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Executive Summary 

Adjusting Formula Incentives Will Ensure 
Quality Higher Education Outcomes     

Since FY13, the staff at New Mexico’s Higher Education Department (HED) 
and Legislative Finance Committee (LFC) have used a performance funding 
formula to allocate a small portion of annual appropriations to each of the 
state’s 24 public, nonspecial and nontribal higher education institutions. The 
formula is meant to incentivize credential production (degrees and 
certificates), with special emphasis on science, technology, engineering, math 
and health (STEMH) credentials and credentials conferred to low-income 
students.  

Initial data shows that credential production in New Mexico has increased 
since formula introduction, but little analysis has been conducted to see what 
types of degrees were generated, or if they were degrees of value – those with 
which graduates were satisfied, and resulted in adequately paid employment. 
The objectives of this evaluation were threefold: 1) to assess the status of the 
higher education performance funding formula and the relationship between 
funding and performance outcomes, 2) to review the data behind recent 
formula runs, and trends driving changes in institutional performance, and 3) 
to determine if new metrics or other, nonformula methods would be necessary 
to maintain quality in performance outcomes.   

This evaluation finds that, without substantial changes in performance, a few 
schools will lose significant portions of their state revenues because the 
formula equalizes total funding to be proportional with performance. For some 
of those schools this equalization is not punitive but simply right-sizing state 
funding to smaller student bodies, and all but one college would still receive 
more state appropriations per student than their peers nationally. The analysis 
also found several two-year schools are overly reliant on state funding because 
of minimal levels of local tax support. These schools are disproportionally 
affected by shifts in formula funding and should consider ways to increase 
local support to offset fluctuations in formula funds. 

Additional findings of this evaluation include that, though credential 
production has increased since formula implementation, most of the growth 
has been in lower-level certificates and associate’s degrees in general studies 
– indicating the formula may need to be refined to better promote the eventual
acquisition of bachelor’s degrees and jobs. Other incentives in the formula
seem insufficiently effective, likely because incentive levels are set too low.
Neither degrees conferred to at-risk students nor STEMH credentials have
increased any more than average since formula implementation.

In conclusion, the higher education funding formula would benefit from new 
and revised metrics to incentivize colleges to meet broader higher education 
goals of the state. Because no formal structures currently exist to monitor or 
amend the formula, this evaluation also recommends the Legislature consider 
using models from other states to codify HED’s formula steering and technical 
committees. 

EXECUTIVE SUMMARY 
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Key Findings and Recommendations 

Some colleges demonstrate improvements in degree production but still lose 
money in the formula. Keeping the percent of performance funding low in 
years with little new funding prevents these improving colleges from losing 
funding. Over time, the formula will adjust appropriations to be proportional 
with each college’s performance. Due to uneven local tax support levels, some 
colleges are better prepared for reductions in state funding than others.  

For some colleges, right-sizing funding via formula equilibrium over time is 
appropriate; other colleges may simply require more funding to produce 
degrees in ways not rewarded in the formula. Equalizing state appropriations 
to be in proportion with performance would still leave most colleges with more 
state funding per student than their peers nationally. 

Evidence suggests that even the low level of performance funding used in New 
Mexico’s formula since FY13 has compelled institutions to focus on degree 
completion. However, most of the increase in degree completion has come 
from nonspecific, subbaccalaureate certificates and associate’s degrees. 
Counter to this increase, growth in jobs requiring an associate’s degree or 
certificate are not projected to be especially large compared with jobs requiring 
a graduate degree. This indicates that New Mexico may be under emphasizing 
bachelor’s and graduate degree production. 

The value of non-degree certificates, especially those not specific to a trade, is 
uncertain. Liberal arts and humanities have been the certificate and associate’s 
degree majors of most growth, but these general degrees do not appear to 
prepare students for later baccalaureate success. New formula measures of job 
placement, wages, and transfer student success could help ensure the value of 
certificate and associate’s programs. 

Though largely compliant with best design practices, certain formula 
components could be modified to incentivize quality and encourage colleges 
to meet broader higher education goals. At 13.5 percent of total performance 
funding each, the at-risk and STEMH incentive metrics may be too low to 
combat attainment gaps for low-income students or sufficiently incentivize the 
production of STEMH degrees. 

New formula measures of job placement, wages, and transfer student success 
could help ensure the value of certificate and associate’s programs. Also, 
benchmarked metrics of spending efficiency would encourage quality business 
management at colleges.  

Unlike other states, neither the Legislature nor HED officials have written New 
Mexico’s formula into rule or statute or defined a process for current formula 
maintenance. Though the formula does benefit from an annual review by a 
“technical committee,” just as with the formula itself, the technical committee, 
its leadership, and decision-making processes are not defined in statute or rule. 
While this arrangement has worked well over the last six years, now that the 
use of the formula is more accepted, legislators could consider codifying the 
review, modification, and use of the formula. Doing so would establish a 
process to review and implement changes recommended in this evaluation 

Tennessee provides a 
good statutory model for 
the use and modification 

of a higher education 
funding formula. 

Neither the proportion of 
degrees to at-risk students 

nor STEMH degrees have 
increased significantly 

since formula introduction. 

Growth in general studies 
certificates has exceeded 
600 percent over the last 

five years. 

Only 32 percent of transfer 
students earn a bachelor’s 

degree within six years. 

At least five colleges are 
overly reliant on state 

funding due to minimal 
levels of local financial 

support.  

KEY FINDINGS AND RECOMMENDATIONS 
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Key Recommendations
The Higher Education Department and Legislative Finance 
Committee should  

Keep the proportion of funding for performance low in years of little or no 
increases in appropriations to prevent colleges that are improving performance 
from losing year-over-year funding. 

For the FY20 and FY21 formula run, ratchet back the amount of performance 
funding dedicated to end-of-course student credit hours by 4.25 percent each 
year, giving that share to the total awards and at-risk awards measures until 
the proportions are 30 percent to total awards and 20 percent to at-risk 
awards. The remaining 16.5 percent of dedicated end-of-course funding 
should be, over time, transferred to efficiency-related and other 
recommended measures outlined in Table 6 on page 29. 

Between now and FY25, phase out the use of the STEMH, dual credit, 30 
credit hour momentum, and 60 credit hour momentum measures and transition 
instead to new metrics rewarding job placement, transfer students, and transfer 
student success as outlined in Table 6. on page 29. 

The Higher Education Department should 

Work with the New Mexico Department of Workforce Solutions to determine 
the best way to create database or share data to track job placement and wages 
for graduates of New Mexico colleges. 

The Legislature should 
Consider amending Section 21-14-9 NMSA 1978 to require communities with 
branch community colleges to support those colleges at a two mill levy 
property tax to help offset any loss of state funding due to the formula.   

Consider codifying the review, modification, and use of the formula in Section 
21-2-5.1 NMSA 1978 using Tennessee law § 49-7-202 as a model for formula 
review committees. 
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Background 

New Mexico’s Funding Formula Drives 
Degree Production  

 
Like 24 other states,i staff at the Higher Education Department (HED) and 
Legislative Finance Committee (LFC) use a shared performance funding 
formula to develop annual state appropriation recommendations for the state’s 
public colleges.1 The formula, based on data collected by HED and executed 
in Microsoft Excel, is used to identify colleges that are performing in meeting 
state higher education goals, and to assign recommended appropriations to 
those colleges based on that performance and the annual availability of state 
funding.  
 
Although the current version of the funding formula is not mandated or defined 
in statute nor rule, HED and LFC have been using it since FY13. Before that 
time, LFC and HED determined funding recommendations based on a more 
complicated formula that relied heavily on input-type metrics such as building 
square footage and credit hour load. This encouraged colleges to focus 
spending on new buildings and enrolling large freshmen classes without 
adequate attention to efficient institutional management or to shepherding 
students through to completion of a degree. 
 
In contrast, New Mexico’s current higher education performance funding 
formula functions by rewarding mostly output- and outcome-type metrics. It 
does this by taking a small portion of colleges’ previous year state 
appropriations (“the base”) and then reallocating that portion back to colleges 
based mainly on the number of degrees and credentials they produce, with 
special emphasis on STEMH awards and credentials conferred to low-income 
students (outcome metrics.) The formula also allocates any new money 
appropriated from the Legislature according to performance. As a result, 
colleges that produce increasing numbers of degrees generally receive more 
performance funding than was initially taken out of their base, at the expense 
of lower performing colleges that receive less. However, performance funding 
allocations are not solely tied to degree production. The formula also considers 
mission-specific metrics for certain classes of colleges: student progression 
(momentum) and dual credit course completion for comprehensive and two-
year colleges, and generation of research funding for the three, research-
focused universities.  
 
 
 
 

                                                      
 
1 For the purposes of this report, all 24 institutions of higher education included in 
the funding formula are referred to in general terms as colleges or schools. Special 
schools and the University of New Mexico’s Health Sciences Center are not included 
in the higher education performance funding formula.  

