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SUBJECT: SDBOR Performance Funding Model 
 

This document outlines a proposed SDBOR Performance Funding Model – to be piloted in 
FY2013 – that reallocates 1) a portion of existing institutional resources and 2) a pool of one-time 
funds based on performance criteria.  Attachment I (Executive Summary) presents a brief synopsis 
of Attachment II (Full Report), which offers a full examination of the context, goals, and mechanics 
of the proposed model.  Attachment III shares a recently published white paper on higher education 
performance funding, co-released in February 2012 by Complete College America and the National 
Center for Higher Education Management Systems. 
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Executive Summary 
 

Graduate production is both a fundamental task of the academe and an economic imperative for 
the State of South Dakota.  Consequently, the central aim of the proposed SDBOR Performance 
Funding Model is to incentivize graduate production in the Regental system.  
  
The proposed model offers four chief virtues.  First, the model is outcomes-based, meaning that 
Regental universities will be rewarded for what they do rather than what they have.  This 
characteristic is consistent with the increasing national focus on institutional productivity and 
accountability.  Next, the model is both mission-sensitive and equitable.  Institutions compete for 
performance funds with similarly-situated campuses only, and the flow of dollars cannot cross the 
built-in “firewall” between institutional types.  Finally, the model is understandable.  A given 
institution’s funding allocation is calculated as a simple function of graduate headcounts, and as a 
consequence, the model avoids the pitfalls of analytic over-complexity.  
 
The methodological approach of the model is straightforward.  Performance funds – appropriated 
from a combination of base budgets and new one-time funds – are distributed on the basis of three-
year cumulative graduate production.  Graduate counts are adjusted using a weighted point system 
that gives more weight to completers at higher degree levels and also to completers in high-priority 
workforce development fields.  The pool of performance funds is redistributed according to each 
institution’s proportion of weight-adjusted graduate totals. 
 
In the model’s pilot year, budgeted funds for FY2013 will be reallocated based on lagged three-year 
graduate data (FY2009, FY2010, and FY2011).  While FY2013 budget figures will be used during 
implementation, FY2012 figures can be substituted for the purpose of demonstration.  These figures 
produce the following simulation: 
 

Table EX1: Simulated Reallocation (Using FY2012 Budgets) 
 

 Institution Gain 

M
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 BHSU + $301,618 
DSU + $335,822 
NSU + $141,302 
 (Subtotal) + $778,742 

   

D
oc
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l/ 
R

es
ea
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h SDSMT + $234,832 

SDSU + $1,231,759 
USD + $754,667 
 (Subtotal) + $2,221,258 

   
 Total + $3,000,000 

 
 
The “Gain” column above itemizes the additional dollars received by each institution over the 
amount it otherwise would have received without the performance model.  This table – as well as the 
computational components of performance model itself – will be explained in greater detail in 
Attachment II (Full Report). 
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Full Report 
 
Context: Formula Funding in the US and South Dakota 
 
 Two major fiscal appropriations methods exist among public higher education systems in the 
US.1  The first, known as the base plus method, involves periodic (usually annual) incremental additions 
or subtractions in funding from an established base level.  Under this system, appropriations are made 
according to anticipated institutional priorities and programmatic requests.  In the second approach, 
formula funding, the appropriations process is grounded in quantitative definitions of fiscal need based on 
a variety of measurable workload factors, and is thus more “automated.”  It is has been argued that this 
budgeting technique lends improved stability and equity to the broader appropriations process. 
 

Funding formulas originally were developed as a means to distribute public funds in a systematic, 
objective, and predictable way.  Formulas began to emerge in the United States immediately following 
World War II, when the burgeoning size and scope of American higher education introduced a new level 
of complexity in funding allocation.2  Texas was the first state to introduce an explicitly formulaic 
approach to funding public post-secondary institutions.3  By 1964, 16 states were using a formula-based 
method for public higher education funding; this number climbed to 30 by 1996.4  Presently, most states 
use a mixed budgeting approach that combines elements of base plus and formula funding.5  The extent to 
which these techniques are balanced within each state is subject to considerable variation. 

 
Formulas tended until relatively recently to be enrollment-driven, relying mostly on counts of 

students, credit hours, faculty, and the like.  However, recent trends in public funding for higher education 
have led to a new emphasis on efficiencies and cost-effectiveness.  Particularly in light of the global 
financial crisis of 2008, post-secondary institutions increasingly have been spurred to focus on system 
outputs rather than system inputs.6  For example, the National Governor’s Association (NGA) – citing 
mounting competition for state resources and the nation’s increasing need for college graduates – has 
begun to encourage states to incorporate outcomes-based accountability measures into their funding 
instruments.7  The Midwestern Higher Education Compact (MHEC) reported in 2009 that a number of 
states have begun to transition to a completion-based funding model.8  Specific examples include: 

 
 During the 2007-2009 biennium, Indiana altered its funding mechanism to include 

performance incentives for degree completions, on-time graduations, and successful transfers.  
                                                 
1 Parmley, K., Bell, A., L’Orange, & Lingenfelter, P.. (2009).  State budgeting for higher education in the United 
States: As reported for fiscal year 2007.  Research report by the State Higher Education Executive Officers 
(SHEEO).  Denver, CO.   Retrieved from http://www.sheeo.org/finance/Budgeting_For_Higher_Ed.pdf 
2 McKeown-Moak, M.P. (1999).  Higher education funding formulas.  New Directions for Higher Education, 107, 
99-107. 
3 McKeown, M.P. (1996).  State funding formulas for public four-year institutions.  Report by the State Higher 
Education Executive Officers (SHEEO).  Retrieved from http://www.utahsbr.edu/Finance/Reports/StateFunding 
Formulas-SHEEO.pdf 
4 Ibid. 
5 Parmley, Bell, L’Orange, & Lingenfelter (2009) found that only three US states use a funding formula only, with 
no base plus component. 
6 Lederman, D., (2008, December 17).  Performance funding 2.0.  Insider Higher Ed.  Retrieved from http://www. 
insiderhighered.com/news/2008/12/17/perform 
7 Reindl, T., & Reyna, R. (2011).  From information to action: Revamping higher education accountability systems.  
Position paper by the National Governor’s Association.  Retrieved from  http://www.nga.org/files/live/sites/NGA/ 
files/pdf/1107C2CACTIONGUIDE.PDF 
8 Midwestern Higher Education Compact (2009).  Completion-based funding for higher education.  Independent 
research report.  Retrieved from http://www.mhec.org/pdfs/0209completionbasedfunding.pdf 
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Performance funding was reaffirmed as a core policy tool of the Indiana Higher Education 
Commission in a new strategic plan ratified in March 2012. 

 
 Oklahoma has begun to distribute approximately $2.2 million per year for incentives for 

retention and degree completion. 
 

 Washington State designed an incentive-based funding structure for its community college 
system, whereby rewards are distributed when students reach pre-specified 
persistence/completion milestones. 

 
State appropriations to South Dakota’s Regental institutions are not driven by a funding formula, but 
rather by a base plus mechanism.  Funds are allocated to the state’s six Regental institutions through the 
regular annual request process, and generally are not directly linked to performance indicators.9  In recent 
decades, SDBOR has pursued several approaches for emphasizing institutional performance as a factor in 
resource allocation. Most recently, the Board managed a pool of $500,000 that was used for rewarding 
institutions on a set of student performance indicators selected by system campuses. This program was 
eliminated in 2010 when the Legislature targeted this pool of funds during the resolution of the final 
budget for FY2011. 
 
Model Development History 
 
In early 2011, senior SDBOR system officials were notified during preliminary budget discussions of the 
possible availability of a limited pool of one-time resources from the state for FY2013.  Subsequent 
internal talks on the most effective use of these funds led to consideration of a performance-based 
incentive system for Regental institutions, and SDBOR staff began developing the framework for a 
computational model.  This process was guided jointly by available literature from other states and 
internal discussions of system priorities.  
 
