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INTRODUCTION

For decades, Tennessee’s bold leadership in higher education and workforce training has expanded access to
postsecondary opportunities for students. Landmark policies like the Complete College Tennessee Act (CCTA) and the
Tennessee Promise Scholarship — along with historic investments in workforce-aligned education opportunities — have
advanced postsecondary access and completion.! Yet today, a critical gap remains between the credentials students
earn and the workforce opportunities available to them in the job market. On average, postsecondary credentials
provide significant earnings and employment benefits, but not all pathways deliver the same economic return, which
leaves too many students uncertain about whether their credential will lead to economic opportunity.?

Tennessee’s outcomes-based funding formula is a powerful lever the state can use to shape our economic future.
Created in 2010 as part of the Complete College Tennessee Act, the formula was designed to reward public community
colleges and universities for graduating students, not just enrolling them. But today, the formula falls short of what
Tennessee greatly needs: ensuring more students complete programs that actually lead to high-demand, high-wage jobs
and economic independence. If we want to grow our talent pipeline, strengthen our workforce, and expand opportunity
for every Tennessean, we must update the formula to better align higher education funding with the state’s economic

priorities.

With the Tennessee Higher Education Commission’s (THEC) five-year comprehensive review of the formula beginning in
2025, the state has an opportunity to update the formula to more precisely identify programs that lead students to jobs
that enable economic independence. Now is the time to ensure the formula is driving students to careers that sustain

families and strengthen Tennessee’s economy.

In 2024, SCORE worked with more than 20 state leaders from higher education, K-12 education, industry, and economic
and workforce development to develop an impact credentials framework that aligns on a common definition of which

credentials lead students to high-wage jobs in fields with high job growth. The impact credentials framework assesses
the workforce impact of credentials using three measures: earnings, job outlook, and credential stackability. When
applied to Tennessee’s expansive education-to-work priorities, the framework can be a tool to align education and
economic opportunity. Tennessee faces a pivotal moment to utilize the impact credentials framework to enhance the

formula’s alignment to workforce opportunity.
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https://tnscore.org/assets/documents/Connecting-Education-andOpportunity_A-Framework-for-Credential-Impact-in-TN-030725.pdf

Impact Credentials Framework
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OVERVIEW OF OUTCOMES-BASED FUNDING FORMULA

Outcomes-based funding stands apart from other funding approaches by rewarding institutions for student success

and incentivizing alignment with specific state priorities.> Nearly 50 years ago, Tennessee broke ground as the first state
in the nation to fund its public institutions based on student outcomes.* Today, Tennessee continues to be a leader in
higher education funding by being one of only four states to invest more than 80% of institutional operating funding, over
$1.4 billion, through its formula across community colleges and universities.® Tennessee’s formula works by rewarding
institutions for annual improvement across a range of outcomes relative to their peers. SCORE’s 2024 memo, Funding
Student Opportunity Through Tennessee’s Outcomes-Based Formula, explains more about how the formula is calculated.

Tennessee's Outcomes-Based Funding Formula at a Glance

1. Aninstitution generates points for each 2. Focus population premiums are applied to the credit
outcome in its sector. accumulation and undergraduate credential attainment
outcomes.
COMMUNITY COLLEGES UNIVERSITIES FOCUS POPULATIONS
e Students accumulating 12 hrs e Students accumulating 30 hrs e Low-income
e Students accumulating 24 hrs e Students accumulating 60 hrs e Adult
¢ Students accumulating 36 hrs e Students accumulating 90 hrs e Academically
e Associate degrees » Associate and bachelor’s degrees underprepared
e Long-term certificates » Master’s/ed specialist degrees (community
e Short-term certificates e Doctoral/law degrees colleges only)
e Dual enrollment » Six-year graduation rate e High-need field
e Transfers out with 12 hrs e Degrees per 100 FTE (credential
e Awards per 100 full-time enrollment (FTE) » Research, service, and sponsored attainment only)
¢ Job placements programs

o Workforce training (contact hours)

3. Points are scaled, weighted based on institutional mission, and averaged across three years. The institution’s
relative growth in points compared to other institutions determines its share of state funding.

Data Source: 2025-26 Outcomes Based Funding Formula, Tennessee Higher Education Commission
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https://tnscore.org/resources/funding-student-opportunity-through-tennessees-outcomes-based-formula
https://tnscore.org/resources/funding-student-opportunity-through-tennessees-outcomes-based-formula

THE PROMISE OF ALIGNING FUNDING TO WORKFORCE
OPPORTUNITY

The outcomes-based funding formula is a powerful tool to communicate state priorities to institutions and reward
credential progression and completion. However, the formula currently lacks a clear focus on credentials that unlock
opportunities for students to enter high-demand, high-wage jobs. Only three of 24 formula components currently relate
to career and workforce outcomes, and none connect directly to graduate earnings and long-term job prospects. In order
to direct institutional focus on student access and success in impact credential programs, the formula must be aligned to
the state’s priorities.