Colleges Included in the  
Funding Formula 

College Abbreviation 

University of New Mexico UNM  
New Mexico State 
University 

NMSU 

New Mexico Institute of 
Mining and Technology 

NM Tech 

Eastern New Mexico 
University 

ENMU 

Western New Mexico 
University  

WNMU 

New Mexico Highlands 
University 

NMHU 

Northern New Mexico 
College  

NNMC 

University of New Mexico-
Gallup 

UNM-G 

University of New Mexico-
Los Alamos 

UNM-LA 

University of New Mexico-
Taos 

UNM-T 

University of New Mexico-
Valencia 

UNM-V 

New Mexico State 
University-Alamogordo  

NMSU-A 

New Mexico State 
University-Carlsbad  

NMSU-C 

New Mexico State 
University-Doña Ana  

NMSU-DA 

New Mexico State 
University-Grants  

NMSU-G 

Eastern New Mexico 
University-Roswell 

ENMU-RO 

Eastern New Mexico 
University-Ruidoso 

ENMU-RU 

Central New Mexico 
Community College  

CNM 

Clovis Community 
College 

CCC 

Luna Community College  LCC 
Mesalands Community 
College  

MCC 

New Mexico Junior 
College  

NMJC 

Santa Fe Community 
College 

SFCC 

San Juan College  SJC 
 

BACKGROUND 
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Though the formula is used to incentivize and reward outcomes, most annual 
legislative appropriations to colleges are not dependent on performance. 
Instead, an amount equal to over 90 percent of the college’s prior-year 
appropriation is “protected” and flows back to the institution regardless of 
performance. In that way, much of a college’s annual state appropriation is 
still the result of past input-type calculations, and any past imbalances in 
funding between similar colleges before the funding formula are carried over 
year after year.2 
 

Also, the formula still includes 25 percent of performance funding based on a 
short-term output measure, end-of-course student credit hours (EOC SCH.) 
While EOC SCH was initially included in the formula as a soft landing for 
schools during the transition to the new funding formula, the phasing out of 
the EOC SCH metric has stalled. 
 
Evidence suggests that even this low level of performance funding has 
compelled many institutions to change their operations to focus on 
degree completion, but institutional performance is uneven. Since FY12, 
higher education institutions have increased total credentials awarded by 23 
percent, while enrollment has declined. How much of this increase is 
attributable to the current funding model is unclear, but the higher education 
funding formula has certainly motivated several institutions to implement 
changes that help more students graduate. For example, some institutions 
implemented simple administrative changes that help students take the most 
direct path to their degree without taking unnecessary credit hours. At the 
University of New Mexico, enhanced student advising resulted in a near 
doubling of its four-year graduation rate. Certain recent actions by the Higher 
Education Department (HED) have also facilitated increased degree 
production. These include remedial course reform, statewide common course 

                                                      
 
2 LFC analysis found that inequities in past funding from one college to another were 
not coorelated with racial/ethnic or socio-economic make-up of a college’s student 
body. See Appendix B for more infomation. 

Figure 1. FY19 Funding Formula Diagram 
 

 
 

Performance funding 
redistributed among schools 

based on contribution of: 
Performance Funding 

Portion
4% Base 

Redistribution
($22.6 m)

“THE BASE” 

FY18 I&G 
Appropriation

($564.6 m)

2% New 
Money

($11.3 m)

Protected Base Portion

96% Stays with Institutions
($542.0 m)

FY19 I&G 
Recommendation

($575.9 m)

Total Awards

STEMH Awards

At-Risk Awards

Credit Hours

Mission Specific

28%

13.5%

13.5%

25%

20%

The University of New 
Mexico nearly doubled 
their four-year 
graduation rate 
between 2014 and 
2018, from 16.7 
percent to 32.5 
percent.  
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numbering to facilitate credit transfers, the revision of general education 
requirements across degrees, and development of statewide meta-majors. 

Moreover, even though the intent of the funding formula - to increase the 
number of New Mexicans with degrees and credentials with a special focus on 
low-income students and those in STEMH fields – seems to be slowly bearing 
fruit, it does not mean that the formula is optimized. Credential growth has not 
been shared evenly among institutions and many state colleges are still plagued 
with graduation rates far below their peers nationally. Also concerning are the 
attainment gaps that still exist for low-income, transfer, adult, Native 
American, and Hispanic students. Further honing of formula incentives could 
work to combat some of these lingering disparities.   

Though largely compliant with best design practices, certain formula 
components could be modified to incentivize better outcomes. The 
National Center of Higher Education Management Systems (NCHEMS), a 
state higher education policy focused think-tank developed a seminal report in 
2016 with best practices for outcomes-based funding formulas for higher 
education.ii New Mexico’s formula meets many of NCHEMS’s design 
standards. It includes all public colleges, reflects and reinforces mission 
differentiation, includes metrics that reward student progress (momentum) as 
well as ultimate success (degrees), has a minimum number of metrics and is 
clear on what outcomes count, and, finally, has unambiguous metrics  difficult 
to game (using absolute numbers rather than rates.) 

However, New Mexico falls short on a number of NCHEMS’s formula design 
principals. First, NCHEMS states a funding formula should reward colleges 
that demonstrate improvement in their numbers of credentials. New Mexico’s 
formula is designed in such a way so that, in years with little “new” money 
available, some colleges may improve slightly in overall degree production 
(measured on a rolling, three-year average) but still lose funding.   

Source: FY19, FY17, and FY15 funding formulas 

-200
0

200
400
600
800

1,000

Chart 1. Change in Three-year Average Credentials Awarded 
(FY12-FY14 and FY15-FY17)
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Second, NCHEMS suggests outcomes-based funding formulas should include 
metrics that reward success in graduating “at-risk” students, be they low-
income, adult learners, or academically underprepared or part of a racial or 
ethnic group with persistently low degree-attainment levels. Including at-risk 
metrics should encourage colleges to increase the graduation rates of at-risk 
students, which will, in turn, help close achievement gaps. Further, at-risk 
metrics should discourage colleges from increasing selectivity – thus, lowering 
access - to students to increase graduation rates and their resulting rewards in 
performance funding. While New Mexico’s formula currently rewards 
credentials earned by at-risk students, the proportion of degrees earned by at-
risk students has not increased significantly since adoption of the formula.  
 
NCHEMS also asserts that a higher education funding formula should be 
developed based on clear goals. While HED set a statewide attainment goal of 
66 percent of the state’s adult population earning some higher education 
credential by 2030, HED has not explicitly connected that goal to the formula. 
Recommendations from a number of past LFC evaluations also point to the 
need for the formula to more directly incentivize broader statewide goals for 
higher education, including meeting state workforce needs, keeping college 
administrative costs low relative to instructional spending, transferring 
students from two-year colleges to four-year colleges successfully, and 
keeping college accessible for rural, minority, and low-income students. Other 
states include metrics in their higher education funding formulas that reward 
progress toward these goals. 
 
Finally, in their 2016 report, NCHEMS notes that academic quality issues are 
not addressed in New Mexico’s funding formula, but should be. Without 
metrics based on quality, institutions could lower student learning standards to 
produce more degrees and certificates. However, there are some checks on 
academic quality are already in place outside of the formula itself, including 
academic program accreditation and HED review of new degree programs. 
Academic quality, and suggestions for how to address it both within and 
outside of the formula are further covered in the final section of this report.  
 
Unlike other states, New Mexico has not formalized its formula in rule or 
statute and has no defined process for formula maintenance. In a March 
2016 review of outcomes-based funding formula nationally, HCM strategists 
noted the need for regular formula review. “In addition to supporting 
independent research to evaluate the qualitative and quantitative impacts of 
[outcomes-based funding] OBF, states should carefully monitor and evaluate 
their policies. When data and experience warrant, adjustments should be made 
to the model, phasing in larger changes over time. In several states, the 
stakeholders who initially developed the OBF models meet periodically to 
discuss progress and enhancements.”iii  
 
New Mexico’s formula benefits from an annual review by a “technical 
committee,” which includes staff from HED and LFC, and representatives 
from some four- and two-year colleges. This group verifies the awards, student 
credit hour, and other data on which the formula draws. Though major facets 
of the formula have remained the same, the formula has been tweaked in 
various ways each year since its FY13 inception, mostly because of 
agreements among parties in the technical committee.  
 
 

NCHEMS Formula Design 
Best Practices 

 
1. Based on clear goals, 
2. Includes all public 

institutions (statewide 
goals need contributions 
of all institutions),  

3. Reflects and reinforces 
mission differentiation, 

4. Includes metrics that 
reward success in serving 
underrepresented 
populations, with a focus 
on closing achievement 
gaps,  

5. Has metrics that reward 
progress as well as 
ultimate success,  

6. Has a minimum number of 
metrics and is clear on 
what outcomes count, 

7. Has unambiguous metrics 
that are difficult to game 
(absolute numbers rather 
than rates),  

8. Bases performance on 
year-over-year 
improvements, 

9. Includes metrics that 
address quality. 
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As with the formula itself, the technical committee, its leadership, and 
decision-making processes are not mandated nor defined in law or rule. While 
this arrangement has worked out relatively well over the last six years, now 
that the use of the formula is more accepted, legislators may want to consider 
codifying the review, modification, and use of the formula moving ahead. If 
nothing else, doing so would establish a transparent and fair process and 
timeline for colleges and stakeholders to review and implement changes 
recommended in this evaluation.  
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Findings and Recommendations 

The Formula’s Objective is to Match Funding 
with Performance Levels 
 
Over time, the formula will adjust total appropriations to be 
proportional with each college’s performance, and some colleges 
are better prepared for adjustments to state funding than others.  
 