A preliminary framework was presented in November 2011 to representatives from the governor’s office, 
who strongly supported the concept of a performance funding initiative.   An initial beta model was 
introduced to the Council of Presidents and Superintendents in November 2011, followed by the 
presentation of an informational item to the Board of Regents during its December 2011 regular meeting 
in Rapid City.  Business Affairs Council members were briefed on the model in February 2012, and – 
after several model modifications – a revised beta model was presented to COPS members in March 
2012.  The proposed model described below represents the final product of this cross-council vetting 
process.  It is intended that the performance funding model be piloted during the 2013 fiscal year. 
 
Model Assumptions and Goals 
 
Consideration of a Regental performance funding model hinges on the selection of individual indicators 
to include in the model.  From the outset of the model development processes, it was agreed that the 
model should reflect the growing sense within the higher education community that outcomes-based 
performance measures should be valued over input-based indicators.  But within the universe of 
outcomes-based metrics, which specific measures of productivity should be rewarded in the SDBOR 
system? 
As indicated by a preponderance of socio-demographic data, South Dakota stands at the precipice of a 
workforce shortage that threatens to stifle the state’s long-term economic development prospects.  While 

                                                 
9 This is not the case for the state’s four technical institutes, whose annual appropriation process is formula-based.  
As per ARSD 24:10:42:28, state funds are distributed according to the number of total FTEs during the previous 
fiscal year. 
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the supply of new jobs in South Dakota is expected to grow robustly during this decade, the state’s aging 
population and comparative lack of degree holders combine to suggest an inability to fill these 
positions.10  In sum, the state’s projected pool of human capital may be inadequate to fully fuel the state’s 
economic engine. 
 
These dynamics call for a renewed emphasis on graduate production.  Empirical studies have indicated a 
strong tendency for Regental graduates to remain in the state after graduation, a finding that underscores 
the direct economic benefits arising from increased degree production.11  Further, and on a more 
fundamental level, delivering a high-quality educational experience culminating in a degree is a core 
obligation – perhaps the core obligation – of any public university.  Rather than subdividing and 
incentivizing the many component parts of the educational process, the proposed SDBOR Performance 
Funding Model understands degree completion as the principal, cumulative product of the higher 
education system.  In the interest of creating a performance funding system that is both equitable and 
understandable, graduate production is given primacy as the model’s key outcome of interest.  
 
Model Concepts 
 
The conceptual premise of the SDBOR Performance Funding Model is straightforward.  A portion of 
institutions’ current base budgets will be “recaptured” by the system, and then combined with funds from 
a one-time appropriation from the Legislature.  Together, these sources constitute the complete 
performance fund pool that will be redistributed on the basis of graduate production.  Procedurally, 
implementation of the model involves two main components: 
 

1) Recapture of Base Funds 
 Institutional base budgets will be appropriated/projected using existing methods.   

Once calculated, three fund types will be placed at risk during the recapture phase: 
i. General funds (universities only, with adjustments) 

ii. Tuition revenue (state-support and self-support) 
iii. Salary Competitiveness Fee (SCF) revenue 

 In short, all six Regental institutions will contribute a flat percentage (pursuant to a 
$3 million sum in the pilot year) of their at-risk institutional budgets to a pool of 
“recaptured” dollars. 

 Any one-time matching funds from the state (fixed at $3 million in the pilot year) 
will be added to the pool of recaptured dollars for the purpose of reallocation through 
the performance funding mechanism. 

 
2) Reallocation 

 The pool of funds gathered above will be reallocated to the six institutions using 
graduate data.  Institutions with disproportionately high graduate production (relative 
to current budget size) will gain dollars through this process, while institutions with 
disproportionately low graduate production will lose dollars. 

 Because performance funds are finite, the reallocation process is fundamentally 
competitive (i.e., zero-sum). 

 

                                                 
10 See South Dakota Department of Labor and Regulation, Labor Market Information Center (2010).  Retrieved from 
http://dlr.sd.gov/lmic/occupation_projections.aspx;  US Census Bureau (2005).  Retrieved from 
http://www.census.gov/population/www/projections/files/SummaryTabB1.pdf;  US Census Bureau, Statistical Abstract of the 
United States: 2012 (2011).  Retrieved from http://www.census.gov/compendia/ 
stattab2012/tables/12s0233.pdf 
11 See South Dakota Board of Regents (2011).  Placement Outcomes of Regental Graduates.  Original research report.  Retrieved 
from http://www.sdbor.edu/mediapubs/issuebriefs/documents/PlacementOutcomes.pdf 
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 Model Mechanics I – Main Features 
 
The performance model itself is the mechanism by which the pool of recaptured funds is divided 
across the six Regental campuses.  This section provides a more detailed look at the computational 
features of the model, including technical features of the reallocation process. 
 

 Two Institutional Groups 
 

The six Regental institutions will be split into two groups, including a 
Master’s/Comprehensive group (BHSU, DSU, NSU) and a Doctoral/Research group 
(SDSMT, SDSU, USD).  Each institution will compete for performance dollars 
contributed by the members of its institutional group only, and will compete for those 
dollars against the members of its institutional group only.   The intent of this approach is 
to acknowledge the unique missions and institutional contexts of the Regental campuses, 
and to impose a “firewall” that disallows the flow of performance funds from small to 
large campuses (and vice versa). 

 
 Two Attributes of Graduates 

 
Two characteristics of graduates (more specifically, degree majors) will be directly 
relevant to performance funding calculation. 

 
 Degree Level 

 
Graduates will be classified according to one of four possible degree levels: 
associate’s, bachelor’s, master’s/specialist’s, and doctorate/first-
professional.  Degree level weighting coefficients will specify the relative 
valuation of completers at each degree level for purposes of performance 
funds reallocation.  For example, a bachelor’s degree completer will be – all 
else equal – valued at an amount 1.50 times higher than that of an associate’s 
degree completer. 

 
 Field Type 

 
Graduates will be classified according to one of two possible field types: 
regular or premium.  The distinction between these groups will be made on 
the basis of CIP codes (as codified by the most recent definitions from the 
National Center for Education Statistics).  Premium fields represent key 
workforce development priorities for the State of South Dakota.  A premium 
field weighting coefficient will specify the relative valuation of completers in 
each field group.  For example, a graduate from a premium field – such as 
engineering – will be valued at an amount 3.00 times higher than an 
analogous graduate from a regular field (such as general studies). Appendix A 
contains a full inventory of CIP codes assigned a premium value.  Broadly, 
premium fields include accounting, computers and information technology, 
health professions, and STEM and STEM teaching areas. 
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 Points System 
 

Any given institution will receive a share of performance funds on the basis of its in-
group proportion of graduate “points” generated over the preceding three fiscal years.  
Points are simply weight-adjusted graduate counts.  One point is the computational 
equivalent to one regular associate’s degree completer; completers from higher degree 
levels and/or premium fields are weighted by a fixed coefficient in order to express 
differential value in the model.  Table 1 (below) provides an inventory of weighting 
coefficients for each degree level and field type.  This table shows the combined effect of 
the simultaneous weighting of degree level and field type. 

 
Table 1. Table of Weighting Coefficients 

 

Level Regular Premium 
Associate’s degree 1.00 3.00 
Bachelor’s degree 1.50 4.50 
Master’s/Specialist’s degree 1.75 5.25 
Doctoral/First-Professional degree 2.00 6.00 

 
 
Model Mechanics II – Computation 
 
Institutional point tallies will be computed using system graduate data generated by Regents 
Information System staff.  Point totals will be computed from graduate data spanning three 
consecutive fiscal years prior to the current year [after a one-year lag].  For example, performance 
funds distributed for use in FY2013 will be based on graduate production during FY2009, FY2010, 
and FY2011 (combined).  Counts will be performed at the degree major level.12 
 
Any given institution’s performance fund reallocation can be computed with only eight unique values 
in hand:  n regular associate’s completers, n regular bachelor’s completers, n regular 
master’s/specialist’s completers, n regular doctoral/first-professional completers, n premium 
associate’s completers, n premium bachelor’s completers, n premium master’s/specialist’s 
completers, and n premium doctoral/first-professional completers [summed across three fiscal years 
in all cases].   Table 2 shows that, for each degree level, the premium field completer tally is 
multiplied by the premium field weight and then summed with regular field completer tally.  The 
sum of this calculation is multiplied by the degree level weights.   
 