One of the three components in the formula intended to drive workforce alignment is the high-need premium, also
known as the workforce investment premium. The high-need premium is one of the formula’s central workforce
components and was created to support institutions in preparing graduates who can meet the state’s evolving economic
needs. First implemented in the 2023-24 formula, the premium is the formula’s first component to recognize the career
and workforce value of credentials.

When students earn a credential considered high-need, institutions are awarded more points in the formula, which can
translate into additional state funding. Research suggests that formula components like the high-need premium can lead
to increases in the attainment of incentivized credentials.® The high-need premium is one of four premiums that reward
institutions more for credentials earned by students in specific focus populations, such as adult or low-income students.
These premiums stack onto each other if students are in multiple focus populations.

The high-need premium is a strong first step in aligning education and workforce opportunity for students, but the
current definition does not go far enough in identifying the existing programs that equip students for high-wage,
growing jobs. Currently, the premium captures students who earn credentials that fall into nine broad fields of study,
which include mostly STEM and health care programs. The premium includes certificates and associate degrees

at community colleges and associate and bachelor’s degrees at universities. Of the approximately 38,000 eligible
credentials conferred at public Tennessee universities and community colleges in 2023, nearly a third (31%) were
recognized under the high-need premium.

As a result of its broad definition, the high-need premium includes credentials that are disconnected from workforce
opportunity. Nearly one-third of credentials and more than half of programs currently identified as high-need cannot
be linked to growing, high-wage job opportunities. Due to a lack of available wage and job outlook data, most high-need

programs have an unknown workforce impact despite being rewarded in the formula.

Most High-Need Programs Do Not Lead to High-Wage, Growing Job Opportunities

High-  High-Need
All Other High-Need and Need andImpact Impact
Undergraduate Programs Unknown Impact Only Credential Credential Only

47
17.7%

HIGH-NEED PREMIUM

Data Note: The number of high-need and impact credential programs in academic year 2022-23 at the four-digit level on Classification of Instructional
Programs (CIP) at public universities and community colleges in Tennessee. Due to suppressed wage and job outlook data, not all high-need programs were
included in the impact credential analysis. Undergraduate programs refer to all certificates, associate degrees, and bachelor’s degree programs eligible for
recognition under the high-need premium.

Data Source: Integrated Postsecondary Education Data System (IPEDS), 2023; Credential Impact Framework Analysis
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In addition to including credentials with unclear wage and job outlook, the high-need premium does not effectively

signal the value of credentials that have the greatest economic impact on students. In fact, most of the credentials
students earn that demonstrate strong wage and job outlook are not recognized by the high-need premium. The high-
need premium only captures 45% of impact credentials awarded and 49% of impact credential programs, resulting in over
10,000 credentials earned in 48 programs linked to growing and high-wage occupations going unrecognized.

Today, Tennessee has access to a more precise definition to identify credentials that lead to economic independence.
Incorporating a rigorous impact credential definition into the formula would do more to drive the attainment of
credentials aligned to high-wage, high-growth job opportunities.

The High-Need Premium Captures Less Than Half of All Impact Credentials

Impact Credentials Conferred Impact Credential Programs

Included in
High-Need Premium

Not Included in
High-Need Premium

0, 0,
46.18% @ 13.44% 41.05% * | One-star Impact Credential

* x Two-star Impact Credential

% Three-star Impact Credential

0.01% 1.05%
he he

Data Note: The share of impact credential programs and awards conferred in academic year 2022-23 at public universities and community colleges in
Tennessee included in the high-need premium. Impact credentials are the certificates and associate degrees offered at community colleges and the
associate and bachelor’s degrees offered at four-year institutions. Programs are defined at the four-digit level on Classification of Instructional Programs
(CIP) and identical programs offered across multiple institutions are considered one program.

Data Source: Integrated Postsecondary Education Data System (IPEDS), 2023; Credential Impact Framework Analysis

POLICY RECOMMENDATIONS

The current five-year review of the funding formula is a key window of opportunity for Tennessee to better align the
formula with workforce opportunity and direct institutions toward the north star of economic independence for all
Tennesseans. The formula review committee should consider the following recommendations to strengthen workforce
alignment in the formula:

Reimagine the high-need premium to a tiered impact credential bonus that drives attainment of credentials
aligned to high-wage, growing careers.

To narrow the gap between education and opportunity for students, Tennessee should replace the high-need premium
with an impact credential bonus that more adequately recognizes the workforce impact of the credentials students
earn. Engaging with roughly 40 community college and university leaders in 2024, SCORE consistently heard a growing
focus on workforce alignment as part of institutional mission and strategy. The adoption of an impact credential bonus
would direct a clear emphasis on credentials leading to workforce opportunity and allocate existing state funding more
strategically.
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This change would shift how the current premium functions in the formula, transforming it into a bonus on top of the
other focus population premiums. Separating the impact credential bonus from the three focus population premiums
would more strongly signal the state’s priority of workforce alignment in the formula and allow for tailored adjustments
to the bonus in the future.

