees at public two-year institutions have risen
at an annual rate of 2.8 percent above inflation over the same period.® This growth in tuition prices has
slowed since the peak of the Great Recession, but continues to outpace inflation.” Concurrent with the
increasing price has been stagnant wage growth for the average worker. While, on average, top earners
have experienced significant income growth over the last several decades, middle- and lower-income
earners have not experienced comparable growth.® The combination of increased costs and stagnant
wage growth has resulted in an increasingly large gap between the cost of college and a family’s ability to
pay for college.

Not surprisingly, both college participation and attainment rates are considerably higher for students in
the highest income quartile compared with those in the lowest income quartile.’ Researchers further find
that low-income students are less likely to enroll in college even when controlling for student
achievement.X This is concerning for many reasons, including that future earnings are clearly associated
with educational attainment. According to the Georgetown Center on Education and the Workforce, the
average difference between a high school and college graduate’s wages is $1 million over a lifetime.'* And
the impacts reverberate across generations as children from higher-income families, and those whose
parents went to college, are significantly more likely to attend and graduate from college.*?



Figure 3 shows average net price® as a percent of median income within each of the lowest four income
quintiles. As this figure shows, those who come from families earning $15,000 (the median income of the
bottom income quintile) experience a disproportionately larger burden in paying for college, with net
price making up as much as 69 percent of their annual income. By comparison, net price at a four-year
institution makes up only 19 percent of annual income for families in the fourth income quintile.

Figure 3
AVERAGE U.S. NET PRICE AT PUBLIC 2- AND 4-YEAR INSTITUTIONS AS A
PERCENT OF INCOME, FOR FAMILIES IN THE FIRST FOUR GUINTILES, 2014
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Issues related to affordability take on even more significance when one considers the changing makeup
of college students in the United States. As the Center for Postsecondary and Economic Success notes,
“today’s typical college student is no longer an 18-year-old recent high-school graduate.”?* Between 2004
and 2014, part-time student enroliments grew by 17 percent and enrollments of students age 25 and over
increased by 16 percent.!* Students over the age of 25 now comprise 40 percent of undergraduate
students in postsecondary education. A majority of students work full- or part-time while enrolled, and
over a quarter are parents.!® These trends are expected to continue and are likely to increase. These
formerly “nontraditional” students face significant cost barriers and unique and significant challenges in
earning a postsecondary degree.

It is imperative for states to develop long-term strategies to address these concerns in order to meet the
needs of their citizenry and workforce. If states are to achieve their postsecondary education attainment
goals, they must take direct and immediate action to address the equity gaps between underserved
populations and upper-income white and Asian students (who are succeeding at higher rates). As Steve
Murdock, demographer and former director of the U.S. Census Bureau, has said, the economic prosperity
of the entire nation hinges on reducing these gaps, since reducing them is the single greatest way for us
to drive economic growth.’® One necessary step in closing these gaps is to make college affordable for
low-income individuals

2@ Net price is calculated by subtracting the average amount of federal, state/local government, and/or institutional
grant and scholarship aid from the total cost of attendance using IPEDS 2013-2014 Average Net Price by Income
Quintile and Total Price for In-State Students (weighted by living situation).



Implications of Institutional Resources

Not only must we ensure that college is affordable for all students, we must also ensure that our colleges
and universities have the resources to serve them properly. In her paper, State Support for Higher
Education: How Changing the Distribution of Funds Could Improve College Completion Rates, Bridget Terry
Long argues that increasing the resources committed to public institutions and addressing current funding
inequities between institutions could help the country make significant progress toward increasing the
number of adults with postsecondary credentials.'’

Long gives particular attention to the unequal distribution of resources between different types of
institutions and between institutions that serve students with varying levels of preparation. In her
analysis, Long found that while holding other factors constant, public research institutions received $2,504
per full-time equivalent student more than other public four-year schools and $5,227 more than public
two-year colleges. She further showed that institutions that enroll the students who are best prepared
academically to succeed, and therefore may require the fewest resources, are receiving a
disproportionate amount of state funding relative to institutions that enroll students who are less
prepared academically.'®

These differences in funding and institutional resources matter. Deming and Walters found that at
appropriations-dependent institutions (community colleges and non-selective public four-year
universities), an institution’s financial resources had a substantial impact on degree completion.’ At
community colleges, a 10 percent rise in spending increases associates degree completions by 10.6
percent and certificates by 23.2 percent (one year after the spending increase). For bachelor’s degrees, a
10 percent rise in spending increases completions by between 4 and 5 percent (2 to 3 years after the
spending increase). Further, Deming and Walters found that when the institutions in their study
experienced revenue increases, the institutions directed those resources primarily toward student and
academic support services. Increases in spending in such areas have been shown to directly and positively
impact student success.?’ The authors conclude that institutional spending increases are more effective
per-dollar than price cuts as a means of increasing postsecondary attainment.?!

