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PUBLIC TESTIMONY: The presiding chair shall designate whether public testimony will be taken
at the beginning of the meeting, at the time the related item is taken up by the Board after staff
has presented the item, or any other time. For procedures on testifying, please go to
http.//www.thecb.state.tx.us/public testimony.

L. Welcome and Committee Chair’s Opening Remarks

II. Consideration of Approval of the Minutes from July 20, 2016, Committee
Meeting

III. Public Testimony on agenda items relating to the Agency Operations
Committee

IV. Internal Audit

A. Final Report on the External Quality Assessment of the Internal Audit Function at
the Texas Higher Education Coordinating Board

V. Compliance Monitoring

A. Final Report on the External Quality Assessment of the Compliance Monitoring
Function at the Texas Higher Education Coordinating Board

VI. Agency Operations

A. Consideration of adopting the staff's recommendation to the Committee relating
to the Board Operating Policies and Procedures

B. Report on Major IT Projects in Progress

C. Report on grants and contracts, including those exceeding $1 million
VII. Finance

A. Consideration of adopting a resolution authorizing the issuance of State of Texas
College Student Loan Bonds in one or more series; and delegating to the Commissioner the

authority for the filing of one or more applications to obtain a portion of the state’s allocation
for private activity bonds

AN EQUAL OPPORTUNITY EMPLOYER
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B. Review of the Year to Date Fiscal Year 2016 Financial Report to the Board
C. Update regarding the Loan Program Internal Audit Management Responses
VIII. Internal Audit
A. Update on Internal Audit Reports and Activities
IX. Compliance Monitoring
A. Update on Compliance Monitoring Reports and Activities

B. Consideration of adopting the staff’'s recommendation to the Committee
regarding South Texas College’s proposal regarding the Board’s determination that South Texas
College not receive certain additional formula funding and repay formula funds rendered in
error pursuant to the findings of a Compliance Monitoring report dated July 7, 2016

X. Executive Session

A. Pursuant to Texas Government Code Section 551.071, Consultation with
Attorney, the Agency Operations Committee will meet in closed session to receive its attorney’s
advice on legal matters relating to Agenda Item IX-B

The Texas Higher Education Coordinating Board Agency Operations Committee may convene in Executive
Session at any point in this meeting, concerning any item listed in the agenda or to seek or to receive its
attorney’s advice on legal matters related thereto, pursuant to Texas Government Code Ann. 551.071.

Note: The Board will not consider or act upon any item before the Agency Operations Committee at this
meeting. This meeting is not a regular meeting of the full Board. Because the number of Board members
who may attend the committee meeting may create a quorum of the full Board, the meeting of the
Agency Operations Committee is also being posted as a meeting of the full Board.

Texas Penal Code Section 46.035(c) states: “A license holder commits an offense if the license holder
intentionally, knowingly, or recklessly carries a handgun under the authority of Subchapter H, Chapter
411, Government Code, regardless of whether the handgun is concealed or carried in a shoulder or belt
holster, in the room or rooms where a meeting of a governmental entity is held and if the meeting is an
open meeting subject to Chapter 551, Government Code, and the entity provided notice as required by
that chapter.” Thus, no person can carry a handgun and enter the room or rooms where a meeting of the
THECB is held if the meeting is an open meeting subject to Chapter 551, Government Code.

Please Note that this governmental meeting is, in the opinion of counsel representing THECB, an open
meeting subject to Chapter 551, Government Code and THECB is providing notice of this meeting as
required by Chapter 551. In addition, please note that the written communication required by Texas
Penal Code Sections 30.06 and 30.07, prohibiting both concealed and open carry of handguns by
Government Code Chapter 411 licensees, will be posted at the entrances to this governmental meeting.

AN EQUAL OPPORTUNITY EMPLOYER



Committee on Agency Operations

Agenda Item |

Welcome and Committee Chair’s Opening Remarks

Mr. John Steen, Chair of the Committee on Agency Operations, will provide the
Committee an overview of the items on the agenda.
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Committee on Agency Operations

Agenda Item 11

Consideration of Approval of the Minutes from July 20, 2016, Committee meeting

RECOMMENDATION:  Approval

10/16



DRAFT

TEXAS HIGHER EDUCATION COORDINATING BOARD
Agency Operations Committee

Wednesday, July 20, 2016

Board Room, 2nd Floor
Room 1.170

2:00 p.m.
1200 East Anderson Lane, Austin, Texas

The Committee on Agency Operations convened at 2:00 p.m. on July 20, 2016,
with the following members present: John Steen; presiding; David Teuscher; Fred
Farias; Ricky Raven; Stuart Stedman; Bobby Jenkins (Ex-Officio); and Haley

Delagarza (Ex-Officio).

Committee members not present: Javaid Anwar

Other Board Members present: Janelle Shepard

AGENDA ITEM

ACTION

I. Welcome and Committee Chair’s Opening
Remarks

Chair John Steen called the meeting of the
Agency Operations Committee to order.

Il1. Consideration of Approval of the Minutes from
April 27, 2016, Committee Meeting

On a motion by Dr. Fred Farias, seconded by Mr.
Ricky Raven, the Committee approved the April 27,
2016, Agency Operations Committee meeting
minutes.

I11. Public Testimony on Agenda Items Relating to
the Committee on Agency Operations

No action required

IV. Agency Operations

A. Consideration of adopting the Commissioner’s
recommendation to the Committee relating to the
agency'’s Legislative Appropriation Request for Fiscal Years
2018 and 2019

On a motion by Dr. David Teuscher, seconded by
Mr. Stuart Stedman, the Committee approved the
agency'’s Legislative Appropriation Request for Fiscal
Years 2018 and 2019. Dr. Fred Farias expressed his
concern and disagreed with the cuts to the Border
Faculty Loan Repayment Program. Ms. Linda
Battles, Deputy Commissioner presented this item to
the Committee.
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AGENDA ITEM

ACTION

B. Report on Major IT Projects in Progress

Sidney Hodgson, Assistant Commissioner,
Information Solutions and Services presented this
item to the committee. This item did not require any
action.

C. Consideration of adopting the Commissioner’s
recommendation to the Committee relating to
amendments to Chapter 25, Subchapter A, Sections 25.3
— 25.6 of Board rules, concerning the Optional Retirement
Program

On a motion by Dr. David Teuscher, seconded by
Mr. Ricky Raven, the Committee approved the
amendments to Chapter 25 concerning the Optional
Retirement Program. A copy of the rules as adopted
may be found in the agenda materials.

D. Report on grants and contracts, including those
exceeding $1 million

This item did not require any action.

V. Finance

A. Review of the Year to Date Fiscal Year 2016 Financial
Report to the Board

Ken Martin, Assistant Commissioner for Financial
Services/CFO presented this item to the Committee.
This item did not require any action.

B. Update regarding the Loan Program Internal Audit
Management Responses

Ken Martin, Assistant Commissioner for Financial
Services/CFO presented this item to the Committee.
This item did not require any action.

C. Consideration of adopting the staff's recommendation
to the Commiittee relating to a contract with Pitney Bowes
for postage services

On a motion by Mr. Stuart Stedman, seconded
by Dr. David Teuscher, the Committee approved the
contract with Pitney Bowes for postage services.