Table 2. Computation of Weight-Adjusted Graduate Counts (Points) 
 

Level Regular Premium with Premium 
Field Weights 

Regular + 
Premium 
Adjusted 

with Degree 
Level Weights 

Assoc nr np np(3) nr + np(3) [1.00][nr + np(3)] 
Bach nr np np(3) nr + np(3) [1.50][nr + np(3)] 
Mast/Spec nr np np(3) nr + np(3) [1.75][nr + np(3)] 
Doct/Prof nr np np(3) nr + np(3) [2.00][nr + np(3)] 

 

                                                 
12 See Appendix B for technical details on the execution of graduate counts. 
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At its completion, the above method computes the total number of points generated by an institution over 
the three-year period.  The sum of total points generated by the three campuses in each institutional group 
represents the total group points for the period.  Dollars are awarded from the performance fund pool in 
direct proportion to each institution’s share of group points generated.  For example, if Institution A 
generates forty percent of the total points in its group, it will receive forty percent of the available 
performance funds.  Had this same institution contributed less than forty percent of recaptured dollars to 
the original performance fund pool, it would have experienced a net gain. 
 
Model Output13 
 
At its December 2011 meeting, the Board of Regents expressed an interest in applying a dollar-for-dollar 
match between one-time funds contributed by the state and performance funds recaptured by the system.  
The model proposed here recommends a $3 million contribution from both sources in the pilot year.  To 
generate $3 million in recaptured funds, the system office will set a flat percentage at which each 
Regental institution’s at-risk budget will be assessed.  The dual $3 million contribution from each funding 
source will establish a total performance fund pool of $6 million. 
 
To summarize, pilot year model parameters will be set as follows: 
 

Table 3.  Proposed Model Parameter Values 
 

Parameter Value 
Matching Funds $3,000,000 
Recaptured Dollars $3,000,000 
Premium Field Weighting Coefficient 3.00x 
Degree Level Weighting Coefficient (Associate’s Degrees) 1.00x 
Degree Level Weighting Coefficient (Bachelor’s Degrees) 1.50x 
Degree Level Weighting Coefficient (Master’s/Specialist’s Degrees) 1.75x 
Degree Level Weighting Coefficient (Doctoral/First-Professional Degrees) 2.00x 

 
Using these parameter values, the following model output is generated when applying FY2012 budget 
figures: 
 

Table 4.  Simulated Reallocation (Using FY2012 Budgets) 
 

 Institution Contribution n Points % Points Allocation Gain 

M
as

te
r’

s/
 

C
om

pr
e.

 BHSU $307,654 3,004 39.1% $609,272 + $301,618 
DSU $226,899 2,774 36.1% $562,721 + $335,822 
NSU $244,189 1,901 24.8% $385,492 + $141,302 
 (Subtotal) $778,742 7,679 100.0% $1,557,484 + $778,742 

       

D
oc

to
ra

l/ 
R
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rc
h SDSMT $270,504 4,265 11.4% $505,336 + $234,832 

SDSU $1,056,128 19,311 51.5% $2,287,887 + $1,231,759 
USD $894,626 13,921 37.1% $1,649,294 + $754,667 
 (Subtotal) $2,221,258 37,497 100.0% $4,442,516 + $2,221,258 

       

 Total $3,000,000 45,176 - $6,000,000 + $3,000,000 

                                                 
13 This section provides simulated model output based on FY2012 budget data. 
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To reiterate, the figures shown in Table 4 are simulated reallocations based on FY2012 budget 
figures.  Actual reallocations are not likely to vary dramatically from these levels.  Annotation of 
Table 4 is as follows: 
 
 

Contribution - Dollars withheld from each institution during the recapture phase; here,  
this amount equals 1.22% of each institution’s at-risk budget 
 

n Points -  Weight-adjusted, three-year graduate count 
 

% Points -   Proportion of group points accounted for by each institution 
 

Allocation - Dollars awarded by the model on the basis of graduate production; this is a  
reallocation of the total performance funding pool 
 

Gain -   Difference between the Reallocation and Recaptured figures 
 
 
   
Rollout Timeline 
 
If approved by the Board, the SDBOR Performance Funding Model will enter pilot 
implementation during the 2013 fiscal year.  FY2013 budget funds will be recaptured, and model 
reallocation will be based on FY2009-FY2011 graduate data.   
 
Academic Affairs Council members will review all premium field CIP codes prior to the April 
2012 AAC meeting, and will recommend revisions to the list if necessary.  Recommendations for 
additions and removals of premium fields from the list will be considered on a case-by-case 
basis, and will be endorsed by AAC only with material justification.  Final authority over the 
composition of the premium field list will be held by the Executive Director. 
 
Use of the SDBOR Performance Funding Model will continue beyond the FY2013 pilot year 
only with the expressed consent of the Board.  Model parameters and premium fields may be 
modified in subsequent years subject to a number of factors, including but not limited to 
matching fund availability, legislative and gubernatorial support, and workforce priority changes.  
The SDBOR system office will undertake a good faith effort to keep Regental stakeholders both 
involved in and informed of future modifications to the model.  
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Appendix A: Premium Fields 
 
 

Table A1: Summary of Premium CIP Fields 
 

Category Label CIP 
Level Code(s) CIP Level Desc. 

Accounting ACCT CIP4 52.03__  (ALL) Accounting and Related Services 
Computers/IT COMP CIP2 11.____  (ALL) Computer and Information Sciences and Support Services 
Health Professions HLTH CIP2 51.____  (ALL) Health Professions and Related Programs 
STEM STEM CIP6 (VARIOUS) 2011 DHS Definitions 
STEM Teaching TEAC CIP6 13.1309 Technology Teacher Education/Industrial Arts Teacher Education 
" " " 13.1311 Mathematics Teacher Education 
" " " 13.1316 Science Teacher Education/General Science Teacher Education 
" " " 13.1321 Computer Teacher Education 
" " " 13.1322 Biology Teacher Education 
" " " 13.1323 Chemistry Teacher Education 
" " " 13.1329 Physics Teacher Education 
" " " 13.1335 Psychology Teacher Education 
" " " 13.1337 Earth Science Teacher Education 
" " " 13.1338 Environmental Education 

 
 
 

Table A2: Premium CIP Fields with FY09-FY11 Graduates, by Institution 
 

  Bonus Regular 
  B D N M D U B D N M S U 
10000 - Agriculture, General.                         

GNAG - General Agriculture                     X   
100303 - Prepress/Desktop Publishing and Digital Imaging Design.                         

DKPB - Desktop Publishing                 X       
10102 - Agribusiness/Agricultural Business Operations.                         

AGBU - Agricultural Business                     X   
10103 - Agricultural Economics.                         

AGRE - Agricultural & Resource Econ                     X   
10201 - Agricultural Mechanization, General.                         

AST - Agricultural Systems Tech                     X   
10601 - Applied Horticulture/Horticulture Operations, General.                         

HO - Horticulture                     X   
10605 - Landscaping and Groundskeeping.                         

LARC - Landscape Architecture                     X   
10901 - Animal Sciences, General.                         

ANSC - Animal Sciences         X               
ANSI - Animal Science         X               
ASRS - Animal & Range Sciences         X               
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 B D N M S U B D N M S U 
10905 - Dairy Science.                         

