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FISCAL IMPACT REPORT

ORIGINAL DATE 1/30/18
SPONSOR  Larrafiaga LAST UPDATED HB 178

SHORT TITLE Lottery Scholarship Changes SB

ANALYST Dulany

ESTIMATED ADDITIONAL OPERATING BUDGET IMPACT (dollars in thousands)
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(Parenthesis ( ) Indicate Expenditure Decreases)

Conflicts with SB 140
Relates to appropriation in the General Appropriation Act, Section 5, Special Appropriations

SOURCES OF INFORMATION
LFC Files

Responses Received From

University of New Mexico (UNM)
Higher Education Department (HED)
New Mexico State University (NMSU)
San Juan College (SJC)

Council of University Presidents (CUP)

SUMMARY

Synopsis of Bill

House Bill 178 amends the Legislative Lottery Tuition Scholarship Act to set flat award amounts
depending on the sector of institution a student attends:

e $1,500 per semester for students attending research institutions
e $1,000 per semester for students attending comprehensive institutions
e $750 per semester for students attending community colleges.

The bill requires HED to reduce scholarship amounts proportionately across institutional sectors
if revenues are insufficient to cover the amounts listed above. If the balance in the lottery tuition
fund exceeds $5 million for two consecutive years, HB 178 requires the department to allocate
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the overage proportionately for supplemental scholarships. Finally, HB 178 removes the current
requirement for HED to maintain an average annual balance of $2 million in the lottery tuition
fund.

HB 178 was endorsed by the Legislative Finance Committee.
FISCAL IMPLICATIONS

Under current law, the Legislative Lottery Tuition Scholarship provides awards to cover a
percent of tuition based on average tuition rates charged in each sector of institution (i.e. research
university, comprehensive institution, or community college). In FY 18, the scholarship covers 60
percent of these average rates. HB 178 decouples the award amount from the tuition rates
charged at higher education institutions, instead providing awards fixed to the amounts listed
under the Summary section of this report.

Transfers to the lottery tuition fund to cover scholarships have experienced volatility in recent
years. In FY16, the New Mexico Lottery Authority transferred $46.3 million, in part due to a
run-up of large prize pool games such as Powerball. However, a year later revenues dropped 18.2
percent to $37.8 million.

New Mexico Lottery Revenues
(dollars in millions)
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HB 178 sets a reasonably safe floor for scholarship award amounts. Based on the most recently
available scholarship participation data, the cost to provide the flat amounts enumerated in HB
178 totals $37.2 million, $600 thousand below the 10-year low for lottery transfers. Assuming
the 10-year average of $41 million in lottery revenues and the minimum fund balance of $5
million, the scholarship would cover about 110.2 percent of the flat amounts contemplated in HB
178. Column C of Attachment 1 illustrates the percent covered under the base amounts, while
column F demonstrates the percent covered assuming of $41 million in revenues.

As noted by NMSU, the bill would provide a scholarship covering a higher percent of tuition for
community colleges students. Community colleges charge a fraction of the tuition rates charged
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at larger four-year institutions. Assuming the 10-year low of lottery revenues to cover
scholarships, nine out of the 17 community colleges would be able to provide full tuition
scholarships. If the 10-year average of $41 million were available, the legislative lottery
scholarship would cover an average of 95 percent of tuition across all of the community colleges.

Impacts to students at four-year institutions would be relatively minimal. The scholarship
currently covers 60 percent of tuition across all sectors. Under HB 178, assuming the 10-year
average of revenues and the minimum fund balance of $5 million, the scholarship would pay
57.6 percent of tuition for students at research institutions and 56.6 percent of tuition for students
at comprehensive institutions. The impact of covering higher scholarship percentages at
community colleges has minimal impact because less than 1/5" of lottery scholarship recipients
attend community colleges, and tuition rates at community colleges tend to be lower than four-
year institutions so the cost of covering a higher percentage is relatively low.

UNM suggests HB 178 may incentivize students to attend community colleges due to the higher
percent payout of scholarships at community colleges. As noted above, community colleges
charge significantly lower tuition rates. For example, tuition at New Mexico Junior College is
1/7" the tuition rate charged at the New Mexico Institute of Mining and Technology. SIC notes
the $750 assigned for community colleges in HB 178 would allow for low-income students to
receive full tuition funding and have an opportunity to complete a certificate or associate degree
and still have the benefit of transferring to a four-year institution.

HB 178 decouples scholarship award amounts from tuition rates. Over time, scholarship awards
for students attending institutions increasing tuition at higher rates than others will receive a
lower percent of tuition covered. This occurs because the bill anchors scholarship awards to
amounts set in statute, rather than a moving average of tuition rates at multiple institutions.
Attachment 2 demonstrates how tuition increases at different rates among New Mexico’s
colleges and universities.

CONFLICT

Some lottery funding would shift to community colleges under this bill, while a conflicting bill,
SB 140, maintains current proportions of revenue for each sector. Compared with SB 140,
assuming $41 million in lottery revenues, HB 178 would shift about $1.3 million, or 3.2 percent
of total lottery revenues, to community colleges. Because scholarships cannot pay awards above
the tuition rate, funding to several community colleges is capped and redistributed to other
institutions, so higher available revenues means a higher percent of tuition will be covered for
those attending four-year institutions and less of a shift in funding between institutional sectors.

OTHER SUBSTANTIVE ISSUES

HB 178 eliminates provisions for “legacy students,” who are able to qualify for the scholarship
with 12 credit hours per semester versus the 15 required for other qualified students. It is
estimated this would impact 5 students at NMSU. It is unclear how many students would be
impacted at other institutions. In order to qualify as a legacy student, the student would have had
to start college during the fall 2012 semester.
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