D. Consideration of adopting the staff’s recommendation
to the Commiittee relating to Student Loan Program
support services

On a motion by Dr. David Teuscher, seconded by
Mr. Ricky Raven, the Committee approved the
Student Loan Program support services.

AOC Minutes 07/16




AGENDA ITEM

ACTION

E. Consideration of adopting the staff's recommendation
to the Committee relating to invoking the option years of
the contract with First Southwest, LLC to provide support
for the arbitrage rebate and yield restriction liabilities of
the agency’s student loan bonds

On a motion by Dr. David Teuscher, seconded by
Mr. Ricky Raven, the Committee approved invoking
the option years of the contract with First
Southwest, LLC to provide support for the arbitrage
rebate and yield restriction liabilities of the agency’s
student loan bonds.

V1. Auditing

A. Discussion of the Audit of the Agency-Wide Financial
Statements for Fiscal Year Ended August 31, 2015 by
KPMG, LLP

Susan Warren with KPMG, LLP presented the
report to the Committee. This item did not require
any action.

B. Discussion of the Texas Guaranteed Student Loan
Corporation Audit of the Federal Family Education Loan
Program (FFELP), including an Audit Report dated
February 17, 2016 and a Closure Letter dated April 8,
2016

Mark Poehl, Director, Internal Audit and
Compliance presented this item to the Committee.
This item did not require any action.

C. Consideration of adopting the Commissioner’s
recommendation to the Committee relating to the Annual
Internal Audit Plan for 2017

On a motion by Mr. Ricky Raven, seconded by
Dr. David Teuscher, the Committee approved the
Annual Internal Audit Plan for 2017.

VIl. Compliance

A. Update on Compliance Monitoring Reports and
Activities

Mark Poehl, Director of Internal Audit and
Compliance presented this item to the Committee.
This item did not require any action.

B. Consideration of adopting the Commissioner’s
recommendation to the Committee relating to the Annual
Compliance Monitoring Plan for 2017

On a motion by Dr. David Teuscher, seconded by
Mr. Stuart Stedman, the Committee approved the
Annual Compliance Monitoring Plan for 2017.

C. Consideration of adopting the Commissioner’s
recommendation to the committee relating to the Final
Report — An Audit of Formula Funding at South Texas
College

On a motion by Dr. Teuscher, upon
reconvening after executive session, seconded by
Mr. Ricky Raven, the Committee approved that all
future funding of the program described in the audit
report regarding South Texas College cease and that
recoupment of all funds previously rendered in error
be obtained.
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AGENDA ITEM

ACTION

D. Update on an Audit of Formula Funding at
Weatherford College

Mark Poehl, Director of Internal Audit and
Compliance provided an update on actions taken
since the Committee’s decision in April. This item
did not require any action.

VI1Il. Executive Session

A. Pursuant to Texas Government Code Section 551.071,
Consultation with Attorney, the Agency Operations
Committee will meet in closed session to receive its
attorney’s advice on legal matters relating to Agenda Item
VII-C

The Committee went into closed session at 4:53p
and reconvened at 5:20p. There was no action
taken during this closed session.

With no further business, on a motion by Mr. Ricky Raven, seconded by Dr. Fred Farias, the meeting

adjourned at approximately 5:25 p.m.
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Committee on Agency Operations

Agenda Item Il

Public Testimony on agenda items relating to the Agency Operations Committee

RECOMMENDATION:  No action required
Background Information:
PUBLIC TESTIMONY: The presiding chair shall designate whether public testimony will

be taken at the beginning of the meeting, at the time the related item is taken up by the Board
after staff has presented the item, or any other time as determined by the presiding chair.
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Committee on Agency Operations

AGENDA ITEM IV-A

Final Report on the External Quality Assessment of the Internal Audit Function at the Texas Higher
Education Coordinating Board

RECOMMENDATION: No action required

Background Information:

An External Quality Assurance Review of the agency’s Internal Audit Function was performed by
G Shemo Consulting Inc. in September, 2016. A final report was issued on September 28, 2016 and is
attached for your reference. The report contains four recommendations aimed at improving the
agency’s Internal Audit Function.

George J. Shemo is the President of G Shemo Consulting Inc., and he will be briefing the
committee by phone regarding the results of the External Quality Assessment of the Internal Audit
Function. Joining Mr. Shemo on the briefing will be Dave MacCabe, who assisted Mr. Shemo on the
review. Mr. Shemo and Mr. MacCabe will be available to respond to questions.

Management responses to the report recommendations will be developed after the AOC
meeting, to incorporate any feedback provided by Committee members.

See the attached report — External Quality Assessment of the Internal Audit Function at the
Texas Higher Education Coordinating Board.
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Committee on Agency Operations

AGENDA ITEM V-A

Final Report on the External Quality Assessment of the Compliance Monitoring Function at the Texas
Higher Education Coordinating Board

RECOMMENDATION: No action required

Background Information:

An External Quality Assurance Review of the agency’s Compliance Monitoring Function was
performed by G Shemo Consulting Inc. in September, 2016. A final report was issued on September
28, 2016 and is attached for your reference. The report contains one recommendation aimed at
improving the agency’s Compliance Monitoring Function.

George J. Shemo is the President of G Shemo Consulting Inc., and he will be briefing the
committee by phone regarding the results of the External Quality Assessment of the Compliance
Monitoring Function. Joining Mr. Shemo on the briefing will be Dave MacCabe, who assisted Mr.
Shemo on the review. Mr. Shemo and Mr. MacCabe will be available to respond to questions.

Management responses to the report recommendation will be developed after the AOC meeting,
to incorporate any feedback provided by Committee members.

See the attached report — External Quality Assessment of the Compliance Monitoring Function
at the Texas Higher Education Coordinating Board.
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G. Shemo Consulting, Inc.

George J. Shemo

Certified Public Accountant
13 Pearce Lane
Ballston Lake, New York 12019

Office: 518-399-3235 Certified: NYS
Cell: 518-894-7477 Member: AICPA
Email: gjsmol@nycap.rr.com NYSSCPA
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INDEPENDENT EXTERNAL PEER REVIEW REPORT

Introduction

The Texas Higher Education Coordinating Board (THECB) engaged G. Shemo Consulting, Inc.
(GSC) to conduct an independent External Peer Review (review) of the management and
engagement practices of the THECB Compliance Monitoring Activity (CMA). The CMA is
located within THECB’s Internal Audit & Compliance Department and has chosen to conduct its
activities in accordance with the Generally Accepted Government Auditing Standards (GAGAS),
issued by the Comptroller General of the United States.

The purpose of this review was to determine whether the CMA’s internal quality control system
was adequate, and whether its policies and procedures were complied with sufficiently to provide
reasonable assurance that it conforms to GAGAS.

The review was based on the 2011 Revision of GAGAS, for the period of September 1, 2013
through August 31, 2016. The review was conducted from September 12-20, 2016 by a team of
qualified independent audit professionals. The review was conducted in compliance with the
sections of GAGAS applicable to conducting external peer reviews.