After determining the portion of the base to be dedicated to performance, the 
formula allocates performance funds for each formula metric (e.g., total 
awards, STEMH awards) among the colleges based on their contribution to the 
state on that metric. For example, in FY19 the University of New Mexico 
produced 36.8 percent of all awards (degrees and credentials after weighting 
and scaling.) Therefore, the University received 36.8 percent of funding 
available for that metric - $3.5 million out of $9.5 million. After repeating for 
all metrics, the formula determines the proportion of total performance funding 
to each college. In cases where the proportion of performance funding is higher 
than the proportion of total base funding a college receives, the school gains 
funding in the formula. In cases where the performance proportion is lower, 
the formula recommends a smaller appropriation. See Appendix F for an 
illustration of the proportions of performance and total base funding each 
college received in the FY19 formula. 
 
HED refers to these latter institutions - those 
that produce less in performance than the 
proportion of base funding allotted to them - 
as “headwind” institutions. These colleges, 
the HED secretary suggested in a December 
2017 LFC budget hearing, were overfunded in 
the past and cannot now, under performance-
based funding, produce degrees in proportion 
to their funding allocations. A headwind 
institution will continue to lose funding in the 
formula until, over time, its base, determined 
by the previous year’s allocation, stabilizes to 
a level where it is closer to the proportion of 
credential production. “The goal is for 
funding to better correlate with performance, 
and reduce dependence on historical funding 
levels,” noted the secretary.   
 
Without a comprehensive cost study, it is difficult to determining if 
headwind institutions are overfunded is difficult. These institutions 
possibly require more funds to produce credentials due to diseconomies 
of scale or other factors. Of the 13 headwind institutions in the FY19 
formula run, six are already spending less per full-time equivalent student 
(FTE) than their peer institutions nationally. If these schools are not able to 
grow revenues from tuition increases or local support, cutting state support for 
these schools will likely harm their ability to deliver adequate educational 
experiences and increase performance.   

Chart 2. Headwind and Tailwind Institutions 
 

 
Source: HED 

FINDINGS AND RECOMMENDATIONS 
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Table 1. FY19 Formula Headwind Institutions 
(Colleges with an asterisk spent less per student 
FTE than Carnegie peers in both 2015 and 2016) 

College Proportion of 
FY18 Base 

Proportion of FY19 
Performance 

Difference 

New Mexico State University 19.4% 18.6% -0.8%
NMSU-Alamogordo 1.2% 0.5% -0.8%
Luna Community College 1.2% 0.5% -0.7%
Northern New Mexico College 1.7% 1.0% -0.7%
UNM-Gallup 1.5% 0.8% -0.6%
San Juan College 4.0% 3.4% -0.6%
ENMU-Roswell 1.9% 1.4% -0.5%
Clovis Community College* 1.6% 1.2% -0.4%
Mesalands Community College 0.7% 0.3% -0.4%
NMSU-Grants 0.6% 0.3% -0.2%
NMSU-Doña Ana* 3.8% 3.6% -0.1%
NMSU-Carlsbad 0.7% 0.6% -0.1%
ENMU-Ruidoso 0.3% 0.3% -0.1%

For a few colleges, right-sizing funding via formula equilibrium over time 
seems appropriate. For example, the LFC’s 2017 evaluation of cost drivers 
in higher education found that NMSU-Alamogordo was delivering 50 percent 
fewer credit hours in FY16 as it did in FY12. As a result, the campus had 
increased spending per student FTE by 116 percent between FY07 and FY16. 
In an equilibrium scenario, NMSU-Alamogordo is poised to lose 59 percent 
of their annual state appropriations (37 percent of total unrestricted revenues.) 
This is likely bringing their state appropriation to a more appropriate size, 
given the smaller number of students NMSU-Alamogordo now serves. Three 
other schools are in a similar situation – where declining enrollment and credit 
hours delivered have driven up expenditures per student, indicating that state 
funding at those colleges is too high for current enrollment.     

Keeping the percent of performance funding low in years with little 
new funding prevents improving headwind institutions from 
losing funding.  

In years with no, or very little new state money added to the total state 
appropriation, the funding formula may create a situation where some colleges 
improve performance yet still lose funding. For these headwind institutions, 
the increase in awards is still not enough to bring their performance proportion 

Source: Reports of Actuals, LFC files 

-51% -37% -35% -38% -46% -31% -12%

-46% -38% -33% -28% -37%
-25%

-8%

96%
84% 78%

52% 43%
20% 11%

NMSU-Alamogordo Mesalands Community
College

ENMU-Ruidoso NMSU-Grants Northern New Mexico
College

Luna Community
College

New Mexico State
University

Chart 3. Headwind Institutions with Declining Enrollment and High Expenditures per Student

Change in Total Student Credit Hours Delivered FY12 to FY17 FTE Enrollment Change Fall 2008-16
Changes in I&G Expenditures per Student FTE FY09 to FY17
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up to base proportion levels. This is likely because the increase was due to 
low-weighted awards like certificates or associate’s degree, historical 
imbalances in base funding allocation that result in some schools consistently 
under-contributing to performance, or both. This potential loss of funding runs 
counter to one of NCHEMS’s best practices in formula design –formulas 
should reward year-over-year performance gains. 
 
That said, these improving headwind institutions only lose funding formula 
money if the base is cut significantly for performance in times of little or no 
new appropriations. To illustrate: At the FY19, 4 percent base redistribution 
and 2 percent new money, only one improving headwind school, UNM-
Gallup, lost $48.5 thousand. However, if the FY19 formula were run at 2 
percent base redistribution and 2 percent new money, no improving headwind 
institutions would have lost funding. Further, eliminating base redistribution 
with new money means that all institutions gain (though not equally.)  
  

Table 2. Losses To Improving Headwind Institutions Disappear When the Performance Funding 
Portion of the Base Is Kept Low in Times of Little or No New Money 
       

College 
 
  

Did the 
college 

increase 3-
Year 

Average 
Awards?         

Did the college 
lose money if 

FY19 formula is 
run at 4% with 

2% new 
money? (FY19 

Actual) 

How 
much?  

 Would the 
college lose 

money if FY19 
formula was run 
at 0% with 2% 
new money?  

Change in 
funding 

from FY18 

New Mexico Technology Yes No    No $524,900  
New Mexico State University No No    No $2,097,500  
University of New Mexico Yes No    No $3,683,100  
Eastern New Mexico University Yes No    No $576,400  
New Mexico Highlands University Yes No    No $533,200  
Northern New Mexico College  No Yes    No $117,500  
Western New Mexico University  Yes No    No $388,400  
Eastern New Mexico University-Roswell No No    No $163,300  
Eastern New Mexico University-Ruidoso Yes No   No $32,800  
New Mexico State University-Alamogordo  No Yes    No $55,800  
New Mexico State University-Carlsbad  Yes No   No $65,000  
New Mexico State University-Doña Ana  No No    No $411,400  
New Mexico State University-Grants  No Yes    No $38,900  
University of New Mexico-Gallup* Yes Yes $48,500  No $95,900  
University of New Mexico-Los Alamos Yes No   No $29,000  
University of New Mexico-Taos Yes No    No $74,100  
University of New Mexico-Valencia No No    No $101,200  
Central New Mexico Community College  Yes No    No $1,358,900  
Clovis Community College No No    No $138,400  
Luna Community College  No Yes    No $54,000  
Mesalands Community College  No Yes    No $37,300  
New Mexico Junior College  Yes No    No $106,600  
San Juan College  Yes No   No $387,400  
Santa Fe Community College  Yes No    No $220,800  
 
Another option, the Legislature could, over the short-term, consider 
appropriating nonrecurring funding to offset losses by small, rural headwind 
schools to ease their transition to lower levels of state appropriations. A 
January 2018 LFC staff memo outlined that Laws 2003, Chapter 388 created 
a higher education performance fund in the state treasury (Section 21-1-27.3 
NMSA 1978) that historically has not received an appropriation. New 
appropriations to this fund, however, could provide nonformula adjustments 
to colleges. HED could administer the allocation of this funding based on 
criteria established by the Legislature – potentially limiting funding cuts to 
rural schools that provide access to otherwise very remote pockets of students.  
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Equalizing state appropriations to be in proportion with 
performance would still leave most colleges with more state 
funding per student than their peers nationally.  
 