The research is clear—if the goal is to improve rates of degree completion and increase educational
attainment, states and the federal government will need to get serious about increasing the resources at
institutions that serve the largest share of students at risk of dropping out.

The State Imperative: Aligning State Appropriations and Tuition Policies with Strategies for
Affordability

As | have tried to establish, it is critical that we address the affordability crisis with the urgency it deserves.
Itis also critical that we ensure that our appropriations-dependent institutions, where the majority of our
underserved populations are enrolled, have adequate institutional resources to foster student success.
To do this, the states and the federal government will need a coordinated and strategic effort.

States need a more educated workforce to meet workforce demands and grow their economies. States
also accrue benefits from an educated populace, including higher tax revenues, better civic engagement,
and an overall higher quality of life.?? Realizing this, 41 states have enacted state attainment goals to raise
the percentage of their population with postsecondary credentials.?®> The combination of decreasing
college affordability (driven in part by tuition rate increases), and the focus on increasing college
attainment has resulted in some states enacting new policies designed to expand access to public



institutions while removing financial barriers to college completion. Ideally, these policies have the
support of state government, higher education system offices, and postsecondary institutions. Concerted
alignment between these entities creates the greatest opportunity for a rational path forward. | will
highlight a few examples of states that have developed coordinated approaches addressing college costs
and helping students enroll and succeed in college.

Best Practice — Colorado

Colorado’s legislature utilizes the Colorado Department of Higher Education (CDHE) to assist the
legislature by estimating tuition changes based on an increase or decrease in the state general fund
appropriation. CDHE develops an estimate of the additional revenue that each postsecondary institution
will need to cover inflation and increases due to other cost drivers, (e.g., utilities, employee benefits).
Once a total additional-revenue figure is developed, CDHE models how much the tuition rate would need
to be increased if state funding is to be kept constant, and for each potential percentage point increase
or decrease in state appropriations. This allows legislators to explore the hypothetical, “If we cut the
appropriation to higher education by 2 percent, tuition will increase by this amount at each of our public
institutions.”?*

Best Practice — Tennessee

Tennessee was the first state to implement a statewide “Free Community and Technical College” program.
The first cohort of Tennessee Promise students enrolled in fall 2015. The program grew out of a local
promise program in Knox County. Now in its fourth year, Tennessee Promise functions as a last-dollar
scholarship for students enrolling in one of the 13 community colleges or 27 colleges of applied technology
in the state. Eligible students must apply and complete specific tasks (fill out the Free Application for
Federal Student Aid, meet with a volunteer mentor, and complete community service hours) during their
senior year of high school.

Early results indicate that Tennessee Promise is proving effective, and that non-financial aspects of the
program have contributed to its success. The mentorship component of Tennessee Promise is key to
helping low-income and traditionally underserved populations navigate postsecondary education.
Furthermore, the first years of the statewide program have clarified the importance of messaging. For
many of the students enrolled in Tennessee Promise, community college would be “free” without the
program (tuition and fee costs are covered by federal aid). Many students may not realize this, however,
and making it clear that Tennesseans can attend community and technical colleges with very little cost
has boosted access significantly across the state. According to the Tennessee Higher Education
Commission, enrollment at community colleges has increased by 25 percent in the first two years of the
program, while retention rates have not changed from prior years. Approximately 30 percent of the
additional students come from the lowest income quintiles.? Although many of these students may not
receive additional funds, the Tennessee Promise program is proving effective in increasing access and
success for low-income students.