Background

The mission of the CMA is to ensure the proper use of the agency’s funding and the accuracy of
data used for funding and policy making through a risk-based approach. This mission is
accomplished by conducting desk reviews and site visits of higher education institutions of
formula funding, financial aid, and other grant programs throughout the State of Texas.

The CMA was transferred from Financial Services to the Internal Audit and Compliance
Monitoring Department in September 2013. This report represents the CMA’s first external peer
review in accordance with GAGAS requirements.

Scope

CMA management has exercised its professional judgment in accordance with GAGAS, and
elected to comply with the GAGAS Performance Audit Standards. Accordingly, the scope of the
review included:

e Comparing the CMA’s procedures with the applicable sections of the December, 2011
Revision of GAGAS, chapters 1 through 3, 6 and 7. These chapters include the General
Standards for Independence, Personal and Organizational Impairments, Professional
Judgment, Competence, and Quality Control and Assurance; and the Field Work and
Reporting Standards for Performance Audits.

e Assessing the effectiveness and independence of the CMA’s Quality Assurance function,
including the documentation maintained.



Interviewing the Director, Internal Audit and Compliance (DAIC) and all four CMA
professional employees.

Reviewing six CMA reports issued during the period of review for compliance with
GAGAS.

Reviewing four sets of engagement work papers of audits completed during the period of
review for compliance with GAGAS.

Assessing the CMA’s process for preparing its annual plan.

Verifying the educational backgrounds of those professional staff members, who were
interviewed, for compliance with the CMA’s established requirements.

Validating the CMA’s procedures for administering the Continuing Professional
Education (CPE) program.

Verifying CPE credits earned by individual professional staff members to ensure
compliance with GAGAS requirements.

Validating the CMA’s procedures pertaining to assuring organizational and reviewer
independence.

Verifying that individual professional staff members complied with reviewer
independence procedures.

Commendable Areas

During the course of the review, several areas were noted for which the CMA team should be
commended:

The Compliance Monitoring Procedures Manual is well written and fully addresses the
relevant aspects of GAGAS. The manual provides a reliable resource to help assure that
all staff members comply with GAGAS on a consistent basis and properly utilize the
recently obtained audit engagement software package.

Quality control and assurance is effectively achieved within the CMA through the design
of its organizational structure, the quality of the procedures manual, and a commitment
by the Director of Internal Audit and the CMA staff members to comply with GAGAS.

The CMA’s engagement work papers provide documentation containing features such as
cross-references, chronologies of audit steps performed, and evidence of peer member
and supervisory review.

Higher education institution management personnel commended CMA'’s staff members
for their professionalism, knowledge, demeanor, and willingness to listen.



Opinion

Based on the results of our External Peer Review, for the three year period ended August 31,
2016, we found that the CMA’s system of quality control was suitably designed and provided
reasonable assurance of performing and reporting in conformity with applicable professional
standards with the exception of the issue identified below.

In our opinion, the Peer Review Rating for the CMA is “Pass.” This rating is the highest of the
three ratings provided within GAGAS, with the other ratings being “Pass With Deficiencies,”
and “Fail.”

Opportunity to Strengthen Conformance with GAGAS

One conformance issue was found pertaining to the periodic reporting of CMA’s quality control
system. This issue pertains to GAGAS Standards 3.95.

Standard 3.95 states in part “The audit organization should analyze and summarize the results of
its monitoring process at least annually with identification of any systemic or repetitive issues
needing improvement along with recommendations for corrective action.”

We recommend CMA ensure GAGAS compliance by implementing procedures to ensure that
the results of its monitoring process are reported at least annually to include the issues and
recommendations noted above.

George J. ih;%, CPA, CGMA

Peer Review Team Leader and
President, G. Shemo Consulting Inc.

Peer Review Team Member:
David J. MacCabe, CIA, CGAP, CRMA, MPA



Committee on Agency Operations

Agenda Item VI-A

Consideration of adopting the staff's recommendation to the Committee relating to the Board
Operating Policies and Procedures

RECOMMENDATION: Approval
Background Information:

At the direction of the Agency Operations Committee in 2014, Coordinating Board staff
developed the Board Operating Policies and Procedures document, which was adopted by the
Board in October of that year. This document includes the Board members’ code of conduct,
conflict of interest/ethics, duties/responsibilities, and protocol in communicating with the media,
elected officials, institutional representatives, and students. Pursuant to Section XII, D, of the
Board Operating Policies and Procedures, this document is to be reviewed by the Board in
October of every even-numbered year. Staff is recommending changes to this document to
better reflect how the current Board is operating in relation to protocols in communicating with
staff, legislators and other stakeholders. Recommended changes to the document are noted in
red.

Linda Battles and Bill Franz will be available to answer questions.
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Committee on Agency Operations

Agenda Item VI-B

Status Report on Major IT Projects

RECOMMENDATION: No action required

Background Information:

Information Solutions and Services (ISS) is required to provide updates on major, high
visibility IT projects at each AOC meeting.

Status:

New 60X30TX Accountability System — BEHIND SCHEDULE

The Accountability System provides institutions a way to track their performance and that of
their peers on critical measures related to student and institutional success.

The schedule delay is necessary in order to accommodate the complexity of the Reporting
Tool and the design changes to the user interface.

* Project Budget (internally funded from unexpended SPF balances):
* - FY15 - Contract $114,000 design/architecture
* - FY 16 — Contract $49K; Full-time ISS staff 1 PM, 3 developers;

» - 3 Strategic Planning & Funding content-area staff assisting, as needed

* Project Objectives:
Enhance user experience
Allow users to create customized tables and graphics
Key areas of focus can be highlighted
Data from PREP system will be more readily available
SPF staff can manage data updates more efficiently
More modern architecture, reduced IT support demands
* Accomplishments
* Admin Portal live in production
» Public Portal deployed in production and ready to take data from the staff of
Strategic Planning and Funding
* Upcoming Activities
o Deploy and make the Institution Portal accessible to the institutions — December,
2016
e Integration Testing, Training, Documentation complete — November, 2016
Post go-live support and maintenance
o Feedback and enhancement requirements gathering

NN NI NI NN
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Agenda Item VI-B

Page 2

e Starting December, 2016 the Assistant Commissioner of Strategic Planning and
Funding will be providing regular updates on the new system to the Committee on
Affordability, Accountability and Planning (CAAP)

Implementation of the new Student Loan System - ON SCHEDULE (January 2017)

Origination and servicing of THECB $1.3 Billion Student Loan portfolio
Project Budget (funding from Loan Program):

+ Contract value $3.5 Million (4 years) — includes licenses, implementation,
configurations, modifications, accessibility, litigation module — DCS - $218,000
(net 4 years)

* Project Team 18 ISS staff (6 full-time); 9 Borrower Services/Financial Services
staff; 12 Nelnet (vendor) staff

Project Objectives

v' $500K annual license savings

v" More modern technical architecture

v" Reduced IT support costs

v" Improved reliability/uptime

Accomplishments
» Hardware/software infrastructure setup complete
» Configured installation of HELMS.Net (internal) complete
» Initial trial data migration complete
» Initial delivery of HELMNet3 (external) complete
* Train the Trainer Training complete
» Interface testing complete