DM - Dairy Manufacturing         X               
DPRD - Dairy Production         X               

110101 - Computer and Information Sciences, General.                         
CSC - Computer Science   X   X X               
CSCI - Computer Science           X             

110103 - Information Technology.                         
ECMS - Ecommerce & Computer Security   X                     

110201 - Computer Programming/Programmer, General.                         
APPL - Applications Programming   X                     

110401 - Information Science/Studies.                         
CINF - Computer Information Systems   X                     
MIS - Mgmt Information Systems   X                     
INFO - Information Systems   X                     

110801 - Web Page, Digital/Multimedia and Information Resources Design.                         
MMWB - Multi-Media & Web Development   X                     

110803 - Computer Graphics.                         
DAD - Digital Arts and Design   X                     

111002 - System, Networking, and LAN/WAN Mgmt/Manager.                         
NSA - Network & System Admin   X                     

111003 - Computer and Information Systems Security/Information 
Assurance.                         

CONS - Computer and Network Security   X                     
INFA - Info Assurance & Comp Security   X                     

11101 - Plant Sciences, General.                         
PS - Plant Science         X               

11102 - Agronomy and Crop Science.                         
AGRO - Agronomy         X               

11106 - Range Science and Mgmt.                         
RS - Range Science         X               

111099 - Computer/Info Technology Services Admin and Mgmt Other.                         
ELTA - E-Learning Tech & Admin     X                   

130301 - Curriculum and Instruction.                         
CI - Curriculum and Instruction             X       X X 
TELE - Teaching and Learning                 X       

130401 - Educational Leadership and Admin, General.                         
EDAD - Educational Admin                     X X 

130499 - Educational Admin and Supervision, Other.                         
LEAD - Leadership and Admin                 X       

130501 - Educational/Instructional Technology.                         
EDTC - Educational Technology               X         
TET - Technology for Ed & Training                       X 

131001 - Special Education and Teaching, General.                         
SPED - Special Education             X   X     X 

131099 - Special Education and Teaching, Other.                         
ELSP - El Ed & Spec Learn/Behave Prob               X         
ESPC - Elementary Educ/Special Educ               X         

131101 - Counselor Education/School Counseling and Guidance Services.                         
COUN - Counseling                 X       
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 B D N M S U B D N M S U 
131202 - Elementary Education and Teaching.                         

ELED - Elementary Education             X X X     X 
131203 - Junior High/Intermediate/Middle School Education and Teaching.                         

MDSC - Middle School             X           
131205 - Secondary Education and Teaching.                         

SEED - Secondary Education                       X 
131209 - Kindergarten/Preschool Education and Teaching.                         

EC-C - Comp Early Child/Spec Ed             X           
131210 - Early Childhood Education and Teaching.                         

ECE - Early Childhood Education                     X   
131301 - Agricultural Teacher Education.                         

AGED - Agricultural Education                     X   
AGCL - Ag Educ, Comm, & Leadership                     X   

131302 - Art Teacher Education.                         
ARTE - Art Education                       X 

131303 - Business Teacher Education.                         
BED - Business Education             X X         
EBED - E-Business Education                 X       

131305 - English/Language Arts Teacher Education.                         
ENED - English Education                       X 
ENGL - English               X         

131311 - Mathematics Teacher Education.                         
MATH - Mathematics   X                     
MS-C - Composite Math & Science Tchg. X                       
MTED - Mathematics Education           X             

131312 - Music Teacher Education.                         
MUED - Music Education                       X 
MSED - Music Education                     X   

131314 - Physical Education Teaching and Coaching.                         
PE - Physical Education               X       X 
HPER - Health, Phys Educatn & Recrea                       X 

131316 - Science Teacher Education/General Science Teacher Education.                         
SC-C - Composite in Science Teaching X                       

131317 - Social Science Teacher Education.                         
PSED - Political Science Education                       X 

131319 - Technical Teacher Education.                         
CTE - Career and Technical Education                     X   

131321 - Computer Teacher Education.                         
COME - Computer Education   X                     

131322 - Biology Teacher Education.                         
BIOL - Biology   X                     
BIOE - Biology Education           X             

131323 - Chemistry Teacher Education.                         
CHED - Chemistry Education           X             

131324 - Drama and Dance Teacher Education.                         
THED - Theatre Education                       X 

131328 - History Teacher Education.                         
HSED - History Education                       X 



ATTACHMENT II     13 
 

 B D N M S U B D N M S U 
131330 - Spanish Language Teacher Education.                         

SNED - Spanish Education                       X 
131331 - Speech Teacher Education.                         

SPCM - Speech Communication                       X 
131501 - Teacher Assistant/Aide.                         

PAED - Paraprofessional Education             X   X       
140101 - Engineering, General.                         

ENGR - Engineering         X               
140301 - Agricultural Engineering.                         

ABE - Agricultural & Biosystems Engr         X               
140501 - Bioengineering and Biomedical Engineering.                         

BMDE - Biomedical Engineering       X   X             
140701 - Chemical Engineering.                         

CBE - Chemical and Biological Engr       X                 
CHE - Chemical Engineering       X                 

140801 - Civil Engineering, General.                         
CEE - Civil Engineering       X X               

140901 - Computer Engineering, General.                         
CENG - Computer Engineering       X                 

140903 - Computer Software Engineering.                         
SE - Software Engineering         X               

141001 - Electrical and Electronics Engineering                         
EE - Electrical Engineering       X X               

141401 - Environmental/Environmental Health Engineering.                         
ENVE - Environmental Engineering       X                 

141801 - Materials Engineering.                         
MES - Materials Engineering & Scienc       X                 

141901 - Mechanical Engineering.                         
ME - Mechanical Engineering       X X               

142001 - Metallurgical Engineering.                         
MET - Metallurgical Engineering       X                 

142101 - Mining and Mineral Engineering.                         
MEM - Mining Engineering & Mgmt       X                 
MINE - Mining Engineering       X                 

143501 - Industrial Engineering.                         
IEEM - Industrial Engr & Engr Mgmt       X                 
IENG - Industrial Engineering       X                 

143901 - Geological/Geophysical Engineering.                         
GELE - Geology/Geological Engineering       X                 
GEOE - Geological Engineering       X                 

149999 - Engineering, Other.                         
NANO - Nanoscience & Nanoengineering                   X     

150303 - Electrical, Electronic, Communications Engineering Technology/Tech                         
EET - Electronics Engr Technology         X               

150612 - Industrial Technology/Technician.                         
IT - Industrial Technology X                       
ATS - Applied Technical Science X                       
IT-C - Composite Industrial Tech X                       
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ITED - Industrial Technology Educ X                   
TC-C - Composite Technology X                       
TECH - Technology X                       

150613 - Manufacturing Engineering Technology/Technician.                         
ATS - Applied Technical Science         X               
MNET - Manufacturing Engr Technology         X               

150703 - Industrial Safety Technology/Technician.                         
SAFM - Safety Mgmt         X               

151001 - Construction Engineering Technology/Technician.                         
CM - Construction Mgmt       X X               

151301 - Drafting and Design Technology/Technician, General.                         
DRFT - Drafting Technology X                       

151501 - Engineering/Industrial Mgmt.                         
ENMG - Engineering Mgmt       X                 
TM - Technology Mgmt       X                 
IM - Industrial Mgmt         X               

160501 - German Language and Literature.                         
GERM - German                 X   X X 

160901 - French Language and Literature.                         
FREN - French                       X 
FSC - French Studies                     X X 

160905 - Spanish Language and Literature.                         
SPAN - Spanish             X   X   X X 

190401 - Family Resource Mgmt Studies, General.                         
FCS - Family and Consumer Sci                     X   
FCSE - Family & Consumer Sci Ed                     X   

190402 - Consumer Economics.                         
CA - Consumer Affairs                     X   

190501 - Foods, Nutrition, and Wellness Studies, General.                         
NFS - Nutrition and Food Science                     X   

190504 - Human Nutrition.                         
NUSC - Nutritional Sciences                     X   

190701 - Human Development and Family Studies, General.                         
HDFS - Human Devel & Family Sty                     X   

190905 - Apparel and Textile Marketing Mgmt.                         
AM - Apparel Merchandising                     X   

220101 - Law.                         
LAW - Law                       X 

230101 - English Language and Literature, General.                         
ENGL - English             X   X   X X 
EN-C - Composite Comm/English             X           