Assuming little to no change in performance among colleges, bringing each 
college’s portion of base funding in line with its proportion of performance 
would result in the state appropriations of many colleges being cut 
significantly, mostly to the benefit the University of New Mexico and Central 
New Mexico Community College. This equilibrium scenario – bringing base 
funding allocations in line with performance - is best illustrated by running the 
formula with 100 percent of funding allocated to perfromance. 
 
 

 Table 3. Equilibrium Funding Scenario for State Appropriations 
 

Row College FY19 Formula  
(4% Performance and 

2% New Money) 

FY19 Equilibrium  
(100% Performance 
and 2% New Money) 

Absolute 
Difference 

Percent 
Difference 

A B C=B-A D=(B-A)/A 
1 New Mexico Tech $26,076,900 $26,771,800 $694,900 2.7% 
2 New Mexico State University $111,353,400 $106,972,000 -$4,381,400 -3.9% 
3 University of New Mexico $179,839,600 $187,838,000 $7,998,400 4.4% 
 Research University Total $317,269,900 $321,581,800 $4,311,900 1.4% 
      
4 Eastern New Mexico University $26,308,200 $29,396,000 $3,087,800 11.7% 
5 New Mexico Highlands University $26,603,800 $27,191,700 $587,900 2.2% 
6 Northern New Mexico College  $9,671,200 $5,993,100 -$3,678,100 -38.0% 
7 Western New Mexico University  $16,522,200 $19,807,800 $3,285,600 19.9% 
 Comprehensive University Total $79,105,400 $82,388,600 $3,283,200 4.2% 
      
8 Eastern New Mexico University-Roswell $11,036,200 $8,329,000 -$2,707,200 -24.5% 
9 Eastern New Mexico University-Ruidoso $1,956,900 $1,670,800 -$286,100 -14.6% 
10 New Mexico State University-Alamogordo  $6,922,000 $2,844,000 -$4,078,000 -58.9% 
11 New Mexico State University-Carlsbad  $3,900,700 $3,316,000 -$584,700 -15.0% 
12 New Mexico State University-Doña Ana  $21,765,900 $20,979,900 -$786,000 -3.6% 
13 New Mexico State University-Grants  $3,304,100 $1,985,800 -$1,318,300 -39.9% 
14 University of New Mexico-Gallup $8,358,600 $4,892,700 -$3,465,900 -41.5% 
15 University of New Mexico-Los Alamos $1,728,900 $1,477,600 -$251,300 -14.5% 
16 University of New Mexico-Taos $3,365,500 $3,779,600 $414,100 12.3% 
17 University of New Mexico-Valencia $5,233,500 $5,162,800 -$70,700 -1.4% 
18 Central New Mexico Community College  $54,779,900 $69,305,200 $14,525,300 26.5% 
19 Clovis Community College $9,145,400 $7,055,600 -$2,089,800 -22.9% 
20 Luna Community College  $6,623,700 $2,755,200 -$3,868,500 -58.4% 
21 Mesalands Community College  $3,821,400 $1,900,800 -$1,920,600 -50.3% 
22 New Mexico Junior College  $5,271,500 $5,438,000 $166,500 3.2% 
23 San Juan College  $22,815,500 $19,758,600 -$3,056,900 -13.4% 
24 Santa Fe Community College  $9,477,900 $11,260,900 $1,783,000 18.8% 
 Community College Total $179,507,600 $171,912,500 -$7,595,100 -4.2% 

 Source: HED 
 
While these cuts seem dramatic for several colleges, New Mexico already 
provides more funding per student than most other states ($1,706 more per 
FTE student than the national average in 2017). All but one college (UNM-
Gallup) would still receive more than average amounts of state appropriations 
per student FTE under an equilibrium scenario than peer colleges nationally. 
See Appendix D for details.  
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In the context of total unrestricted revenue (revenues including tuition and 
local mill levy funding), the impact of the equilibrium scenario cuts is 
lessened, but still significant (more than 15 percent) for five institutions. 
 
 

 Table 4. Equilibrium Funding Scenario for Total Revenues 
 

Row College Total Unrestricted 
Revenue  

(FY17 Actuals) 

Total Unrestricted Revenue if 
Formula Funded at 100% 

Performance and 2% New Money 

Absolute 
Difference 

Percent 
Difference 

E F=E+C G=F-E H=(F-E)/E 
1 New Mexico Tech $85,628,945 $86,323,845 $694,900 0.8% 
2 New Mexico State University $332,709,589 $328,328,189 -$4,381,400 -1.3% 
3 University of New Mexico $669,637,584 $677,635,984 $7,998,400 1.2% 
 Research University Total $1,087,976,118 $1,092,288,018 $4,311,900 0.4% 
      
4 Eastern New Mexico University $73,097,686 $76,185,486 $3,087,800 4.2% 
5 New Mexico Highlands University $54,196,630 $54,784,530 $587,900 1.1% 
6 Northern New Mexico College  $18,447,741 $14,769,641 -$3,678,100 -19.9% 
7 Western New Mexico University  $42,907,755 $46,193,355 $3,285,600 7.7% 
 Comprehensive University Total $188,649,812 $191,933,012 $3,283,200 1.7% 
      
8 Eastern New Mexico University-Roswell $18,243,602 $15,536,402 -$2,707,200 -14.8% 
9 Eastern New Mexico University-Ruidoso $4,013,310 $3,727,210 -$286,100 -7.1% 
10 New Mexico State University-Alamogordo  $10,948,238 $6,870,238 -$4,078,000 -37.2% 
11 New Mexico State University-Carlsbad  $14,122,245 $13,537,545 -$584,700 -4.1% 
12 New Mexico State University-Doña Ana  $41,004,207 $40,218,207 -$786,000 -1.9% 
13 New Mexico State University-Grants  $5,336,057 $4,017,757 -$1,318,300 -24.7% 
14 University of New Mexico-Gallup $16,777,948 $13,312,048 -$3,465,900 -20.7% 
15 University of New Mexico-Los Alamos $3,930,058 $3,678,758 -$251,300 -6.4% 
16 University of New Mexico-Taos $8,049,053 $8,463,153 $414,100 5.1% 
17 University of New Mexico-Valencia $11,149,260 $11,078,560 -$70,700 -0.6% 
18 Central New Mexico Community College  $182,608,618 $197,133,918 $14,525,300 8.0% 
19 Clovis Community College $15,608,584 $13,518,784 -$2,089,800 -13.4% 
20 Luna Community College  $12,255,385 $8,386,885 -$3,868,500 -31.6% 
21 Mesalands Community College  $7,310,467 $5,389,867 -$1,920,600 -26.3% 
22 New Mexico Junior College  $34,923,707 $35,090,207 $166,500 0.5% 
23 San Juan College  $61,600,694 $58,543,794 -$3,056,900 -5.0% 
24 Santa Fe Community College  $49,816,786 $51,599,786 $1,783,000 3.6% 
 Community College Total $497,698,219 $490,103,119 -$7,595,100 -1.5% 

 Source: HED 

 
Source: HED, IPEDS 
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The impact on New Mexico State University and its branch campus in 
Alamogordo illustrates the difference. Both colleges are slated to lose more 
than $4 million under a formula equilibrium scenario, but that $4 million 
represents only 1.3 percent of NMSU’s annual revenues while it represents 
almost 40 percent of Alamogordo’s revenues. In this way, the formula acts as 
a much larger incentive, carrot or stick, to some colleges than others.  
 
Unequal local support results in formula cuts affecting some community 
colleges more than others. Colleges like NMSU-Alamogordo with high 
percentage swings in their total revenues under formula equilibrium tend to 
rely most heavily on state support for revenue and may want to consider 
diversifying their revenue streams to combat downturns in state formula 
funding. Three branch headwind colleges in particular (NMSU-Grants, 
NMSU-Alamogordo, and ENMU-Roswell) are at their statutory minimum 
levels of local mill levy support (one mill) and could mitigate effects of 
formula losses by increasing operational mill support to be more in line with 
the other community colleges. Current statute (Section 21-14-9 and 21-13-24.1 
NMSA 1978) stipulates that for community colleges to receive more than 
minimal ($325 per student) state support, independent community colleges 
must levy at least a two-mill tax. Branch community colleges are only required 
to levy one mill. The Legislature could consider amending Section 21-14-9 
NMSA 1978 to require communities with branch community colleges to 
support those colleges at a two mill level to help offset swings due to formula 
equilibrium.   

 
Recommendations 
 
The Higher Education Department and Legislative Finance Committee should 
keep the proportion of funding for performance low in years of little or no 
increases in appropriations to prevent colleges that are improving performance 
from losing year-over-year funding. 
 
The Legislature should consider amending Section 21-14-9 NMSA 1978 to 
require communities with branch community colleges to support those 
colleges at a two mill levy property tax to help offset any loss of state funding 
due to the formula.   