Upcoming Activities
» System and User Acceptance Testing — 09/06/2016 - 12/23/2016
» System go-live — 01/16/2017

Implementation of the CAPPS Financials System - ON SCHEDULE (September 2017)

Definition: CAPPS Financials is part of a state developed, Enterprise Resource Planning
system, mandated by legislation and provided by the Comptroller of Public Accounts
(CPA). The core system includes: Accounts Payable, Asset Management, General
Ledger, and Purchasing/Procurement. Optional modules cover: Billing/Accounts
Receivable, Customer Contracts, Grants, Inventory, and Project Costing.
Project Budget: $750K provided by legislature
Project Team: Cross functional team consisting of ISS staff (Project manager, business
analyst, quality assurance, 2 developers) and Financial Services staff
Objectives:

o Document agency As-Is processes to assist with gap analysis activities

o0 Participate in Review sessions/online training to gain familiarity with CAPPS Fin

functionality
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Page 3

© O O

(0]

Identify THECB practices/procedures that can be modified to fit CAPPS system

workflow
Work with CAPPS analysts to configure THECB CAPPS Fin prototype

Convert THECB financial data inputs/outputs to fully utilize CAPPS Fin offerings

Utilize User Acceptance Testing to identify and resolve issues
Successfully Go Live with new CAPPS Fin modules 09/01/2017

¢ Accomplishments:

(0}
(0}

THECB team members identified
Initial scoping documentation completed and returned to CPA 08/2016

e Upcoming Activities:

(0}

(0}
(0}
(0}
(0}

Official project kick off with CPA —09/07/2016

Online training — 09/2016

Agency discovery and Gap Analysis — 10/2016 through 12/2016
Prototyping, Design & Build — 12/2016 through 03/2017
Conversion — 01/2017 through 03/2017

Implementation of the CAPPS HR/Payroll System™* — IN PRODUCTION
* Project Budget:

« $640K from legislature

* Project team 12 ISS staff (4 Full-time); 6 (part-time) HR/Payroll staff
* Accomplishments

«  CAPPS deployment activities (including “Soft Launch” test) complete

+ System went live on 08/08/2016

* RPA Redesign (PAL) now in production

+ Change management and staff training complete

*CAPPS Talent Management Module is scheduled to go live on 01/31/17. The project is
currently in planning phase.

Zhenzhen Sun, Interim Assistant Commissioner, Information Solutions and Services, will
present this item to the committee.
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Committee on Agency Operations

AGENDA ITEM VI-C

Report on grants and contracts, including those exceeding $1 million

RECOMMENDATION:  No action required

Background Information:

Title 19 Texas Administrative Code, Rule 1.16(j) establishes that any contract for the
purchase of goods or services that exceeds $1 million may be entered into only if the contract is
approved and signed by the Commissioner, to whom the Board, by virtue of this rule, delegates
such approval and signature authority. In addition to the Board receiving a quarterly report on
Contacts Executed by the Agency in Accordance with Board Rule 1.16, the Coordinating Board
staff would like to also provide the Board a quarterly report highlighting and listing all grants
and contracts exceeding $1 million.

Bill Franz, General Counsel will be available for questions.
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Committee on Agency Operations

Agenda Item VII-A

Consideration of adopting a resolution authorizing the issuance of State of Texas College
Student Loan Bonds in one or more series; and delegating to the Commissioner the
authority for the filing of one or more applications to obtain a portion of the state’s
allocation for private activity bonds.

RECOMMENDATION:  Approval

Background Information:

Staff is requesting approval to issue up to $180 million in aggregate principal
amount of new money bonds in Fiscal Year 2017 to fund Hinson-Hazlewood loans to
eligible students under Texas Education Code, Chapter 52, Subchapter C. The
Coordinating Board staff has determined that it will be necessary to issue these bonds in
one or more series to provide adequate funding for the Board to continue to disburse
College Access Loans under the Hinson-Hazlewood program to eligible students during
fiscal year 2016.

e Bonds are authorized under the Texas Constitution, Sections 50b-4-50b-7.

e The THECB has $181M of remaining of bond authority with the Bond Review
Board (BRB) and is required to submit a request to the BRB for approval to use
this authority before issuance of bonds.

e Favorable interest rate environment continues to exist in the municipal bond
market.

A representative from the Board’s bond counsel, McCall, Parkhurst & Horton, is
available to answer any questions regarding the proposed resolution authorizing the
issuance of the bonds, the delegation to the Commissioner the authority to approve all
final terms of the bonds, or the delegation of authority to file for the state’s allocation of
private activity volume cap.

Ken Martin, Assistant Commissioner for Financial Services/CFO will present this
item to the committee.
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Committee on Agency Operations

Agenda Item VII-B

Review of the Year to Date Fiscal Year 2016 Financial Report to the Board

RECOMMENDATION:  No action required

Background Information:

During each quarterly board meeting, the Finance Department provides a financial
report summarizing the agency’s fiscal year to date budget and financial activities. This is a
financial management report that is developed for both agency and board use. We may revise
this report periodically to present the most relevant information. This report reflects data for
the full fiscal year 2016.

Key points:
e The data contained in the report reflects the fiscal year of 9/1/15 through 8/31/16
e The budget adjustments report contains all changes to the originally approved budget
e The report is distributed to agency executive management on a monthly basis
e Excess funds relating to the Autism program have the potential to lapse. The agency
had sent a letter to the LBB requesting remediation but no response has been received.

Ken Martin, Assistant Commissioner for Financial Services/CFO will present this item to
the committee.

10/16



Committee on Agency Operations

Agenda Item VII-C

Update regarding the Loan Program Internal Audit Management Responses

RECOMMENDATION:  No action required

Background Information:

An audit was conducted by the Internal Audit department on the student loan program
and a final report was issued in October 2015. The results of this audit were presented at the
October 2015 AOC meeting. An initial management plan was reviewed at this meeting. This
item is to provide a continuing update as to the progress of management’s resolution to the
audit findings.

e There were 7 audit recommendations

o 2 of these 7 items have been completed and 5 have been partially implemented.

e An external consultant was hired to perform a comprehensive review of the student loan
program and make recommendations. A final report is expected in January 2017.

e Expected dates and detailed actions have been included in this report.

Ken Martin, Assistant Commissioner for Financial Services/CFO will present this item to
the committee.
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Agenda Item VII-C

Response Report on
The Loan Program Administration Audit at the Texas Higher
Education Coordinating Board, Report No. THECB-1A-WP-15-174
and KPMG A-133
July 21, 2016

Recommendation #1

Develop a positive assurance control, such as FADS to HELMS reconciliation, to timely
alert the Coordinating Board when an institution improperly retains loan funds intended for
student borrowers. Enhance HELMSNET, or its successor, to provide complete information that
better allows institutions to reconcile and research loan activity.

Status:

Action item 1.a:

Staff in Financial Aid Services and Borrower Services within the Office of Student Financial
Aid Programs are currently in the process of identifying how agency data could be reconciled with
HELMS in order to identify discrepancies from each institution. The agency will work with
institutions on identifying the cause of any historical discrepancies and the execution of the
necessary steps to correct any errors found.