Other states have implemented or proposed other promise programs similar to Tennessee. These
programs often include structuring financial aid policies to make community college tuition-free or debt-
free. Some of these proposals limit the benefits of “free” college to low-income students by enacting
eligibility restrictions that have not always allowed all students to access the programs or in ways that do
not reflect the student body of today, including requirements to remain in state after college or to pass
drug tests. Further, programs have often restricted eligibility to students starting college right out of high
school. Unfortunately, these restrictions may reduce the potential benefit and reach of the initiatives.
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Most of these “last dollar” programs are structured only to cover tuition with state or local resources after
other federal aid has been applied. Other models include some stipends for other costs of attendance. In
many cases, college affordability is addressed “at the margins,” meaning that very specific categories of
students who are likely to benefit from increased aid are targeted by these proposals and policies. Further
research is needed to see how these programs are meeting students’ total financial needs.

Best Practice — Washington State
The State of Washington provides a case study that demonstrates how state support and tuition rates are
inextricably linked, and the key role of state policy in protecting affordability for students.

In the depths of the Great Recession, Washington policymakers granted their public colleges and
universities additional flexibility in setting tuition rates. This meant that institutions could enact increases,
sometimes double-digit percentage increases, to meet revenue needs and offset state funding reductions.
However, in 2014, as the economy began to recover, Washington legislators reasserted their role in the
tuition-setting process. Tuition rates were decreased in exchange for a large increase in state
appropriations to institutions. Reductions in tuition rates are rare, and Washington’s was made possible
through a significant state reinvestment. Legislators in Washington clearly understood the relationship
between state funding and tuition, and considered institutional revenue needs.

As these changes in tuition-setting authority were being made in Washington, the impact on state
financial aid was on the minds of state policymakers. Washington has one of the best funded need-based
financial aid programs in the country.?® Washington’s Need Grant program is a flexible award that is
explicitly tied to tuition. A student’s maximum award is determined by both her family’s income (as a
percentage of the state’s median income) and the tuition rate charged at the public institution she
attends. Students who attend high-tuition universities in Washington receive higher awards than those
who attend less expensive institutions. Their impact on the state’s need-based grant program was a key
factor in deciding how to adjust the parameters for tuition setting. When tuition rates increased sharply,
the appropriation for need-based aid also increased in the state. Washington has a long history of
protecting need-based aid from changes in tuition levels brought about by changes in policy.?’

Best Practice — Ohio

In Ohio, an annual report is due to the legislature and governor to track progress on how efficiency gains
made at the state’s public universities benefit students.® The Ohio Board of Regents estimates that the
savings from efficiency gains across its public institutions in 2016 totaled $250 million. In the most recent
report, institutions outlined how their cost savings were redistributed to students, either in the form of
decreased tuition or increased financial aid. Institution-level information for cost savings is available in
the full report and this information is updated on an annual basis.

SHEEO Federal State Partnership for College Affordability

States alone may not be able to reach true college affordability. In 2014, Lumina Foundation organized an
effort to generate innovative ideas for approaches to student financial aid. As a component of this effort,
SHEEO proposed a federal/state student financial aid partnership. Under the proposed SHEEO model,
federal funds would match any additional funding the states provided to support low-income students,
with the goal of each state eventually meeting an affordability threshold of students devoting no more

bhttps://www.ohiohighered.org/sites/ohiohighered.org/files/uploads/affordability-efficiency/2016-efficiency-
advisory-committee-report FINAL 011317.pdf
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than 10 percent of their discretionary income toward student loan repayment. These matching funds
would incentivize states to prioritize the increased investment of any higher education resources.

There are additional examples of federal-state partnerships and proposed partnerships in other areas that
lead us to believe such a model could prove fruitful to higher education. President Trump recently
proposed an initiative to address our nation’s infrastructure needs that includes the framework of a
federal/state/local partnership where federal funds would incentivize matches from the other two
entities. Other areas of the Higher Education Act embrace the concept of institutions matching federal
funds to enhance the combined impact, including college access and campus-based aid programs. A
similar incentive within core higher education investments to encourage state investment in our
traditionally underserved populations would mitigate a portion of the price sensitivity that often prohibits
college access and completion.

While we believe federal involvement is needed to properly incent state action, we also realize that state
and institutional action can and should be taken now. The primary responsibility is with the states, and
each state needs to approach increasing student access and success in a manner that reflects state needs
as well as innovative approaches and interventions that are proven to increase efficiency. The recent rise
in performance funding models is indicative of a more widespread acknowledgment that student
outcomes are of significant importance—and many states are working to refine these models to achieve
the desired results. The investment of family, state, and federal resources must result in a meaningful
credential to prove worthwhile.