231304 - Rhetoric and Composition.                         
SPCM - Speech/Speech Communications             X           
CST - Communication Studies & Theatre                     X   
SP-C - Composite Comm/Speech             X           
SPCM - Speech                 X       

239999 - English Language and Literature/Letters, Other.                         
ENIS - English Information Systems               X         
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240101 - Liberal Arts and Sciences/Liberal Studies.             
IS - Interdisciplinary Studies                     X X 
LIBS - Liberal Studies                     X X 

240102 - General Studies.                         
GENS - General Studies             X X X   X X 
GENS - General                   X     

260101 - Biology/Biological Sciences, General.                         
BIOL - Biology X   X   X X             
BIOS - Biological Sciences         X X             

260102 - Biomedical Sciences, General.                         
BMDS - Biomedical Sciences           X             

260202 - Biochemistry.                         
BICM - Biochemistry         X               

260502 - Microbiology, General.                         
MICR - Microbiology         X               

260802 - Molecular Genetics.                         
IG - Integrative Genomics X                       

261301 - Ecology.                         
ENSC - Environmental Science     X                   

269999 - Biological and Biomedical Sciences, Other.                         
BLIS - Biology Information Systems               X         

270101 - Mathematics, General.                         
MATH - Mathematics X   X   X X             
ACMA - Applied & Computational Math       X                 

270303 - Computational Mathematics.                         
CSS - Computational Sci & Stats         X X             

270501 - Statistics, General.                         
STAT - Statistics         X               

270503 - Mathematics and Statistics.                         
MTIS - Math Information Systems   X                     

300101 - Biological and Physical Sciences.                         
NS - Natural Science           X             

30104 - Environmental Science.                         
AEWR - Atmos, Environ, Water Resource         X               
GSE - Geospatial Sci & Engr         X               

302001 - International/Global Studies.                         
GLST - Global Studies                     X   
INTS - International Studies                       X 

30201 - Natural Resources Mgmt and Policy.                         
ENVM - Environmental Mgmt                     X   

30601 - Wildlife, Fish and Wildlands Science and Mgmt.                         
WL - Wildlife & Fisheries Sciences                     X   

309999 - Multi-/Interdisciplinary Studies, Other.                         
IS - Interdisciplinary Sciences                   X     

310101 - Parks, Recreation and Leisure Studies.                         
PURE - Public Recreation                     X   
RECR - Recreation                       X 
RECM - Recreation Mgmt                       X 
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310301 - Parks, Recreation and Leisure Facilities Mgmt, General.             
PR - Park Mgmt                     X   
PRM - Park & Recreation Mgmt                     X   

310501 - Health and Physical Education/Fitness, General.                         
PE - Physical Education             X   X       
HPF - Human Performance & Fitness                 X       
HPER - Health, Phys Educatn & Recr                     X   

310504 - Sport and Fitness Admin/Mgmt.                         
EXSC - Exercise Science             X           
FMGT - Fitness Mgmt                 X       
SMAD - Sport Marketing & Administratn                 X       
WM-C - Composite Wellness Mgmt             X           

310505 - Kinesiology and Exercise Science.                         
EXSC - Exercise Science               X         

310599 - Health and Physical Education/Fitness, Other.                         
HLTP - Health Promotion                     X   

310601 - Outdoor Education.                         
OE-C - Composite Outdoor Education             X           

380101 - Philosophy.                         
PHIL - Philosophy                       X 

400101 - Physical Sciences.                         
PS-C - Composite Science/Physical X                       
PHSC - Physical Science   X                     

400401 - Atmospheric Sciences and Meteorology, General.                         
AES - Atmospheric & Environmntl Sci       X                 
ATM - Atmospheric Sciences       X                 

400501 - Chemistry, General.                         
CHEM - Chemistry X   X X X X             
CHEC - Composite Chemistry X                       
CHET - Chemistry Teaching X                       

400599 - Chemistry, Other.                         
MCHM - Materials Chemistry                       X 

400601 - Geology/Earth Science, General.                         
GEOL - Geology       X                 
ESCI - Earth Science           X             

400604 - Paleontology.                         
PALE - Paleontology       X                 

400801 - Physics, General.                         
PHYS - Physics       X X X             

409999 - Physical Sciences, Other.                         
EP-C - Environmental Physical Science             X           

410301 - Chemical Technology/Technician.                         
SCFT - Scientific Forensic Tech   X                     

420101 - Psychology, General.                         
PSYC - Psychology             X   X   X X 

422803 - Counseling Psychology                         
CPE - Counseling & Psychology in Ed                       X 
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422803 - Counseling Psychology.                         

CHRD - Cslg & Human Resource Dev                     X   
430104 - Criminal Justice/Safety Studies.                         

CJUS - Criminal Justice Studies                       X 
440000 - Human Services, General.                         

ADM - Admin                       X 
AS - Administrative Studies                       X 

440201 - Community Organization and Advocacy.                         
HMS - Human Services             X           
CSER - Community Services                 X       

440401 - Public Admin.                         
PUAD - Public Admin                       X 

440701 - Social Work.                         
SSER - Social Services                 X       

450101 - Social Sciences, General.                         
SOCS - Social Science             X           
SS-C - Composite Social Science             X           
SOCS - Social Science for Teachers                 X       

450201 - Anthropology.                         
ANTH - Anthropology                       X 

450601 - Economics, General.                         
ECON - Economics                 X   X X 

450701 - Geography.                         
GEOG - Geography                     X   

450799 - Geography, Other.                         
GISC - Geographic Information Science                     X   

451001 - Political Science and Government, General.                         
POLS - Political Science             X   X   X X 

451101 - Sociology.                         
SOC - Sociology             X   X   X X 
RSOC - Rural Sociology                     X   

490101 - Aeronautics/Aviation/Aerospace Science and Technology, General.                         
AVIA - Aviation                     X   

500101 - Visual and Performing Arts, General.                         
ART - Art                     X   

500402 - Commercial and Advertising Art.                         
CMA - Communication Arts             X           
CART - Commercial Art                 X       

500408 - Interior Design.                         
ID - Interior Design                     X   

500409 - Graphic Design.                         
GRDE - Graphic Design                     X   

500411 - Game and Interactive Media Design.                         
COMG - Computer Graphics               X         

500501 - Drama and Dramatics/Theatre Arts, General.                         
THEA - Theatre                       X 
MUTH - Musical Theatre                 X       
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500701 - Art/Art Studies, General.                         

ART - Art             X   X     X 
500901 - Music, General.                         

MU-C - Composite Music (non-Teaching)             X           
MUSV - Music - Vocal                 X       
MUS - Music                 X   X X 
MUSI - Music - Instrumental                 X       
IM-C - Composite Instrumental Music             X           
VM-C - Composite Vocal Music             X           
MUSA - Musical Arts                       X 

500903 - Music Performance, General.                         
MUAP - Music Performance                       X 

501003 - Music Mgmt.                         
MSME - Music Merchandising                     X   

50202 - American Indian/Native American Studies.                         
AIS - American Indian Studies             X         X 

510201 - Communication Sciences and Disorders, General.                         
DCOM - Communication Disorders           X             
CSD - Communication Sci & Disorders           X             
SPLP - Speech-Language Pathology           X             

510202 - Audiology/Audiologist.                         
AUD - Audiology           X             

510602 - Dental Hygiene/Hygienist.                         
DHYG - Dental Hygiene           X             

510702 - Hospital and Health Care Facilities Admin/Mgmt                         
HSAD - Health Services Admin           X             

510706 - Health Information/Medical Records Admin/Admin.                         
HIA - Health Information Admin   X                     
HINF - Health Informatics   X                     

510707 - Health Information/Medical Records Technology/Technician.                         
HIT - Health Information Technology   X                     

510908 - Respiratory Care Therapy/Therapist.                         
RESP - Respiratory Care   X                     

510912 - Physician Assistant.                         
PAST - Physician Assistant Studies           X             

510913 - Athletic Training/Trainer.                         
AT - Athletic Training         X               

511005 - Clinical Laboratory Science/Medical Technology/Technologist.                         
CLS - Clinical & Laboratory Sciences         X               
MEDT - Medical Technology           X             
MLS - Medical Laboratory Science         X               
CLS - Clinical Laboratory Science           X             

511501 - Substance Abuse/Addiction Counseling.                         
ADAS - Alcohol & Drug Abuse Studies           X             

511503 - Clinical/Medical Social Work.                         
SOCW - Social Work           X             

512001 - Pharmacy.                         
PHA - Pharmacy         X               

             



ATTACHMENT II     19 
 

 B D N M S U B D N M S U 
512003 - Pharmaceutics and Drug Design.                         