Technological support will then be needed to develop an annual reconciliation process for
institutions to confirm that the funds received through the loan programs balance with the funds
disbursed to students. The technological support needed to require the reconciliation of agency
data with HELMS as part of the FADS certification process is also being investigated.

e FY2010 — FY2014 BOT loan reconciliation between HELMS and FADS: scheduled
completion May 31, 2016. (complete)

e FY2015 BOT and CAL loan reconciliation between HELMS and FADS implementing
lessons learned: June 30, 2016. (notifications sent; institutional responses due Oct 10)

e Programming requests to further automate the reconciliation process: Submission to ISS
July, 2016 Complete; no additional programming needs identified at this time

e FY2010 — FY2014 CAL loan reconciliation between HELMS and FADS: upon completion of
programming requests {may-reguireH-Steering-Committee-approvaty (—3500 records

identified; notifications will be sent to institutions after FY 2015 loans are reconciled)

Implemented Partially Implemented Not Implemented

[ X [

Action item 1.b: The agency is currently migrating the loan software (HELMS) and the
borrower and institutional web portals (HelmNet2) to upgraded versions of the software product
(HELMS .NET and HelmNet3). The upgrade is scheduled to be functional in January 2017. With



technological support, the agency can work with the software provider to strengthen the reports
available to institutions, so that institutions have easier access to a greater level of detail in order
to reconcile the loans the institution has certified to the funding the institution has received. This
reporting would then allow the agency to expect institutions to complete internal reconciliation
on a monthly basis, as is expected with federal financial aid programs.

e Institutional training on upgraded loan certification and reporting mechanisms:
December, 2016
o Upgraded institutional web portal: planned launch January, 2017

Implemented Partially Implemented Not Implemented

[ X [

Recommendation #2

Train loan staff on risk identification and risk management practices. Review reporting
mechanisms to ensure that exception reporting results in appropriate level of management
oversight and involvement in non-routine events.

Status:

Management agrees with these recommendations. In August, 2015, supervisory level
staff in Borrower Services participated in an agency-wide training on risk management to
strengthen staff knowledge and understanding of these principles and their application to agency
operations. In September, 2015, a follow-up meeting was held with a broader set of leaders
within Financial Services to further discuss the importance of risk identification and management.
Additional meetings have been scheduled to bring these same concepts to staff throughout
Student Financial Aid Programs.

e Redesign of managerial structure for Student Financial Aid Programs to provide for
greater supervision and training of staff to increase understanding of risk identification
and notification: complete.

e New Assistant Directors for the Call Center and Operation Center within Borrower
Services: complete (over 50 years combined experience in loan operations and call
center activities)

e SFAP Strategic Planning activities: December, 2015 — April, 2016: complete

e RFP for loan consultant issued: response period closed March, 2016: complete

e RFP response review: April, 2016: complete

e SFAP Strategic Plan launched, including compliance as primary goal: April, 2016:
complete

e Restructuring of Financial Aid Services to accommodate integration of reviewing
returned funds for timeliness: complete

o RFP contract execution: May, 2016: complete



o New Director of Borrower Services (following retirement of former director): expected
hire date July, 2016. complete

e Training of FAS staff to assess returned funds for proper timeframes: extended to fall,
2016, to integrate lessons learned from reconciliation process; training in progress

e Loan consultant report delivery: Nevember December, 2016

Implemented Partially Implemented Not Implemented

[ X [

Recommendation #3

Evaluate and clarify the records retention language in the Financial Aid MOU, in light of
institutional loan related records.

Status:

Management agrees with these recommendations. The Memorandum of Understanding
between the Coordinating Board and institutions of higher education is currently under review in
preparation for the end of the current multi-year period covered by the MOU’s. The MOU
language will be revised to provide greater clarity regarding loan record retention as part of this
process.

e Memoranda of Understanding that have been initiated since the audit: Includes updated
records retention language.

e One-year extension of current MOU'’s to include updated records retention language
Distributed May, 2016 with August, 2016 deadline: complete

¢ Administrative rule outlining the records retention requirements: Targeting the June
2016 CAAPs meeting. Target date extended based on identification of the need to
review internal records retention policy in conjunction with the administrative rule.
December CAAPs meeting is now targeted.

Implemented Partially Implemented Not Implemented

[ X O

Recommendation #4

The Coordinating Board Should align program guidance language with the language in
the Education Code chapter 52 and TAC Title 19.

Status:



Management reviewed legislative intent and found that SB 81 of the 70" Legislature
provided legislative intent to allow for loans to students who did not meet the federal financial
need requirement and was intended to assist middle class students, as it does today.

4a. Statute, rule, and CAL program guidance alignment
¢ Removal of conflicting language: complete
o Note: discovered that Overview document referenced in the audit was an ER
document used for legislative activity and not an SFAP document used as
guidelines for institutions

4b. Statute, rule, and CAL program time limits for return of funding

¢ Administrative rule implementing program time limits for returning funds: Targeting the
June 2016 CAAPs meeting.: Target date extended in order to allow for input from
stakeholders. Input has been collected and December CAAPs is now targeted.
0 Reviewing rules for all financial aid programs, not just CAL.

Implemented Partially Implemented Not Implemented

[ X [

Recommendation #5

Establish, publish and make available to students and institutions, forms and applications
that contain information related to CAL as CB-administered loans to promote full understanding
and identification of the loan by the borrower, cosigner and other parties.

Status:

Management agrees with these recommendations. Now that the number of borrowers in
repayment holding both a FFELP and state-sponsored loan has been considerably reduced, the
agency is reviewing all post-enrollment forms to develop forms specific to the agency-run loan
programs. Analysis is currently occurring to identify the extent to which information regarding
FFELP loans could be included on state-specific forms.

o SFAP has taken advantage of the necessary changes to the state-based loan forms to
assess the overall structure of the materials we are providing to borrowers. As a result,
the loan materials will be restructured so that information for federal loan materials are
obtained through a link to the appropriate federal website, thus ensuring the borrower is
taken to the most current information. State-based forms are currently being integrated
and redesigned to improve the clarity of the information, while clearly delineating the
fact that they are related solely to the state loan programs. These form changes are
targeted to take effect in summer, 2016. complete

Implemented \ Partially Implemented \ Not Implemented

|




X O O

Recommendation #6

Establish comprehensive written procedures addressing all aspects of the CAL program
administration including:
¢ Documentation of decision factors in granting forbearance
e Quality control review work

Status:

Management agrees with these recommendations. While the audit identifies that quality
assurance activities do occur and that forbearance processing has been accurate, the lack of clear
documentation of the process represents a risk for the agency. As part of the reorganization in
the Office of Student Financial Aid Programs, responsibilities have been realigned to expand the
guality assurance process. An additional Lead has been hired to expand Account Services quality
control checks, and Account Services and Support Services have been separated so that the
Manager of Account Services can focus specifically on those tasks, while a separate supervisor
will focus on Support Services. Clear documentation of the quality assurance processes is
occurring as part of this transition.

e SFAP Strategic Planning activities: December, 2015 — April, 2016: complete

e SFAP Strategic Plan launched, including compliance as primary goal, with documentation
of QA activities as one of its strategies: April, 2016: complete

e Target for completion of QA documentation across SFAP: S¢eteber,—26146 SFAP strategic
plan incorporated a review of even greater detail, which is scheduled to be completed by
December, 2016

Implemented Partially Implemented Not Implemented

[ X O

Recommendation #7

Revamp procedures to administer access to HELMSNET to ensure that only authorized
institutional personnel can access loan-related information.