 
Source: Reports of Actuals and LFC files  
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The Formula has Driven Production of Lower 
Level Degrees and Certificates but Does Not 
Provide Adequate Incentive for At-risk or 
Other Metrics 
Though production of degrees and credentials has increased 
since formula introduction in FY13, most of the increase has come 
from nonspecific subbaccalaureate certificates and associate’s 
degrees.  
Compared with public colleges in other states, New Mexico’s public colleges 
and universities vastly increased the number of subbaccalaureate certificates 
and associate’s degrees over the last five years. While growth in 
subbaccalaureate certificates and associate’s degrees was at 24 percent each 
nationally, certificates and associate’s degrees awarded in New Mexico grew 
48 and 46 percent, respectively. Conversely, New Mexico’s 18 percent growth 
in bachelor’s degrees was closer to the 15 percent growth rate nationally, and 
the state lagged in graduate degree production.  

New Mexico is likely underemphasizing production of bachelors and 
graduate degrees. While New Mexico tends to produce roughly equivalent 
numbers of bachelor’s and associate’s degrees annually, public colleges and 
universities nationally tend to produce double the amount of bachelor’s 
degrees as associate’s. Moreover, the number of associate’s degrees produced 
nationally has begun to level off in recent years, yet it remains one of the fastest 
areas of credential production growth in New Mexico.  

Note: Only New Mexico credentials included in the higher education funding formula run are included in 
this chart.  
Source: IPEDS, HED 
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Overemphasizing subbaccalaureate degrees and credentials is problematic 
because, according to the Brookings Institute: “Earnings premiums are 
progressively larger for those with more advanced postsecondary education, 
and these premiums have been rising.” However, the premiums for those with 
some college but no postsecondary degree and those with an associate’s degree 
have not grown since 1996.iv Without more of the population attaining a 
bachelor’s degree or higher, New Mexico will likely continue to fall behind 
other states in average wages. 

Chart 7. Certificates and Degrees Conferred by U.S. Colleges: AY2000-01 through AY2015–16 

Note: Only credentials included in the higher education funding formula run are included in this chart. Certificates of less than one year, CNM’s 2017 general 
education certificates, and medical doctor degrees from UNM’s Health Sciences Center are not included.  
Source: HED 

Associate's

Bachelor's

Subbacc Certificate

Doctoral/Professional

Master's

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

8,000

9,000

10,000

2012 2013 2014 2015 2016 2017

Chart 8. Changes in New Mexico Credential Production



Review of the Higher Education Funding Formula | Report # 18-08 | August 22, 2018 17 

Growth in certificates has been especially notable, which may be the 
result of colleges looking to gain performance funding. In January 2018, 
staff from the State Higher Education Executive Officers Association testified 
to the Texas Legislature: 

Across evaluations of [outcomes-based funding formulas] in 
individual states, the most consistent finding is a relatively large and 
statistically significant bump in certificates, and short-term certificates 
in particular, after the implementation of outcomes-based funding 
(OBF), with little to no impact of associate’s and bachelor’s degrees. 
In many states short-term certificates can be implemented through an 
expedited process or without state approval, they are relatively low 
cost, and can be implemented quickly. Therefore, they may offer the 
path of least resistance to earn more OBF points. A recent national 
study revealed similar findings with increases in short-term 
certificates following the implementation of OBF. 

The situation seems to hold true in New Mexico. Only counting certificates 
included in formula calculations, the annual number of nondegree certificates 
produced in New Mexico academic year (AY) 2017 was 48 percent greater 
than in AY2012, growing from 4,912 to 7,246. Five of the 19 two-year schools 
issued more certificates than associate’s degrees in AY2017.   

Chart 9. Annual Postsecondary Earnings Premiums, 1996 and 2016 
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Growth in jobs requiring an associate’s degree or certificate is not 
projected to be especially large compared with jobs requiring a graduate 
degree. The New Mexico Workforce Solutions Department projects 
employment in New Mexico jobs that require a subbaccalaureate, or non-
degree certificate in New Mexico to grow at a very slightly higher rate than 
those jobs requiring a bachelor’s degree through 2024 (8.1 percent compared 
with 7.9 percent.) However, the growth in jobs requiring graduate degrees 
dwarfs the growth in both.  

Liberal arts and humanities have been the certificate and 
associate’s degree majors of most growth, but these general 
degrees do not appear to prepare students for later baccalaureate 
success.  

Note: Only credentials included in the higher education funding formula are included in this chart 
Source: HED 
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While the rates of the largest growing bachelor’s majors in New Mexico 
tended to follow growth in those same majors nationally, New Mexico 
diverged in the large increase in many certificates and associate’s degree 
majors. Specifically, the state saw enormous (more than 600 percent) growth 
in liberal arts and sciences certificates, and associate’s degrees in social 
sciences and history. 

Table 5. Growth in New Mexico Majors by Credential 
(Credentials Included in Formula Only)  

Credential Major* 

Difference Between 
2012 and 2017 Growth Nationally 

Number Percent (2011-2016)  

Certificate 
Liberal Arts and Sciences 1,307 634% 124% 
Health Professions and Related Sciences 860 43% -3%
Education 115 49% 36%

Associate's 

Liberal Arts and Sciences 1,913 69% 27% 
Health Professions and Related Sciences 258 22% 6% 
Social Sciences and History 173 618% 54% 
Psychology 153 255% 180% 

Bachelor's 

Health Professions and Related Sciences 396 67% 54% 
Psychology 229 43% 23% 
Engineering 224 41% 44% 
Business Mgmt. and Administrative Services 147 13% 16% 
Protective Services 127 37% 35% 

* Based on two-digit Classification of Instructional Program (CIP) codes.
Source: IPEDS, HED 

A liberal arts and sciences or humanities degree may be an appropriate 
credential for a student at a two-year college who plans to transfer to a four-
year institution to complete a bachelor’s degree.3 A 2017 report from the 
National Student Clearinghouse and funded by the Lumina Foundation found 
that New Mexico was close to average in the proportion of students who earn 
a community college credential and subsequently transfer to a four-year 
college or university (the 34 percent “Transfer-With-Award” rate shown in 
Chart 12). However, in 2017, 50 percent of all associate’s degrees in New 
Mexico were granted to students majoring in liberal arts and sciences or the 
social sciences. This indicates at least some students are leaving community 
college with a credential but without skills specific to an occupation. 
Interestingly, Eastern New Mexico University, a four-year comprehensive 
university, granted 264 of the 4,695 liberal arts and sciences associate’s 
degrees in AY17, though students earning that degree do not need to “transfer” 
back to Eastern to earn their bachelor’s.  

Eastern aside, most transfer students save significant tuition dollars by 
completing their first two years at a lower-cost community college. However, 
those transfer students may not be equipped for success in a bachelor’s degree 
program. Transfer students in New Mexico have six-year bachelor’s 
graduation rates that are only slightly better than Pell grant students whom 
HED considers “at-risk” (a 32 percent graduation rate for transfer students 
versus 28 percent for Pell). Transfer students in New Mexico also perform 
worse than transfer students nationally in completing their bachelor’s degrees. 

3 LFC staff heard anecdotal evidence about a few employers looking for associate’s 
graduates with general skills – e.g., writing, math, and problem solving. However, a 
graduate of any associate’s degree program, not just a liberal arts and sciences or 
general studies program, should have some level of competence in these skills.   
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Most concerning, New Mexico transfer students underperform when 
compared with their first-time, full-time student peers at New Mexico four-
year colleges and universities, with a 32 percent six-year graduation rate for 
transfer students compared with 45 percent for the first-time, full-time 
students. To illustrate further: The New Mexico Council of University 
Presidents reported a combined 3,248 undergraduates enrolled as transfer 
students from New Mexico two-year schools in AY17. If the trend holds 
steady, 2,209 of those students will not make it to their bachelor’s degree in 
six years’ time.  

To increase the success of transfer students and generally increase the 
level of bachelor’s degree attainment, state leaders might want to 
consider incentivizing transfer student success in the funding formula. 
Most other states provide incentives in their higher education performance 
funding formulas for “at-risk” students – those in groups with notable 
attainment gaps. New Mexico’s formula considers low-income students as at-
risk, but considering the similarly low graduation rates of transfer students, 
state higher education leaders might want to consider further adding an at-risk-
type incentive for transfer student success. North Carolina provides one 
example for this type of incentive. Its formula for two-year schools includes 
funding based on the percentage of students who transfer to a four-year college 
and, after two consecutive semesters, earn a grade point average of 2.25 or 
better after completing an associate’s degree or least 30 cumulative hours of 
transfer credits. Arkansas also includes credentials for transfer students as an 
optional formula metric for its four-year universities. 

The value of non-degree credentials, especially those not specific to a 
trade, is uncertain. Georgetown’s Center on Education and the Workforce 
notes, “Certificate holders without postsecondary degrees earn an average of 
20 percent more than workers with no more than a high school diploma. But 
the benefits vary widely, especially based on field of study. Certificate holders 
in technical fields, such as computer and information services, earn as much 
as many degree holders, while those in fields such as cosmetology make much 
less.”  