The introduction of an impact credential bonus would replace the current premium’s broad definition with a definition
aligned directly to the impact credentials framework. Credentials eligible for the bonus would be linked to an earnings
and job growth threshold or stack into higher credentials that meet the earnings and job growth criteria. Importantly,

the state must develop a clear data definition for credential stackability to be incorporated into the formula.

Not only would this new definition more precisely capture credentials that lead to economic independence, but it would
also enable the bonus to be tiered to more heavily reward the attainment of two- and three-star credentials. These
higher star credentials meet even greater thresholds of wage and job outlook. Tiering the impact credential bonus would
incentivize institutions to support students beyond a threshold of credential quality and toward credentials that lead to
the greatest career and workforce outcomes.

Acting as a multiplier after the premiums are applied, the new impact credential bonus would reward institutions

most highly when a student in one or more focus populations earns a credential linked to high-wage, high-growth job
opportunities. In this way, the new bonus would work alongside existing premiums to incentivize institutions to connect
all students with workforce opportunity.

Other states have adopted similar workforce measures in their formulas and are pioneering innovative approaches to

incentivize workforce alignment. Arkansas’s formula utilizes weights for students who earn specific STEM credentials
identified at the six-digit level of the Classification of Instructional Programs (CIP). Arkansas also uses a high-demand
weight, with programs determined by considering industry and occupational growth along with historical job openings
data.” Louisiana’s formula awards credentials that lead to four- and five-star occupations defined by their job outlook,
job openings, and wages.®

Reimagining the high-need premium into an impact credential bonus would not only be an innovative step for Tennessee
but would also transform this important workforce component into a precise measure that effectively recognizes
programs tied to growing, high-wage occupations.

2 Streamline the formula to ensure credential impact is a key driver.

The outcomes-based funding formula is very complex with 24 individual components, a multistep calculation, and
varying institutional weights. With so many measures, it is difficult for any single priority to rise to the top. In SCORE’s
conversations with institution leaders, a common theme emerged that the formula is too complicated to drive decision-
making.

Simplifying the formula with fewer, stronger metrics would ensure state priorities are clear. There are a number of
opportunities to streamline formula metrics that are out of alignment with the state’s workforce priorities:

e Dual enrollment (DE) should be better aligned to workforce opportunity by incentivizing the successful
completion of dual enrollment courses aligned to impact credential pathways. DE, a community college formula
outcome, captures high school student enrollment in DE courses. Because it is enrollment-based, the DE metric
does not hold institutions accountable for student success and does not incentivize intentional, sequenced
progression that would better position dual enrollment students for future success.

e Removing the job placement metric and introducing an impact credential bonus would more clearly connect the
formula to workforce opportunity. Job placement is a workforce-related community college outcome intended to
incentivize institutions to ensure students secure employment after graduation. While the job placement metric
considers full-time employment, it does not evaluate earnings, job outlook, or any other indicator of meaningful

* x
tnscore.org * info@tnscore.org | 615.727.1545 | 1801 West End Ave, Suite 300, Nashville, TN 37203 5



employment. Additionally, the measurement of this metric lacks precision. The job placement metric counts the
number of graduates employed full-time without an unemployment insurance claim in the year after graduation.
As a result, the job placement metric may not accurately capture students if they are not in the unemployment

insurance system or if they never file an unemployment insurance claim.

e The six credit accumulation metrics in the formula should be reduced to a single metric for each sector to
more clearly incentivize early momentum toward credentials and simplify the formula’s focus on workforce
opportunity. Credit accumulation checkpoints that measure whether students progress beyond their first
semester and first year are recognized as early success indicators that signal students are sustaining momentum
toward a credential.® Streamlining the credit accumulation metrics to 15 credit hours for community college and
30 credit hours for universities would more greatly emphasis early success and credential attainment.

o The six-year graduation rate should be replaced with a four-year graduation rate, and the degrees per 100 full-
time enrollment (FTE) metric should be removed for universities. A four-year graduation rate would better align
the formula with the goal of on-time completion, allowing students to enter the workforce more quickly and with
fewer costs. The degrees per FTE metric can be removed for universities as it is redundant given that institutions
are already rewarded for degree completion through graduation rate and credential outcomes.

In addition to streamlining the formula, there are several other opportunities to support institution leaders in learning
more about how institution decisions impact formula allocations. THEC should create modeling tools for institution
leaders to project how specific shifts in formula outcomes will impact formula allocations. THEC should also consider
expanding training for institution leaders on how to integrate the formula into institutional strategy and goal setting.

CONCLUSION

By acting now, Tennessee can create a more streamlined formula that gives institutions a clearer set of outcomes
tied directly to state priorities around education-to-workforce opportunity. Reimagining the high-need premium as

an impact credential bonus, alongside simplified measures, would signal to institutions the need to prioritize more
students accessing and reaching success on pathways to careers of economic independence. By embedding impact
credentials in the formula, the review committee can pave the way for opportunity — for both Tennessee students and
the state’s economy.
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