Status:

Management agrees with these recommendations. As part of the reorganization of
Student Financial Aid Programs, the approval and maintenance of institutional access to the
system will transfer from Borrower Services to Financial Aid Services. This not only acknowledges
the focus that Financial Aid Services has on institutional support, but also provides for a separation
of duties between the unit providing access and the unit processing the loan certifications
submitted via that access.



e Restructuring of Financial Aid Services to accommodate integration of HELMSNET access
review and approval: complete

o Assessment of approval activities to improve review and approval: complete

¢ Implementation of improvements which don't require significant commitment from ISS:

complete

e Submission of HelmsNet access review and approval changes requiring significant ISS
commitment for IT Steering Committee consideration: Complete; no additional
programming needs identified at this time; will be revisited upon migration of HELMS

software

¢ Implementation of technological advances for HelmsNet access review and approval,
pending implementation of HelmsNet3 and IT Steering Committee approval: Complete;
no additional programming needs identified at this time)

Implemented

Partially Implemented Not Implemented

X

[ [

Overall timeframe

Month

Task

Complete Redesign of SFAP managerial structure

Complete New Assistant Directors for Borrower Services

Complete MOU'’s for new institutions include updated records retention language

Complete Conflicting language regarding loan eligibility calculations removed
where identified

Complete SFAP Strategic Planning activities

Complete RFP for loan consultant deadline

Complete RFP review for loan consultant

Cancelled Request for OAG opinion for guidance on CAL eligibility

Complete SFAP Strategic Plan launched, including compliance as its primary
goal, with a specific strategy focused on QA documentation

Complete Staff hired for newly designed Financial Aid Services

Complete Finalize loan consultant contract

Complete FY2010-FY2014 BOT Reconciliation Complete

Complete Assessment of HelmsNet access review and approval

June, 2016 FY2015 BOT and CAL Reconciliation Complete

(underway)

June December,
2016

Records Retention rule targeted for CAAPs approval

June December,
2016

Returning Funds rule targeted for CAAPs approval

Unnecessary ISS Programming Requests Submitted for Review

Complete Target hire date for new Director of Borrower Services

Complete MOU extensions clarifying records retention language completed.
Complete State-based Loan Forms launched

Summer Fall, 2016; | Train FAS staff to handle review of returned loan funds

in progress




Complete Implementation of HelImsNet access review and approval changes not
requiring significant ISS commitment

Unnecessary Submission of HelmsNet access review and approval changes
requiring significant ISS commitment for IT Steering Committee
consideration

Cancelled Expected OAG response date

October December,
2016

Completion of QA documentation across SFAP

November
December, 2016

Loan consultant final report due

December, 2016

Training and resource materials distributed to institutions regarding the
enhanced reporting to assist with reconciling at the campus level

January, 2017

HelmNet3 goes live with enhanced reporting for institutions.

Winter, 2017;
Unnecessary in
current software;
will be reassessed
after migration

Assessment of technological changes, if any, necessary in our loan
application and origination software platforms

Winter, 2017;
Unnecessary in
current software;
will be reassessed
after migration

Implementation of technological advances for HelImsNet access review
and approval, pending implementation of HelmsNet3 and IT Steering
Committee approval.

Additional Comments:
Staff is evaluating the system requirements needed to comply with recommendations #1 and #4.
Also, a consultant has been hired to perform a comprehensive review of the loan program. This
review will include mapping and documenting all loan processes. Performing a time analysis to

determine the appropriate staffing needs by function.

Outsourcing opportunities will also be

reviewed. Staffing has been held flat for the last 6 years with no additional technological support
while the portfolio volume has increased by 25%.

Summary of Progress on Implementation of audit recommendations:

Implemented: 2
Partially implemented: 5
Not implemented: 0




Committee on Agency Operations

AGENDA ITEM VIII-A

Update on Internal Audit Reports and Activities

RECOMMENDATION: No action required

Background Information:

The Internal Audit Department completed four projects since the last Agency Operations
Committee meeting in July, 2016.

1. Review of Physical Security of Information Systems, Category 2 Rating - This report contains
some observations. While the noted observations require management attention, if addressed
timely they do not pose a significant risk for negative reputational or financial consequences.

2. Self-Assessment of Work Quality, Category 1 Rating — This report contains no observations.

3. A Review of Contract Administration at the Texas Higher Education Coordinating Board:
Category 1 Rating — This report contains no observations.

4. An Internal Audit Follow Up of Contract Management; Category 1 Rating — This report contains
no observations.

Update on Internal Audit activities
Audits In Progress Stage of Project
External Quality Assessment Review Planning/Fieldwork

Other Internal Audit Activities
» Coordinated external audits — SAO, KPMG, etc.
» Began preparation of Internal Audit Annual Report
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Agenda Item IX-A

Update on Compliance Monitoring Reports and Activities

RECOMMENDATION: No action required

Background Information:

Update on Compliance Monitoring Reports

The Compliance Monitoring team completed fourteen projects during the reporting

period since the July 2016 Agency Operations Committee meeting. The final reports are
attached and those projects with reportable conditions are shown in bold.

Formula Funding Engagements Completed

A Compliance Audit of Formula Funding at Texas Southern University
A Compliance Desk Review of Formula Funding at Baylor College of Medicine
A Follow-Up Audit of Formula Funding at Central Texas College District

A Compliance Audit of Formula Funding at Texas Tech University

Memo Regarding Audit of Formula Funding at Del Mar College

A Follow-Up Audit of Formula Funding at Howard College

Financial Aid Engagements Completed

A Compliance Audit of TEXAS Grant at Tarleton State University

A Compliance Desk Review of Tuition Equalization Grant at East Texas Baptist
University

A Compliance Desk Review of Tuition Equalization Grant at Jacksonville College

A Compliance Desk Review of Tuition Equalization Grant at the University of
St. Thomas

A Compliance Desk Review of TEXAS Grant at The University of Texas Rio Grande Valley
A Follow Up Compliance Review of TEXAS Grant at Angelo State University

A Compliance Audit of Texas Grant at Texas State Technical College Waco

FAFSA Initiative Review

10/16



Projects In Progress

Stage of Project

Notification and initial preparatory work for projects on FY 17
Compliance Monitoring Plan

Planning

Other Compliance Monitoring Activities

» Preparation and data gathering for external quality assessment review.

» Community and Technical College Leadership Council presentation.

» Engagement notification emails sent to all institutions on the FY 17 Compliance

Monitoring Plan.
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Committee on Agency Operations

AGENDA ITEM IX-B

Consideration of adopting the staff's recommendation to the Committee regarding South Texas
College’s proposal regarding the Board'’s determination that South Texas College not receive
certain additional formula funding and repay formula funds rendered in error pursuant to the
findings of a Compliance Monitoring report dated July 7, 2016.