Source: Shapiro, D., Dundar, A., Huie, F., Wakhungu, P.K., Yuan, X., Nathan, A. & Hwang, Y. (2017, 
September). Tracking Transfer: Measures of Effectiveness in Helping Community College Students to 
Complete Bachelor’s Degrees (Signature Report No. 13). Herndon, VA: National Student Clearinghouse 
Research Center. https://nscresearchcenter.org/signaturereport13/ 
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Likewise, a 2017 review of data from several states by the U.S. Department of 
Education’s Center for Analysis of Postsecondary Education and Employment 
found that completion of a vocational certificate resulted in a positive, but 
modest (about $2,500 annually) income boost for students, and that health-
related certificates yielded the largest potential income increases.v However, 
the center also found a likelihood that these certificate returns fade within a 
few years post-college. Importantly, from that same report: “There is strong 
evidence that [associate] degrees yield higher returns than certificates; the 
growth in completion of certificates is therefore unlikely to have the same 
economic effect as would promoting degree completion.” 

One point of information is helpful for a New Mexico context: The Department 
of Workforce Solutions only lists two occupations (heating, air conditioning, 
and refrigeration mechanics and installers, and emergency medical technicians 
and paramedics) that require a nondegree award, are in-demand in New 
Mexico, and provide a relatively high median wage.4  

The at-risk and STEMH incentive metrics may be too low to 
combat attainment gaps for low-income students or sufficiently 
incentivize the production of STEMH degrees. Broader measures 
of job placement could more precisely incentivize workforce 
development than the current STEMH metric.   

NCHEMS, State Higher Education Executive Officers (SHEEO), and others 
encourage the use of metrics that especially reward credentials earned by at-
risk students. These proponents contend that at-risk metrics will incentivize 
colleges to increase the graduation rates of at-risk students which will, in turn, 
help close achievement gaps. Further, at-risk metrics should discourage 

4 The department refers to these as STAR occupations and revises the list of STAR 
occupations once every two years. See 
https://www.dws.state.nm.us/Portals/0/DM/LMI/Star_Occupations_Poster_2016.pdf 

Source: HED 
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colleges from increasing their admissions selectivity, thus lowering access to 
at-risk students to bolster graduation outcomes. Most states, including New 
Mexico, consider low-income students to be at-risk as those students tend to 
be less academically prepared and have lower graduation rates than their 
higher-income peers.  

The at-risk incentive in New Mexico’s funding formula represents just 13.5 
percent of the formula, however. Only $4.6 million of the $33.9 allotted to 
performance in the FY19 formula was dedicated to rewarding credentials to 
financially at-risk students, and because only 4 percent of the base was 
dedicated to performance, that $4.6 million represents less than 1 percent of 
total funding.  

Perhaps because of the small size of the at-risk incentive, there is no 
indication that college access for low-income students has increased 
since New Mexico’s formula introduction. The percent of undergraduates 
receiving Pell grants has stayed within a few percentage points at most 
campuses since 2010. Perplexingly, the proportion of total awards granted to 
low-income students since 2013 has declined slowly but steadily. (See 
Appendix E for charts showing the change in proportion of at-risk degrees at 
each college.) 

It is impossible to know if, without the influence of the formula’s at-risk 
metric, New Mexico colleges would have become more selective and, as a 
result, the proportion of awards to at-risk students wouldn’t have dropped more 
dramatically. That scenario seems unlikely though. The percent of 
undergraduate students at New Mexico’s colleges receiving Pell grants in 2016 
is significant - ranging from 18 percent to 61 percent. As such, the amount of 
tuition that New Mexico colleges would forego by increasing selectivity is 
likely much more than the amount of formula funding they might gain by 
enrolling more highly prepared (and often higher income) students. Reducing 
the weight of the end-of-course student-credit hour metric to bolster the weight 
of the at-risk student metric would help to counter this imbalance. 

Similarly, the proportion of STEMH degrees conferred throughout the 
state only grown for bachelors and graduate degrees. Formula incentives 
for STEMH degrees are given weighting equal to that of degrees to at-risk 
students ($33.9 million in FY19, or 13.5 percent of all performance funding.) 
Unlike the proportion of degrees conferred to at-risk students since FY13, 
colleges have increased the portion of STEMH degrees, but only slightly and 
only at the bachelor’s and master’s levels.  

The original formula authors included STEMH incentives as a workforce-
related measure. However, as discussed later in this evaluation, it may be more 
appropriate now for HED to begin to track and incentivize job placements 
more directly, rather than incentivizing STEMH degrees as a proxy. Freeing 
up performance funding dedicated to STEMH would also allow more funding 
to be dedicated to at-risk and other incentives of importance.   

At 5 percent of performance funding or less, three mission-
specific measures likely contain too little money to provide 
adequate incentive.  

Three mission-specific measures, the 30-credit hour momentum point metric, 
the 60-credit hour momentum point metric and the dual credit metric each 

Source: IPEDS 
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provide less than 5 percent of performance funding (between $213 thousand 
and $1.7 million to be split among the 21 community colleges and 
comprehensive colleges, or approximately 0.5 percent of total state 
appropriations.) Because these measures are so small, they likely do not 
properly incentivize colleges and should be reconsidered in favor of other 
larger and more meaningful measures.  

Rewarding credit progress was a good transition metric during formula 
formation because it provided short-term incentives for colleges that were 
adjusting to a formula that mostly rewarded longer-term degree and certificate 
production. However, six years into using the formula, HED and LFC may 
want to consider moving away from rewarding these momentum points and 
instead incentivize outcomes that are more important to the state – degrees to 
at-risk students, efficiently run colleges, transfer student success, and job 
placement of graduates.  

Recommendations 
The Higher Education Department should develop clear guidelines and 
promulgate rules for which certificates are included in formula runs and not, 
and should consider only including certificates that directly relate to workforce 
needs.  

The Higher Education Department and Legislative Finance Committee should 
consider new metrics to reward transfer student success in the formula. See 
Table 6. on page 29.  

The Higher Education Department and Legislative Finance Committee should 
increase the level of performance dedicated to awards to at-risk students, and 
consider broadening at-risk to include Native American students. See Table 6. 
on page 29. 

Source: HED 
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New and Revised Metrics are Needed to 
Ensure Quality and Encourage Colleges to 
Meet Broader Higher Education Goals 

New Mexico’s performance funding formula for higher education 
measures the productivity of colleges and universities, but 
ensuring that degrees and certificates are of high quality remains 
a task separate from the formula itself.  

Though academic quality can be viewed through a number of different lenses, 
in this evaluation quality is defined as students obtaining a certificate or degree 
of value – one that graduates were satisfied with and resulted in adequately 
paid employment. While the formula does not contain any specific checks on 
quality, HED, the Legislature, and others regulate academic quality outside of 
the formula through accreditation, HED oversight of new degree programs and 
formula credential inclusion, and legislative oversight through the 
Accountability in Government Act. 

Accreditation is a common, national standard of educational quality, but 
even colleges with suboptimal student outcomes receive and retain 
accreditation. Achieving accreditation is perhaps the most ubiquitous 
indicator of quality in higher education. Importantly, students who attend an 
accredited college have access to federal student aid programs (e.g., Pell 
grants, Perkins and Stafford loans), while students at unaccredited institutions 
do not. All 24 of New Mexico’s formula-funded colleges and universities are 
accredited by the Higher Learning Commission, New Mexico’s third-party, 
regional accreditor.  

Yet, in 2015, a prominent think tank and several major media outlets began 
questioning the role of accrediting agencies that were consistently accrediting 
colleges with less than 25 percent (for four-year schools) or 15 percent (for 
two-year schools) graduation rates for first-time, full-time students.5 In 
response, the Council of Regional Accrediting Commissions, the umbrella 
group of all seven regional higher education accrediting organizations, 
conducted a two-year investigation. The investigation concluded that a single 
graduation data point is not sufficient to appropriately judge the quality of an 
institution and that colleges with consistently low graduations rates are often 
those that serve low-income, minority, and part-time students. The Center for 
American Progress, the think tank that initially raised the issue, was not 
impressed with the council’s findings, asserting, “With no definition of what 
performance means in terms of a college’s quality, even the lowest performers 
pass the bar.” 

5 In 2016, 10 of New Mexico’s 24 colleges fit these categories: University of New 
Mexico-Los Alamos, New Mexico State University-Alamogordo, University of New 
Mexico-Gallup, University of New Mexico-Valencia County, New Mexico State 
University-Dona Ana, New Mexico State University-Carlsbad, University of New 
Mexico-Taos, Western New Mexico University, New Mexico Highlands University, 
and Northern New Mexico College. 
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Low bar or not, some New Mexico colleges have struggled to meet 
accreditation standards. In July 2018, New Mexico Highlands University was 
finally granted full accreditation after being on probation for two years. Luna 
Community College started a two-year probationary period in 2018, meaning 
that the institution is not in compliance with accreditation standards of the 
Higher Learning Commission, including the college’s inability to demonstrate 
a commitment to educational improvement through ongoing attention to 
retention, persistence, and completion rates in its degree and certificate 
programs. In short, while accreditation is an important check to see if 
institutions are meeting the bare minimum of educational quality, it does not 
mean the college is performing adequately in meeting statewide goals.   