PHS - Pharmaceutical Sciences         X               
512306 - Occupational Therapy/Therapist.                         

OT - Occupational Therapy           X             
512308 - Physical Therapy/Therapist.                         

PHTH - Physical Therapy           X             
513801 - Registered Nursing/Registered Nurse.                         

             
NURS - Nursing         X X             

520201 - Business Admin and Mgmt, General.                         
BUSA - Business Admin                 X       
MGMT - Mgmt               X X       
BA-C - Composite Business Admin             X           
BADM - Business                 X       
BUSM - Business Mgmt               X         
MGMT - Business-Mgmt                       X 
BSM - Business Services Mgmt             X           
BADM - Business Admin                       X 

520204 - Office Mgmt and Supervision.                         
OFFM - Office Mgmt               X         

520301 - Accounting.                         
PACT - Professional Accountancy X X X     X             
ACCT - Accounting   X X     X             

520701 - Entrepreneurship/Entrepreneurial Studies.                         
ENST - Entrepreneurial Studies                     X   

520801 - Finance, General.                         
FIN - Finance               X X     X 

520803 - Banking and Financial Support Services.                         
BAFS - Banking & Financial Services                 X       

520903 - Tourism and Travel Services Mgmt.                         
TRHS - Tourism/Hospitality             X           
TOUR - Tourism             X           

520904 - Hotel/Motel Admin/Mgmt.                         
HFM - Hotel & Foodservice Mgmt                     X   
HMGT - Hospitality Mgmt                     X   

521001 - Human Resources Mgmt/Personnel Admin, General.                         
HRMG - Human Resource Mgmt                       X 

521003 - Organizational Behavior Studies.                         
STLD - Strategic Leadership             X           

521101 - International Business/Trade/Commerce.                         
INBU - International Business                 X       

521201 - Mgmt Information Systems, General.                         
MIS - Mgmt Information Systems                 X       
ADYS - Administrative Systems                 X       

521401 - Marketing/Marketing Mgmt, General.                         
MKTG - Marketing               X X     X 

540101 - History, General.                         
HIST - History             X   X   X X 
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90102 - Mass Communication/Media Studies.                         

MCOM - Mass Communications             X           
MCOM - Contemporary Media/Journalism                       X 

90401 - Journalism.                         
AGJR - Agricultural Journalism                     X   
JOUR - Journalism                     X   

90499 - Journalism, Other.                         
CSJR - Communication Sty & Journalism                     X   
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Appendix B: Additional Technical Details 
 
 
Graduate Data 
 Degree major tallies will be based on a graduate data file generated annually by Regental 

Information Systems staff.  This file will include a unique line record for each 
associate’s, bachelor’s, master’s, specialist’s, doctoral, and first-professional degree 
major in the Regental system over the preceding three-year period.14 

 Degree major records will be unduplicated by ID + Institution + Graduation Date + 
Degree Level prior to the execution of graduate counts. Under this approach, an 
institution can count each student completer only once per degree level per graduation 
date.  Premium field records will be retained over regular records to ensure the highest 
possible benefit to institutions. 

 Medical Doctor degree completers will be excluded from graduate tallies. 
 
Fund Recapture 
 “At risk” funds include: 

o University general funds, with the following adjustments: 
 less K12 E-Learning funds for Northern State University 
 less Animal Disease and Research Diagnostic Lab funds for South Dakota 

State University 
 plus Sanford School of Medicine allied health funds for the University of 

South Dakota 
o Tuition revenue, including: 

 State-support tuition revenue 
 Self-support tuition revenue 

o Salary Competitiveness Fee (SCF) revenue 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
14 Data will be queried by fiscal year (SU-FA-SP). 
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Established in 2009, Complete College America is a 
national nonprofit with a single mission: to work with 
states to significantly increase the number of Americans 
with quality career certificates or college degrees and to 
close attainment gaps for traditionally underrepresented 
populations. 

Dennis Jones is President of the National Center for Higher 
Education Management Systems (NCHEMS), a nonprofit 
research and development center founded to improve 
strategic decisionmaking in institutions and agencies of 
higher education. 

Now What?

This THiNk THiS. brief makes the 

case for why colleges and universities 

should shift to a system of performance 

funding, one of our six essential steps 

for states. The accompanying  

DO THiS! brief provides specific advice 

for implementing such a system.

FEbruAry 2012

OUR GOAL: By 2020, six out of 10 young adults in our country will have a college degree or credential of value.
U.S. students don’t just need to go to college; they need to complete college. Access has improved — we are sending more students to higher education —  

but success has declined. In just 10 years, six of 10 new jobs will require a college education, but fewer than half of students who enter college today finish  
with a degree or credential. Those who do complete college are taking longer, paying more, and graduating with more debt.

Value-Added Funding
A Simple, Easy-to-Understand Model to Reward Performance 

Essential Steps for States
ACT NOW. AT SCALE.

The mere mention of so-called “performance funding” 
makes college presidents and the higher education 
community nervous. It’s an understandable reaction 
to a concept that too often results in an overly complex 
outcome. Still, the basic principle of “investing the 
limited resources states have in the results they want” is 
fundamentally sound — and an essential step for states to 
take in combination with other key policy reforms in order 
to significantly increase student success and boost college 
completion.

It’s time for a better, cleaner, simpler approach. Let’s 
replace complex funding schemes that are fed into a 

“black box” at state budget agencies and produce nearly 
unpredictable outcomes. Higher education leaders need 
certainty. And elected officials want accountability for 
results and a funding approach that benefits students. 

Complete College America believes all of these outcomes 
are within reach, by using a funding model built on a 
straightforward structure that values the most important 
goals — access, progress, and success — and is simple to 
customize, and, most important, easy to understand. We 
call it Value-Added Funding. Here’s how it works:

The Basic Plan 

Begin by assigning each freshman student a value of 1. A 
sophomore receives a value of 1.2, a junior or a student 
with an associate degree is valued at 1.4, a senior at 
1.6, and a bachelor’s degree earner at 1.8. This system 
clearly rewards access, retention, and progression — and 
students who transfer into an institution with credits 
already earned become more valuable than ever. And by 
definition, a student is valued by the number of courses he 
or she actually has completed, not simply attempted or was 
enrolled in on the day students are “counted” for funding 
purposes.

A college then computes an index for its base year. It 
can “improve” its performance and increase its financial 

support each time it adds a freshman or a transfer student 
and whenever it advances a student toward graduation. 
More student access and success leads to more base 
funding. Students who do not make timely progress or 
who drop out become missed opportunities.

Funding changes from year to year will not swing 
wildly or unpredictably. And each year will produce a 
compounding effect that will become more significant over 
time — as the pool of “1.4 students” become “1.6 students” 
who become “1.8 students.” The use of a three-year 
rolling average will not diminish the compounding, but 
it would create a “smoothing” effect that could enhance 
predictability.

DO THIS!
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PERFORMANCE FUNDING 

From Idea to Action

Performance funding — the linking of allocation of resources to accomplishment 

of certain desired outcomes — is an idea that is once again finding favor with 

policymakers. It has intuitive appeal; what’s not to like about paying for results? 