RECOMMENDATION: Discussion and consideration of a proposal dated September 16, 2016, by
South Texas College signed by President Shirley Reed to Commissioner Raymund A. Paredes,
and entitled Request for Board Reconsideration of South Texas College Compliance Monitoring
Audlt.

Background Information:

The final report of An Audit of Formula Funding at South Texas College, Report No.
THECB-CM-FF-16-014 was issued on July 7, 2016. The audit found that South Texas College
over reported 438,107 hours in continuing education formula funding for the 2014 base period
that resulted in over allocating formula funding to South Texas College of $2,270,206 for the
FY16-17 biennium.

The audit report was presented to the Board’s Agency Operations Committee on July 20,
2016. A presentation was also made by South Texas College officials on that date. The Agency
Operations Committee passed a motion to, in essence, recover inappropriate funding of this
program to South Texas College and cease future funding of said program. At the full Board
meeting the following day, the motion was restated and the full Board passed the motion.

On August 2, 2016, Commissioner Paredes sent a letter (Attachment A) to South Texas
College stating that the Board would immediately reduce the remaining FY16-17 biennium
formula funding payments by $1,157,805 to account for unallowable contact hours, leaving
$1,112,401 of already paid amounts to be recouped at a yet to be determined repayment
schedule. Commissioner Paredes invited South Texas College to discuss a repayment schedule
at their earliest convenience.

South Texas College retained legal counsel and requested a meeting with the
Commissioner and Coordinating Board staff to discuss the Board’s action of July 21, 2016. A
meeting with South Texas College was held on August 30, with Commissioner Paredes and
Coordinating Board staff, a representative from the Attorney General’s office, Dr. Reed and
several South Texas College Board Trustees, Senator Juan "Chuy" Hinojosa, and South Texas
College legal counsel.

Subsequent to the meeting and pursuant to discussions at the meeting, South Texas
College proposed a compromise by letter (Attachment B) dated September 16, 2016, such that
no further appropriations for the questioned contact hours would be paid for the remainder of
the biennium. In effect, South Texas College proposed that the Coordinating Board not recoup
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the $1,112,401 of already paid amounts but rather reduce formula funding payments for this
fiscal year by a total amount of $1,157,805.

Commissioner Paredes agreed that he would support bringing this matter to the Board,
with the understanding that it is solely up to the Board to consider modifying its July 21, 2016
determination.
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August 2, 2016

Shirley A. Reed, Ed.D.
President, South Texas College
P.O. Box 9701

McAllen, Texas 78502-9701

RE: South Texas College/Adjustment of Formula Funding
Dear Dr. Reed:

As you are aware, the Compliance Monitoring division of the Texas Higher
Education Coordinating Board issued a final report on “An Audit of Formula Funding
at South Texas College” dated July 7, 2016. The audit report concluded that South
Texas College had not complied with State law and Coordinating Board rules for
enrollment data used for formula funding in the area of continuing education
contact hours. The audit determined that South Texas College did not meet the
“immediate employment” requirements of 19 Texas Administrative Code §9.1(5) for
continuing education contact hours reported for students 17 years of age and
under. The audit also found that South Texas College violated Texas Education
Code §130.003, which requires tuition and fees be charged and collected for
continuing education contact hours reported for formula funding.

As a result, South Texas College received or is scheduled to receive certain formula
funding for the 2016-2017 biennium for which it was not eligible. South Texas
College disagreed with this conclusion and with the audit recommendations
regarding limitations related to immediate employability, age, and paid tuition for
continuing education contact hours reported for formula funding. You and several
members of your staff made a presentation to the Coordinating Board members on
July 20 explaining why South Texas College should be permitted to retain the
funding for the continuing education in issue. Given the differing viewpoints
between the College and Coordinating Board, including your questioning of the
Coordinating Board’s interpretations of its rules, some background discussion is
appropriate.

Background
The key areas of non-compliant reporting found by Coordinating Board audit staff

relate to the juvenile age of the students reported by South Texas College and the
failure by South Texas College to assess tuition and fees for these courses and the
corresponding contact hours.

First, significant numbers of students reported for contact hour funding were under
the age of 18. These included, for example, 1,961 15-year-olds, 703 14-year-olds,
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9 13-year-olds, and 3 students under the age of 13. “Continuing education” in the
Texas Education Code refers to “continuing adu/t education for occupational or
cultural upgrading,” and the Coordinating Board rule further specifies that such
continuing education is to prepare students for immediate employment. Federal and
State labor laws impose various restrictions on employing juveniles. There is no
provision in the Education Code or the Board’s rules for “continuing juvenile
education.”

The vast majority of the contact hours in question were for continuing education
“employability courses” specifically directed at high school students. These courses
were “developed” by South Texas College finding existing high school courses that
seemed suitable for modification so that both high school requirements (TEKS) and
continuing education requirements (WECM) could be fulfilled with the same course.
The courses are taught at high schools by high school teachers and consist of the
following courses: Employability Skills - Professional Workforce Preparation (POFT
1013); Leadership Skills -Intro to Supervision (BMGT 1010); Professionalism in the
Workplace (BUSG 1012); Basic Supervision (Frontline Supervisor) (BMGT 1018);
and Customer Service (MRKG 1000). These courses were designed to meet the
target students’ identified challenges, such as poor communication skills, poor basic
academic skills, and lack of work ethic.

Second, South Texas College did not charge or collect tuition and fees for the
contact hours in issue. Although receiving formula funding while waiving tuition is
available for dual credit courses, it is not available for these continuing education
courses. South Texas College chose not to collect tuition because the agreements
that South Texas College entered into with local school districts to teach these
continuing education courses placed substantially all of the costs on the school
districts. This arrangement places the State of Texas in position to pay the school
districts for these courses as part of average daily attendance funding while at the
same time paying South Texas College the full contact hour formula funding rate
for the exact same courses. Although this practice is statutorily allowable specifically
for dual credit courses (which these are not), the State makes some very important
distinctions regarding dual credit courses, limiting such applicability to specifically
qualified students and to certain credit-based courses that would allow the open
transferability of those credit hours.

Finally, when confronted with the results of the audit, South Texas College
contended that it relied upon a mid-level Coordinating Board employee’s guidance,
which was inaccurate, regarding how to report continuing education contact hours
for formula funding. The specific facts surrounding that contention are set forth in
the final report on “An Audit of Formula Funding at South Texas College.” The
Coordinating Board’s response is likewise set forth in that report. Even if overall
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Coordinating Board staff guidance could have been interpreted differently than the
requirements of Texas Education Code § 130.003 and Texas Administrative Code
§21.4, and even if it was relied upon by South Texas College initially, any such
reliance on that guidance should have ceased no later than July 2015 with
publication of the revised Guidelines for Instructional Programs in Workforce
Education, which specifically superseded and replaced the previous guidance.

The way South Texas College reported its data is inconsistent with the claim that
the erroneous data reported was the result of following a Coordinating Board staff
member's inaccurate information. Its reporting practices for enroliment data used
for formula funding remained unchanged after publication of the revised Guidelines
in July 2015. Had South Texas College relied upon Coordinating Board guidance, its
reporting practices would have changed consistent with the updated guidance.
Moreover, you advised the Coordinating Board members as part of your
presentation that South Texas College should be permitted to retain a// the formula
funding for the continuing education in issue — not just the portion attributable to
the period of time before publication of the revised Guidelines.