The Accountability in Government Act allows the Legislature to monitor 
the performance of the state’s colleges and universities, but most 
performance measures do not directly tie to formula incentives. Colleges 
in New Mexico report two staple Accountability in Government Act (AGA) 
performance measures – annual retention and completion rates. However, 
these measures have two main weaknesses. First, they only measure the 
completion and retention rates of first time, full-time students - a relatively 
small subset of students at many colleges. Second, they are not directly related 
to the performance metrics provided in the formula.  

It is quite difficult to understand how or whether schools are either improving 
on formula-measured performance without digging into the raw data provided 
for the formula. As such, building out a suite of new and refined AGA metrics 
should be helpful for the Legislature to better understand how changes in 
performance relate to formula funding recommendations. One welcome recent 
development: For FY18, colleges began reporting on a new AGA measure: the 
absolute numbers of degrees and certificates awarded (though not 
disaggregated by type of degree.) This reporting of an absolute number of 
awards is important because it is currently the only AGA performance measure 
that directly tied to metrics within the formula.  

In future years, Legislative Finance Committee and Department of Finance 
and Administrative staff should consider amending the AGA’s number of 
degrees and certificates measure also to report the number of each type of 
degree produced (e.g., bachelor’s, associates, certificates, etc.) Also, new 
measures related to formula metrics, such as an AGA measure delineating the 
number of degrees and certificates granted to at-risk students at each 
institution, would be illustrative.  

Beginning in 2018, HED promulgated rules to review and approve new 
associate’s and bachelor’s degree programs, but similar oversight is 
needed for certificates. HED already reviews and approves new graduate 
programs and as of 2018, is beginning to exercise its authority to review and 
approve new bachelor and associate programs as well. This review authority 
does not cover existing programs, however, and thus has limited ability to act 
as a check on academic quality for current programs. Further, HED does not 
have statutory authority to review or approve certificate programs but has 
exercised power in refusing to include certain certificates in the formula for 
HED and LFC funding recommendations in the past.  

HED staff does review the awards data submitted by colleges for formula 
inclusion to identify anomalies, such as spikes in certain credentials; HED has 
used this review to discount some certificates in the past. In 2017, LFC and 
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HED staff became aware that Central New Mexico Community College 
(CNM) had created a new general education certificate that resulted in a four-
fold increase in the number of one- to two-year certificates generated by the 
institution. Because of the ongoing work of reforming the statewide general 
education core curriculum, and with agreement from CNM’s administration, 
HED and LFC staff did not include these certificates in the FY19 funding 
formula.  

However, this discounting of CNM’s certificates was a one-off event. Also, 
though HED staff and other members of the formula’s technical committee 
may review the credentials included in the formula annually, no rule or statute 
that defines how or if this review should occur, nor are there any formal rules 
for which credentials are to be included in the formula. Legislators might want 
to consider codifying the review, modification, and use of the formula moving 
ahead. If nothing else, doing so would establish a process to review and 
implement changes recommended in this evaluation. It would also allow 
colleges input regarding the timeline of implementing recommended changes 
– leaving the schools adequate time to adjust to any new or modified formula
incentives.

Tennessee law §49-7-202 provides a good model by which New Mexico might 
want to consider codifying its funding formula. It outlines that Tennessee’s 
Commission on Higher Education should develop and use an outcomes-based 
funding formula, as well as establishes a review committee to meet annually 
to aid in the revision of the formula. Selected, relevant pieces of Tennessee’s 
law are in Appendix C. 

New formula measures of job placement and transfer student success 
could help ensure the value of certificate and associate’s programs. In 
May 2018, the New Mexico Independent Community Colleges (NMICC) sent 
a letter to HED regarding the possibility that the department might begin 
authorizing subbaccalaureate certificates, something the department only does 
for higher degrees. In its letter, the organization noted that HED and LFC 
recognize both degrees and some certificates in the funding formula and that 
it might be unfair that funding is distributed based on certificates, which do 
not require formal approval by HED. NMICC recommended that an 
authorization process for certificates by HED would be acceptable if 1) HED 
only authorized inclusion of certificates in the formula, not the ability of 
colleges to offer certificates, 2) HED used clear criteria to determine formula 
inclusion of certificates, and 3) HED considered all certificates, not just those 
of over-one-year or in STEMH, for formula inclusion.  

This outlines a structure similar to that used by some other states in their 
funding formula. Colorado, for example, only includes less-than-one-year 
certificated in its formula if they meet the federal “gainful employment” 
definition. In Tennessee, the Higher Education Commission counts all 
certificates of more than one year and technical certificates of less-than-one 
year. The commission does not count less-than-one-year academic certificates 
though (e.g., those in liberal arts and sciences.) The Tennessee Higher 
Education Commission determines which certificates are technical versus 
academic as part of its degree and certificate authorization process. 

Tennessee and New Mexico’s formulas differ in two important ways, however. 
First, Tennessee has a formula incentive for community college transfer 
students that assumes colleges award academic, less-than-one-year certificates 
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to students who intend to transfer to a higher college. As such, the state 
considers it best to incentivize the student’s transfer, rather than the certificate 
itself. New Mexico currently does not give credit for transfer students or the 
success of those transfer students.  

Second, Tennessee bases 5 percent to 15 percent of its performance funding 
for community colleges on successful job placements of graduates in a field 
related to their credential. As New Mexico has no similar quality check, nor 
hard evidence of the labor-market value of different kinds of certificates in 
state, HED should be cautious of opening the formula to further inclusion of 
certificates. The department may also want to consider how to incentivize the 
long-term outcomes of certificates – job placement and success of transfer 
students– rather than the certificates themselves.  

A 2016 Lumina Foundation report recommends, “States should consider 
including value-added metrics [in performance funding] of student labor-
market outcomes, as well as measures of student learning and engagement.” 
With further analysis of currently collected data, HED could track students that 
transfer from two-year to four-year in-state colleges and ascertain their 
eventual success rates in achieving a bachelor’s degree. Measuring and 
analyzing job placement rates is more complicated but still attainable. For 
example, Tennessee has a state longitudinal data system that combines data 
from the Tennessee Department of Education, Department of Labor and 
Workforce Development, and Higher Education Commission. That 
longitudinal data system allows Tennessee’s Higher Education Commission to 
complete an annual, statewide job placement analysis that is uniform across 
all community colleges and provides meaningful information.  

For the New Mexico Higher Education Department to integrate job placement 
numbers as a new formula metric, the department would likely need additional 
staff and resources to develop a similar shared data system with the 
Department of Workforce Solutions.   

Though overall degree production is up, attainment gaps for many 
student groups remain unaddressed in the formula. Low-income students 
are not the only population of students with attainment gaps. Adult students, 
Native American students, low-income students, and students needing 
remedial coursework all have six-year graduation rates that are lower than their 

Chart 16. Attainment Gaps by Student Race and Ethnicity, 2016 

Source: Lumina Foundation’s A Stronger Nation Report, 2018 
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high-income, white, and first-time full-time peers. A 2017 study indicated that 
at-risk metrics might be most effective if they were paired – including both 
low income and minority students as at-risk.vi As such, New Mexico may want 
to consider not only increasing the proportion of performance funding 
dedicated to rewarding credentials conferred to financially at-risk students, but 
also to Native American students, to decrease attainment gaps.  

Benchmarked metrics of spending efficiency would encourage quality 
business management at colleges. The New Mexico higher education 
funding formula does not specifically reward or consider efficiencies in 
financial management when allocating annual state appropriation. However, 
growing expenditures per student over the last 10 years at many colleges have 
led LFC to recommend that the committee work with the Higher Education 
Department to update the funding formula to include metrics that reward 
efficiency in financial management.  

Maine, Mississippi, and Utah each specifically reward lower expenditures per 
degree in their formulas. A more nuanced measure may be needed for New 
Mexico though. As was found in the 2017 LFC evaluation of cost drivers in 
higher education, several colleges have relatively low overall expenditures per 
student already but tend to spend too many resources on executive 
management or athletics and not enough on instruction. A more appropriate 
measure could look like Michigan’s, which rewards institutions that keep 
institutional support expenditures as a percent of all expenditures lower than 
their benchmarked peers nationally.  

Recommendations 
The Legislature should consider codifying the review, modification, and use 
of the formula in Section 21-2-5.1 NMSA 1978 using Tennessee law § 49-7-
202 as a model for formula review committees. 

The Higher Education Department should work with the New Mexico 
Department of Workforce Solutions to determine the best way to create 
database or share data to track job placement and wages for graduates of New 
Mexico colleges. 

The Higher Education Department and Legislative Finance Committee should, 
for the FY20 and FY21 formula run, ratchet back the amount of performance 
funding dedicated to end-of-course student credit hours by 4.25 percent each 
year, giving that share to the total awards and at-risk awards measures until 
the proportions are 30 percent to total awards and 20 percent to at-risk 
awards. The remaining 16.5 percent of dedicated end-of-course funding 
should be, over time, transferred to efficiency-related and other 
recommended measures outlined in Table 6 on page 29. 