While it is a notion that makes common sense to most decisionmakers, it is an 

idea with a very checkered past — it has been tried, found wanting, and with 

few exceptions abandoned. A review of past experiments suggests that it’s 

not the idea that failed, but the design and implementation of the strategies 

that derived from the idea. This brief paper presents a set of first principles 

for putting in place an approach to performance funding that will help 

policymakers avoid many of the pitfalls that plagued prior efforts in this arena. 

The principles presented fall into two categories — those dealing with design of 

the system, and a separate set dealing with implementation.
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TExAS provides a good 

illustration. its goal 

of “Closing the Gaps” 

preceded by several 

years its initiation of a 

performance funding 

component to its 

allocation model that 

rewards institutions for 

increasing the numbers 

of degrees awarded. 

indiana and Ohio also 

illustrate this principle.

illiNOiS is a good 

example of a state 

whose public agenda is 

both well-focused on the 

needs of the state while 

simultaneously calling on 

the different capacities 

of different kinds of 

institutions to achieve 

that agenda.  

(See http://www.

ibhe.state.il.us/

masterPlanning/

materials/070109_

PublicAgenda.pdf)

Design a Smart System
1.	 Recognize	that	all	funding	models	are	performance	based;	this	is	not	a	new	

idea. Institutions have consistently received appropriations from the state for achieving 
certain objectives. Most often the objective has been providing greater access and growing 
enrollments. In other cases, the incentives have been for maintaining the status quo. In the 
current incarnation, it’s not the idea that’s new — it’s the objectives for which incentives are 
being provided that are new. Access is no longer the dominant goal. It has been replaced 
by an emphasis on completion of academic programs. Numbers of students enrolled are 
becoming less the coin of the realm; production of degrees and high value certificates is 
becoming the new currency. Over the years, decisionmakers and analysts have become very 
good at devising ways to appropriately reward improvements in student access. The task 
now is to become equally adept at rewarding a different set of goals. 

2.	 Get	agreement	on	goals	before	putting	performance	funding	in	place. Resource 
allocation models are the means to an end, not ends unto themselves. If there is not a clear 
statement of goals that has broad bipartisan acceptance, then there is almost no chance of 
creating a performance funding model that can last. It is well worth the time and effort to 
get broad consensus around a “public agenda” for the state before embarking on design  
of a performance-based funding model. The public agenda should state a limited set of 
goals that:

■■ Are tailored to the needs of the state, not borrowed from elsewhere

■■ Focus on the needs of the state and its citizens, not the institutions of higher education

 The absence of such a public agenda undercuts the efficacy of many prior efforts to build 
performance funding systems. Goals need to be the driving force for performance funding, 
not a rhetorical afterthought.

3.	 Construct	performance	metrics	more	broadly.	The current focus nationally is on 
education attainment of the population and the associated encouragement for institutions 
to increase the numbers of degrees and employer-recognized certificates produced. In most 
states, this is a necessary and important goal but is likely not the only one of importance to 
the state. Others frequently found include:

■■ Innovations that expand and broaden the state’s economy 

■■ Production of graduate and professional degrees in selected fields such as STEM or 
health care

■■ Development of a workforce for high-need occupations

 It is important that all institutions have an opportunity (not a guarantee) to benefit by 
excelling at their different missions. It is important to reinforce the point that institutions 
should be able to “win” by contributing to state goals, not doing well at their own. Failure 
to abide by this principle can easily lead to:

ATTACHMENT III     25

http://www.ibhe.state.il.us/masterPlanning/materials/070109_PublicAgenda.pdf
http://www.ibhe.state.il.us/masterPlanning/materials/070109_PublicAgenda.pdf
http://www.ibhe.state.il.us/masterPlanning/materials/070109_PublicAgenda.pdf
http://www.ibhe.state.il.us/masterPlanning/materials/070109_PublicAgenda.pdf
http://www.ibhe.state.il.us/masterPlanning/materials/070109_PublicAgenda.pdf


Essential Steps for States • tHInK tHIs.

 PERFORMANCE FUNDING: From Idea to Action                          3

■■ Encouragement of unwanted behavior by institutions — mission creep by some 
institutions, and research institutions enrolling more students than deemed desirable by 
policymakers and increasing competition for students even more in the process.

■■ Legislative opposition from supporters of institutions that can’t benefit from staying 
within their mission and doing that mission well.

4.	 Design	the	funding	model	to	promote	mission	differentiation,	not	mission	creep. 
This can be accomplished in at least two distinct ways:

■■ Use different metrics/drivers for different kinds of institutions. Tennessee’s model is 
particularly good on this dimension, rewarding

■› The research universities for producing doctoral and professional degrees and 
successfully competing for more research funding

■› The comprehensive institutions for producing master’s and baccalaureate degrees

■› The community college for producing associate degrees and certificates, transferring 
students and reaching specified “momentum points” (remedial success, dual 
enrollment, and job placement, for example.)

■■ Create different pools of resources for different kinds of institutions — and make sure 
that each institution can compete for resources in only one pool. Ohio uses this strategy 
and makes distinctions among

■› Main campuses

■› Regional campuses

■› Community colleges

 The fundamental principle is to reward institutions for fulfilling their missions and not 
encourage/allow them to benefit by altering their mission. The largest bone of contention 
almost always arises when teaching institutions are discouraged from benefitting from 
engaging in research.

5.	 Include	provisions	that	reward	success	with	underserved	populations.	One of 
the major concerns voiced about performance-based funding, especially when the goal 
is to produce more graduates, is that institutions will seek to enroll only those students 
most likely to succeed and ignore students who are at risk academically, economically, or 
otherwise. To counter this possibility, most states that have instituted performance funding 
give extra weight for graduating students from at-risk populations. The weights vary 
from 40 percent (in Tennessee) to 100 percent (in Texas). The definitions of “at-risk” differ 
considerably from state to state. 

 The beauty of the formulation that gives added weight to graduates with specified 
characteristics is its flexibility; flexible in the weights attached and in the characteristics of 
students identified as priorities for extra attention.

Examples include:

• low income — usually 

measured as Pell or 

state grant eligible 

(TENNESSEE, OHiO, 

TExAS)

• Adult (TENNESSEE, 

WEST VirGiNiA, 

TExAS)

• Academically at-risk — 

below national average 

on ACT/SAT and those 

with GED (TExAS)
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6.	 Include	provisions	that	reward	progress	as	well	as	ultimate	success	(degree	
completion).	This is especially important in the early implementation stages of 
performance funding. Degree production is difficult to increase in a single year; a 
mechanism that rewards improvement in the shorter term is a useful and appropriate tool.  
It helps institutions, but more importantly, it helps students succeed by rewarding 
institutions who help students make step-by-step progress.

 It is possible to make this an inclusive provision, but it is also possible to confine this 
provision to at-risk students.

7.	 Limit	the	categories	of	outcomes	to	be	rewarded. A frequent urge is to create an 
ever-expanding list of variables that can serve as drivers of the performance funding 
model; all institutions will press for inclusion of a factor that will benefit them. It must be 
remembered that performance funding should reward contributions to attainment of state, 
not institutional, goals, and state policymakers are counseled to keep the variables attached 
to each type of institution to no more than four or five. One of the primary purposes of 
outcomes-based funding is to focus institutional attention on key state priorities. If state 
policymakers can’t limit the number of priorities, then they are providing insufficient 
leadership and the message sent to institutions will be garbled at best. Success will be 
achieved only if the message is clear.

8.	 Use	metrics	that	are	unambiguous	and	difficult	to	game. Numbers of graduates is 
an unambiguous measure; students either graduated or they didn’t. Graduation rates, on 
the other hand, are fraught with ambiguities. There are all kinds of definitional problems 
associated with determining rates. Furthermore, institutions can “game” improvements in 
graduation rates; rates can be improved by graduating fewer, better-prepared students. This 
doesn’t serve the overall goal — raising education attainment by graduating more students.

 Regardless of the goal being pursued, it is always useful to test the metrics that will serve as 
drivers of the calculation by asking two questions:

■■ If an institution sought to maximize its benefit on each metric what would it do?  
What is the easiest way to “win”?