Discussion of Statutes, Rules, and the Facts

State financing of higher education programs for public community colleges is
provided from the State’s General Revenue Fund. The Coordinating Board and the
Comptroller of Public Accounts distribute these appropriations to colleges based on
allocations and performance measures. Each college submits enroliment reports
(called CBM Reports) to the Coordinating Board to document the number of contact
hours taught by the College in each semester. The formula for state funding
involves multiplying the base period contact hours submitted by colleges by the
applicable funding rates.

The Coordinating Board is authorized to review the accuracy of the contact hour
data reported to it by community college districts. In the event of data reporting
errors, the Coordinating Board is authorized to adjust a fiscal year's formula
appropriations as necessary to reflect the corrected data elements. (See Rider 7,
Adjustment of Contact Hours, p. I1I-211, General Appropriations Act, 84th
Legislature; Texas Education Code, §61.035(g); General Appropriations Act FY
2014-15 biennium, page 111-203; and General Appropriations Act FY 2016-17
biennium, page II1-204). Although staff considered a different approach, the
Coordinating Board has treated this as a data reporting error.

Continuing education funding generally is designed for furthering the education of
adults and to provide job training for immediate employment. Texas Education
Code §130.003(e)(4) refers to continuing education programs as “continuing aau/t
education programs for occupational or cultural upgrading.” (Emphasis added.)
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Workforce education, as a part of continuing education, is designed to train adults
for immediate employment after they have left secondary education. 19 Texas
Administrative Code §9.1(31) defines a workforce continuing education course as a
course “with an occupationally specific objective....” 19 Texas Administrative Code
§9.1(5) defines a career technical/workforce program as “intended to prepare
students for immediate employment or a job upgrade in a specific occupation.”
(Emphasis added.) These types of education are, as noted, reflective of career
improvement training after one leaves secondary education.

Importantly, in order to qualify for formula funding, tuition must be collected. South
Texas College generally does not charge or collect tuition and fees from high school
students enrolled in continuing education or dual credit courses. Although tuition is
allowed to be waived for dual credit, there is no corresponding allowance for such a
waiver for high school students taking continuing education courses outside of the
dual credit course pathway. Texas Education Code §130.003 states that in order for
contact hours to be eligible for formula funding, the college must “collect, from
each full-time and part-time student enrolled, matriculation and other session
fees....” In addition, Texas Education Code §54.051(b) provides that each institution
of higher education “shall cause to be collected from students registering at the
institution tuition or registration fees at the rates prescribed,” with minimum rates
prescribed in the Texas Education Code. See also Texas Education Code
§§54.051(n) and 130.003(b)(4); 19 Texas Administrative Code §§9.113(a) and
21.4.

With regard to waiver, Texas Education Code §130.008(b) provides that “The junior
college may waive all or part of the tuition and fees for a high school student
enrolled in a course for which the student may receive joint credit under this
section.” The continuing education courses under review do not provide for “joint
credit” and, therefore, are not eligible for a tuition waiver.

Conclusion

As a result of the aforementioned non-compliance, South Texas College has
received or is scheduled to receive nearly $2.3 million of formula funding for the
2016-2017 biennium that it was not eligible to receive.

As you know, the Texas Higher Education Coordinating Board voted (1) to
immediately cease all future funding ($1,157,805) to South Texas College for these
high school continuing education courses and (2) to recoup funds previously
expended in error based on data provided by South Texas College. As a result, the
future funding amount (yet unpaid amounts on unallowable contact hours) of
$1,157,805 will be deducted, and the $1,112,401 adjustment (recoupment of
already paid amounts on unallowable contact hours) will also be deducted, from
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payments otherwise scheduled to be transferred to South Texas College pursuant to
Chapter 130 of the Texas Education Code.

We are available at your earliest convenience to discuss a repayment schedule that
takes into account not only State interests but the welfare of students at South
Texas College. Should you have any questions or require additional information,
please advise.

Sincerely,

/%/v/{« M

Raymund A, Paredes, Ph.D.

Cc: Dr. Alejo Salinas, Jr., Chair
Board of Trustees, South Texas College
P.O. Box 9701
McAllen, Texas 78502-9701

AN EQUAL OPPORTUNITY EMPLOYER



Agenda Item IX-B






	Agency Operations Agenda - Oct. 19, 2016
	I  Welcome and Committee Chair's Overview
	II  Approval of Minutes
	AOCMinutes-07.20.2016
	III Public Testimony
	IV-A External Quality Assessment of the Internal Audit FunctionBluePage
	IV-A Final Report - External Quality Assurance Review of Internal Audit 2016
	V-A - External Quality Assessment of the Compliance Monitoring FunctionBluePage
	V-A Final Report - External Quality Assurance Review of Compliance Monitoring 2016
	VI-A Board's Operating Policies and ProceduresBluePage
	VI-B IT_Project_Status
	VI-C  Report on grants and contracts
	VII-A - Bond Resolution
	VII-B - Fin Rpt
	VII-C Loan Program Internal Audit Management Report
	VII-C Loan Program Internal Audit Management Report
	VIII-A Update on Internal Audit Reports and ActivitiesBluePage
	VIII-A (1)Final Report -An Internal Audit of Physical Security of Information SystemsC
	VIII-A (2)A Self Assessment of Internal Audit Work Quality at the THECB
	VIII-A(3)A Review of Contract Administration at THECB
	VIII-A(4)Final Report - An Internal Audit Follow Up of Contract Management
	IX-A - Update on Compliance Monitoring Reports and Activities
	IX-A(1)16-004-FF-SV - Texas Southern University
	IX-A(2) 16-020-FF-DR - Baylor College of Medicine (GME)
	IX-A(3) 16-015-FF-DR - Central Texas College (Follow Up)
	IX-A(4) 16-017 -FF-SV - Texas Tech University
	IX-A(5) 16-019-FF-SV- Memo Regarding Delay - Del Mar College
	IX-A(6) 16-022-FF-SV- Howard College (Follow Up)
	IX-A(7) 16-018-FA-SV- Tarleton State University (TXG)
	IX-A(8) 16-011-FA-DR - East Texas Baptist University (TEG)
	IX-A(9) 16-012-FA-DR - Jacksonville College (TEG)
	IX-A(10) 16-013-FA-DR- The University of St Thomas (TEG)
	IX-A(11) Final Report - A Compliance Desk Review of TEXAS Grant at UT Rio Grande Valley
	IX-A(12) 16-009-FA-DR - Angelo State University (TX Grant Follow Up)
	IX-A(13) 16-010-FA-SV -Texas State Technical College Waco (TXG)
	IX-A(14) Final Report - A Review of the Free Application for Federal Student Aid Completion Initiative
	IX-B SouthTexas College Formula Funding ReconsiderationBluePage
	IX-B Attachment A - Paredes letter 8-2-16
	IX-B Attachment B - Letter to Commissioner Paredes - Request for Reconsideration 9-16-16