The Higher Education Department and Legislative Finance Committee should 
also, between now and FY25, phase out the use of the STEMH, dual credit, 30 
credit hour momentum, and 60 credit hour momentum measures and transition 
instead to new metrics rewarding job placement, transfer students, and transfer 
student success as outlined in Table 6. on page 29. 
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Table 6. Recommended Changes to Formula Measures to be Phased 
in Over Time, but Before the FY25 Formula Run 

   
Current 

Performance 
Levels Current and Recommended Measures 

Recommended  
Performance 

Levels 
Measures for all Colleges 

28% Total Awards 30% 
0% Efficiency Benchmarks 14% 
13.5% At-Risk Awards*  20% 
13.5% STEMH Awards 0% 
25% End-of-Course Student-Credit-Hours 0% 

Mission Specific Measures 
3.3% Dual Credit (cc and comprehensives only)  0% 
11.1% Research Funding (research only)  10% 
5% 30 Credit-Hour Momentum (two-year only)  0% 

0.6% 
60 Credit-Hour Momentum (cc and comprehensives 
only) 0% 

0% 

Job Placement of Graduates plus Students 
Transferring to Four-year Colleges with at least 15 
Credit Hours (two-year only)** 13% 

0% 
Bachelor's Degrees Awarded to Transfer Students 
from NM Two-year Colleges (four-year only) 13% 

   
* Formula committees may want to consider splitting the at-risk metric into two: 15 percent for awards to 
low income students and 5 percent for awards to Native American Students.  
** This metric would require some sort of longitudinal database to be shared between HED and New 
Mexico Workforce Solutions and/or Taxation and Revenue Department.  
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Appendices 

Appendix A: Evaluation Scope and Methodology 
 
Evaluation Objectives. 

• Assess the status of the higher education performance funding formula and the relationship between funding 
and performance. 

• Review data behind recent formula runs, and trends driving changes in institutional performance. 
• Determine if new potential metrics or other, nonformula methods are needed to maintain quality in 

performance.   
 

Scope and Methodology. 
• Analyzed trends in funding, and credential production at each New Mexico college since formula 

implementation.  
• Interviewed out-of-state experts regarding lessons learned in the past five years of performance funding in 

higher education.   
• Compared credential production trends in New Mexico to national trends.  
• Examined the relation between credential production and workforce needs. 
• Analyzed methods and metrics other states use to measure performance of public colleges.   

 
Evaluation Team. 
Micaela Fischer, Lead Program Evaluator 
 
Authority for Evaluation.   
LFC is authorized under the provisions of Section 2-5-3 NMSA 1978 to examine laws governing the finances and 
operations of departments, agencies, and institutions of New Mexico and all of its political subdivisions; the effects 
of laws on the proper functioning of these governmental units; and the policies and costs.  LFC is also authorized 
to make recommendations for change to the Legislature.  In furtherance of its statutory responsibility, LFC may 
conduct inquiries into specific transactions affecting the operating policies and cost of governmental units and their 
compliance with state laws. 
 
Exit Conferences.   
The contents of this report were discussed with the Secretary of the Higher Education Department and her staff on 
August 15, 2018. 
 
Report Distribution.   
This report is intended for the information of the Office of the Governor, the Higher Education Department, New 
Mexico colleges and universities, and the Legislative Finance Committee. This restriction is not intended to limit 
distribution of this report, which is a matter of public record. 
 
 
 

 
Charles Sallee 
Deputy Director for Program Evaluation 

APPENDICES 
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Appendix B: Historic Funding per Student Full-Time Equivalent 
(FTE) 
 
Any inequities in past funding from one college to another do not appear to be related to the racial/ethnic 
or socio-economic make-up of each college’s student body. Over 90 percent of state Instruction & General 
(I&G) appropriations annually end up as “protected base” funding, derived directly from previous years’ 
appropriation. As such, LFC staff were concerned that any past inequities in funding based on racial/ethnic or socio-
economic make-up of the student body would be carried forward year after year, even under the state’s newer 
performance funding formula. However, neither the percentage of Pell Grant recipients, nor the percentage of non-
white students at a college had a statistically significant relationship to the amount of I&G appropriations a college 
historically received when compared to recent years.  

 

 

 

 

 

 

 

 

 

 

 
While not significantly related, I&G appropriations are weakly correlated with the percent Pell eligible students at 
a college. There is a positive but very weak correlation between average I&G appropriations per FTE and the 
percentage of non-white FTE students. In short, this means that while the trends are not significant, high Pell 
colleges tend to have lower I&G appropriations per FTE and there is almost no relationship between a college’s 
proportion of non-white students and their I&G appropriations per FTE.  

       
Source: HED, LFC files 
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Appendix C: Excerpt of Tenn. Code Ann. § 49-7-202 
(f) 
(1)  The commission shall develop and utilize an outcomes-based funding formula model to ensure the fair and equitable 
distribution and use of public funds among state institutions of higher education. 
(2)  This funding formula model shall further the goals of the statewide master plan by emphasizing outcomes across a range 
of variables that shall be weighted to reinforce each institution's mission and provide incentives for productivity improvements 
consistent with the state's higher education master plan, including: 
(A)  End-of-term enrollment for each term, student retention, and timely progress toward degree completion and degree 
production; and 
(B)  Student transfer activity, research, and student success, as well as compliance with the transfer and articulation policies 
required in this section. 
(3)  The funding formula model shall consider the impact of tuition, maintenance fees, and other charges assessed by each 
institution in determining the fair and equitable distribution of public funds. The commission shall also consider capital outlay 
programs and operating expenses, which shall be utilized to determine the higher education appropriations recommendation. 
 
(g) 
(1)  The commission shall establish a review committee to aid in development or revision of the higher education master plan 
and funding formula. The committee shall include the executive director of the Tennessee higher education commission, the 
chancellor of the board of regents, the president of the University of Tennessee system, each president of a board of regents 
state university, the commissioner of finance and administration, the comptroller of the treasury, the chairs of the standing 
committees on education and finance, ways and means of the senate, the chairs of the standing committees on education 
administration and planning and finance, ways and means of the house of representatives, and the directors of the office of 
legislative budget analysis, or their designees. 
(2)  The committee shall review the funding formula components, as well as identify needed revisions, additions, or deletions 
to the formula. The committee shall also ensure that the funding formula is linked to the goals and objectives of the master 
plan. 
(3)  The review committee shall meet at least annually. 
 
(h)  The commission shall submit the revised higher education funding formula to the office of legislative budget analysis and 
the comptroller of the treasury no later than December 1 of each year. The commission shall also report any projected tuition 
increases for the next academic year to the office of legislative budget analysis and the comptroller of the treasury no later than 
December 1 of each year. The office of legislative budget analysis and the comptroller of the treasury shall each provide 
comments on the higher education funding formula to the chairs of the education and finance, ways and means committees of 
the senate and the chairs of the education administration and planning and finance, ways and means committees of the house 
of representatives. 
 
(i)  Before any amendment or revision to the outcomes-based funding formula model shall become effective, the amendment 
or revision shall be presented to the education and finance, ways and means committees of the senate and the education 
administration and planning and finance, ways and means committees of the house of representatives for review and 
recommendation. 
 
(j)  In the implementation of its duties, the commission, in cooperation with the commissioner of finance and administration 
and the comptroller of the treasury, shall establish uniform standards of accounting, records, and statistical reporting systems 
in accordance with accepted national standards, which standards shall be adhered to by the various institutions in preparing for 
submission to the commission statistical data and requests for appropriations. 
 
(k)  The commission shall develop funding recommendations that reflect the outcomes-based funding formula model as well 
as the priorities of the approved master plan. 
 
(l)  The commission shall have no authority for recommending individual colleges of applied technology's operating budgets 
nor in approving or disapproving the transfer of any funds between colleges of applied technology deemed necessary by the 
board of regents to carry out the provisions of chapter 181 of the Public Acts of 1983. For fiscal years ending on and after June 
30, 2013, the commission shall have no authority for recommending individual community colleges' operating budgets or in 
approving or disapproving the transfer of any funds between community colleges as may be determined necessary by the board 
of regents. 
 
(m)  The commission shall develop a comprehensive strategic financial plan for higher education focusing on state 
appropriations, student tuition and other charges, financial aid, and capital and infrastructure issues, as well as other factors, as 
appropriate. The plan shall also address higher education efficiency, affordability, performance, return on investment, and other 
relevant factors. 
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Appendix D: Equilibrium Funding Compared to Average State 
Funding per Student FTE at Carnegie Peer institutions 
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Appendix E: Portion of Awards to At-risk Students by College 

Portion of Awards to At-Risk Students by Institution 

Source: HED     
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Appendix F: FY19 Formula Summary 
(2 percent new money and 4 percent performance funding)  
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