■■ Is the behavior elicited the intended behavior?

 If the answer to the second question is “no,” go back to the drawing board; the chosen 
metrics are constructed incorrectly.

9.	 Reward	continuous	improvement,	not	attainment	of	a	fixed	goal.	Creating conditions 
under which institutions can be rewarded only if they reach a predetermined level of 
performance is generally a bad idea. Either the goal will be set too low in an effort to 
ensure success by at least a few institutions, or the goal will be viewed as unattainable 
and institutions will give up before they make a concerted effort to succeed. Better each 
institution’s current performance be established as the baseline and funds allocated on the 
basis of year-over-year improvements from that baseline.

States that have 

implemented 

performance funding 

have pointed the way 

to different approaches 

to accomplishing this 

objective. They include:

• Providing rewards to 

institutions on the 

basis of the number 

of students who 

complete 24 credits, 

48 credits, 72 credits 

(TENNESSEE).

• Valuing completed 

credits at the upper-

division level at a 

higher rate than at 

the lower-division level 

(OHiO).

• rewarding institutions 

for students achieving 

certain momentum 

points — completing 

developmental 

education and 

succeeding in the 

first college-level 

courses, completing 

15 credits, 30 credits, 

etc. (WASHiNGTON 

community colleges).
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10.	Make	the	performance	funding	pool	large	enough	to	command	attention.	
Controversy almost always surrounds the determination of the proportion of the state 
appropriation to be allocated on the basis of performance. Institutions typically argue for 
a small percentage; there is comfort in business as usual. Policymakers take the opposite 
position; more is better. There is no proven right answer and different states have reached 
different conclusions in this regard. Tennessee for years allocated 5.4 percent of the state 
appropriation on the basis of performance. Under the new model, nearly all of the allocation 
is outcome based. 

11.	 Ensure	that	the	incentives	in	all	parts	of	the	funding	model	align	with	state	goals.	
In most states, the performance funding component of the allocation model is constructed 
on top of a base funding component that can be characterized as either enrollment driven 
or base-plus. The former rewards access rather than success. The second is a recipe for 
maintaining the status quo. The orientation-to-enrollment increases as the primary driver 
is reinforced by the growing importance of tuition as a revenue source. Regardless of state 
goals, institutions have an ever-growing incentive to increase enrollments. Both approaches 
to base funding work at cross-purposes to the intentions of performance funding.

 Faced with these realities, it is important that steps be taken to ensure that the performance 
funding component doesn’t get negated by the (often countervailing) incentives inherent in 
the base allocation. Some suggestions:

■■ In enrollment-driven base models, base the calculations on completed credits, not 
enrolled credits. This is based on the fact that programs won’t be completed if courses 
that constitute those programs aren’t completed.

■■ In base-plus arrangements, freeze the base at current levels and devote all new funds to 
the performance pool.

■■ Make the performance pool an increasingly large part of the state allocation. In states 
where tuition makes up half of institutional revenues, allocation of half the state 
appropriation to performance equates to 25 percent of institutional revenues — a level 
still overshadowed by enrollment-driven considerations.

 The process by which the model is designed is critically important to long-term success. 
It’s not just adherence to sound principles, but it is also the environment in which they’re 
deployed that matters. Institutions are understandably interested in the means by which 
state funds are distributed. For both technical and political reasons, it is important to have 
institutional representatives at the table at every step. Most have knowledge and experience 
that will improve the final product. Equally important, their involvement improves the 
chances of achieving a model that has broad support.

legislation in both 

COlOrADO and 

lOuiSiANA sets the 

amount at 25 percent. 

iNDiANA now has one 

of the lower amounts at 

6.5 percent. A minimum 

of 10 percent is probably 

a reasonable target.
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Implement Wisely
Even a well-designed performance funding scheme will likely come up short if not thoughtfully 
implemented. Some basic implementation principles are:

■■ Don’t	wait	for	new	money.	Given the economic outlook for most states, funding the 
performance component of the allocation model only with new resources is a recipe for 
indefinite postponement. Because pursuit of state goals is such an imperative, delay in 
attaching performance requirements to some part of the allocation sends entirely the 
wrong message.

■■ Include	a	phase-in	provision.	Don’t try to do it all at once. If the ultimate size of the 
performance fund is intended to be 25 percent, consider phasing it in at the rate of  
5 percent over five years — 5 percent in year one, 10 percent at year two, etc. The 
objective should be to get to the target level as fast as possible without making the 
changes so large that institutions can’t adjust.

■■ Employ	stop-loss,	not	hold-harmless,	provisions. Institutions should not be held 
harmless from cuts to their allocations if they are not contributing to state goals. At the 
same time, cuts should not be so large as to jeopardize the stability of the institution. 
One way to accomplish this objective is through a “stop-loss” provision that establishes 
a maximum cut that can be imposed in any one year — e.g., 2 percent the first year, 
another 2 percent the second, etc. At some point — four or five years from the point of 
implementation — the stop-loss provision should be sunsetted and the performance 
funding model should function without artificial constraint.

■■ Continue	performance	funding	in	both	good	times	and	bad.	If pay for performance 
is intended to reward institutions for addressing the most critical issues facing the state, 
then it is hard to see how postponing its implementation could be a good idea. Funds 
that address the issues identified as being most important should be the last dollars cut, 
not the first. If the overall state appropriation is reduced, then the strategy should be to 
allocate performance dollars first and then make cuts. The net effect will be to cut the 
high performers less than those making a lesser contribution to state goals. 
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Overcome Potential Roadblocks
Those not fully sold on performance funding will raise predictable counter arguments. Among 
them:

■■ Performance	funding	has	been	tried	before	with	limited,	if	any,	success.	Why	
should	this	incarnation	of	an	old	idea	be	any	more	successful	than	previous	
cycles? There are several critical differences this time around. First, if done right, it is 
now being driven by a public agenda; it is seen as a tool to achieve key goals, not as a 
device for talking the legislature into providing marginal new dollars. Second, it derives 
its power from a consensus about priorities, not from promotion by a single persuasive 
leader or a group of self-interested proponents. Third, data systems are now much 
improved; it is possible to calculate metrics for important outcomes directly without 
relying on proxy measures. Finally, legislatures are raising the stakes; it’s no longer  
2–5 percent, but 25 percent. It is much harder to ignore such programs than it was in 
times past.

■■ Quality	will	suffer	—	institutions	can	easily	graduate	more	students	if	their	
standards	are	lowered.	There are several potential responses to this concern.

■› Faculty are the guardians of institutional quality; we have every faith that they will 
continue to be diligent in fulfilling this responsibility.

■› We will put in place a rigorous (outcomes-based) approach to assessing quality and 
will monitor results on an ongoing basis to ensure that quality is not slipping. 

■■ What	is	the	evidence	that	it	has	made	a	difference? It’s too early to judge in 
several cases, but there are some states in which implementation has resulted in higher 
performance.

■› In Texas, institutions increased degree production by 9.3 percent over baseline levels. 
The number of “at-risk” students graduated increased by 17.6 percent.

■› Similarly, Washington Community Colleges increased the number of momentum 
points achieved by 12 percent after initiation of a modest performance funding 
program.

■■ You	have	to	restore	the	base	before	setting	aside	funds	for	performance.	This is 
perhaps the most common argument put forward by opponents of performance funding. 
The reality is that institutions are producing their current (baseline) level of outcomes 
with whatever resources they currently have at their disposal. It should be expected 
that any new resources lead to higher levels of performance, not the same level of 
performance at a higher cost.
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Conclusion

Performance funding is moving into the mainstream of state-level higher 

education financing policy. Several states have thoughtfully fashioned 

approaches to allocation of resources in ways that link funding to achievement 

of state goals. As a result, there is a growing body of information about good 

practices regarding design and implementation of such financing models. This 

brief paper is an attempt to succinctly describe those practices. The field has 

advanced to the point that the knowledge base regarding how to develop such 

systems is now in place. The issue now is one of political will, not technical 

know-how. 
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