Policy Recommendations

Federal Policy

Given what we know about state best practices, and the long-term trends that risk further privatization
or federalization of higher education, | recommend that the HEA reauthorization fund and implement a
federal-state partnership that includes incentives for states to bring down college prices for students,
and in particular for lower-income students. The federal investment must be sufficiently large to
adequately leverage new state commitments, given that states may need to seek new revenue sources or
change existing budget allocations. The new federal investment should reflect an intentional and rational
balancing of shared roles between the federal government and the states.

State Policy
In regard to state higher education finance policy | recommend the following and further encourage that
any federal-state partnership should also recognize or promote the following components:

Link state financial support for higher education to long-term state goals: Cuts and inadequate support
for higher education may limit its ability to support states in accomplishing their broader goals. For
example, as indicated earlier, the financial resources of an institution directly impact the quality of
education and student completions. Both factors, in turn, impact a state’s economy and workforce. In this
regard, state appropriations to higher education should be viewed as investments.

Focus financial aid on the students who need it the most: As states consider revising their existing
financial aid programs or adopting new ones, the most efficient use of resources would be to focus their
scarce state dollars on those students for whom cost is a limiting factor. Financial aid can be the deciding
factor between whether they enroll and persist to graduation or not. The research on the impact and
importance of need-based financial aid is overwhelming.?®
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Ensure adequate resources at the institutions that serve underrepresented students: Intentional efforts
are needed to ensure that institutions have the necessary resources to support their students to
graduation. State policymakers should evaluate their institutions’ current resources and the allocation of
state dollars. If inequalities exist, states should take deliberate corrective action. Further, if a state has or
decides to adopt a performance funding program, policymakers should ensure that the formula rewards
institutions for enrolling and graduating underserved students.?

Evaluate tax and revenue structures to ensure an adequacy in capturing the appropriate level of state
resources: The changing economy has made capturing sales tax and other resources much more difficult.
States should evaluate their tax and revenue structures to ensure that they are receiving adequate
resources to appropriately fund state obligations, including higher education.

Incorporate tuition policy into broader affordability and attainment strategies: Consider tuition policy
within the broader context of affordability and attainment strategies so that tuition setting at the
institution level does not undermine comprehensive strategies. Encouraging or requiring longer-term
tuition setting that allows students and families to plan ahead may facilitate better planning and
enrollment decisions. Further, tuition policy that facilitates progress toward completion should be
considered.

Seek coordination of key institutional revenue sources: State policymakers, SHEEOS, and boards of
higher education institutions should coordinate institutional revenues—including state appropriations,
financial aid and tuition—toward meeting broader state college attainment goals. While the unique
demographic, economic, and political circumstances of each state will influence the level of coordination,
considering the primary revenue streams based on progress toward state attainment goals can help
stakeholders make tough decisions. There are many ways that appropriations, tuition, and financial aid
policies can be coordinated to ensure that changes in one or more revenue streams are linked with
meeting the state educational attainment goal. For example, allowing for an increase in tuition but
reserving a portion of the increase for need-based aid during a period of declining appropriations can
mitigate tuition increases for the most price-sensitive students.

Consider the impact of tuition policy on state financial aid programs: State policymakers and SHEEOs
should understand how tuition policy impacts state financial aid programs. In some states, state need-
based grants cover the full cost of tuition and fees. When tuition rates increase in these states, unless
there is a concomitant increase in the total amount of state aid, the number of students who receive
grants is reduced. In other words, the tuition increase lessens the impact of the state’s aid program. Care
should be taken to understand how tuition policy and aid programs interact and make sure state needs
are addressed along with institutional revenue needs.

Allow for longer-term, multiyear strategies around tuition rate setting: In many states, the limitations
on how much tuition can increase vary from year to year. One year, the legislature may limit tuition
increases to an inflationary adjustment; the next year they may freeze the allowable rate increase. In
this environment, there is little incentive for governing boards to raise tuition to an amount below the
allowed limit in a single year as there is no way to anticipate what the future will allow. A more rational
approach would provide allowable increases for three to five years and be based on state revenue
projections and policy direction from the state. This would allow for better planning by institutions, and
create a more transparent environment for the students and families who ultimately must pay the
tuition costs.
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