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 RECOMMENDED ACTION OF THE EXECUTIVE DIRECTOR 
 
  Review the two funding approaches being discussed and provide guidance to the 
Executive Director for continued work with the Legislative Summer Study for the creation of a 
comprehensive funding model for Higher Education in South Dakota.  

SOUTH DAKOTA BOARD OF REGENTS 
 

Full Board 
 

AGENDA ITEM: 16 
 

              DATE: October 10-11, 2012 
 

****************************************************************************** 
 
SUBJECT: Performance Funding and Legislative Postsecondary Study Committee 
 

The Legislative Summary Study Committee on Funding Models for Higher Education 
held its most recent meeting September 19 which included a series of visits at the University 
Center Rapid City, Black Hills State University, and South Dakota School of Mines and 
Technology campuses.  On the formal agenda for the committee was a discussion/overview of 
the proposal (see Attachment I) being advanced by the sub-committee chaired by Representative 
Tad Perry.  Additionally, Dr. Warner was given an opportunity to present an illustrative model 
(see Attachment II) being explored/reviewed within the Regental System.  Brief descriptions of 
the basic tenants for each of these approaches are provided in the sections below.     

 
Sub-committee Proposal 
 

Specifically, this model is a comprehensive funding framework, and includes both base-
plus and performance-driven elements. The model would be used by both the SDBOR system 
and the technical institutes, and is underpinned by two main goals: 1) increasing the number of 
graduates, and 2) increasing the growth capacity of the state’s economy. There are three 
mechanisms by which funding could be awarded to institutions: 
 

Inflation: Institutions would receive an annual 3% increase on base budgets (excluding 
budgets subject to salary policy).  

 
Expansion: Institutions would receive an amount equal to half of the average state 
appropriation per FTE student for each additional FTE of student enrollment, and for 
each additional student FTE of course completion.  Program level expansions would 
continue to be authorized and funded separately by the legislature. 

 
Performance Funding: Pending resource availability, the state would match (on a 1:1 
basis) SDBOR’s redirection of resources to a system performance pool. Performance 
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indicators would include a one-third distribution based on new graduates (with added 
weight for premium fields), a one-third distribution to masters only institutions based on 
retention1 of “at-risk” students, and the remained distributed to doctoral granting 
institutions for growth in research and innovation expenditures.  Performance funds 
would be awarded by the state at the system level. Systems would determine how to 
allocate funds to individual institutions. 

 
In addition to these funding components, the proposal seeks to create an inter-agency “Council 
on Higher Education Policy Goals, Performance, and Accountability” to oversee the model’s 
implementation. Both the chair of SDBOR and SDBOR executive staff would have membership 
in this council. 
 
Regental System Illustrative Model 
 

The performance funding system illustrated by the Board of Regents rooted in two core 
priorities: cultivating South Dakota’s workforce by helping more students earn a college degree 
and enhancing statewide economic development by boosting sponsored research.  To align with 
these priorities, three performance indicators (graduate production, student retention, and 
research activity) would be measured on an annual basis using simple yet meaningful metrics in 
each area.   
 

Priority Area(s) Indicator Description 
Workforce 
Development Through 
Student Success 

Graduate 
Production 

The number of graduates produced, with greater 
emphasis on high degree levels and high-priority 
fields 

Workforce 
Development Through 
Student Success 

Student 
Retention 

The percentage of bachelor’s degree-seeking 
students who enroll for a second year of school 

Economic 
Development Through 
Sponsored Research 

Research 
Activity 

The expenditures made by each campus on research 
activities 

 
Figures for each measure would be averaged over the most recent three-year period (aka 

“Period B”), and then compared against the previous three-year period (“Period A”).  These 
periods would advance each year on a rolling basis.  The differences between an institution’s 
Period A and Period B measurements for all three indicators would be rescaled into a common 
“performance unit” metric to enable comparability.  If the system generates a net gain of 
performance units, it would receive new base funds (per earned performance unit).  If the system 
generates a net loss of performance units, a corresponding quantity of base funding would be 
lost.  The illustrated model would become part of SDBOR’s annual appropriations process by 
applying a “performance correction” to base funds received. 
 
                                                           
1 - “Retention rate” would be define as the percentage of students retained in either system (i.e., a student would be 
considered “retained” if he or she continued to enroll in any Regental institution or SD technical institute). 
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 During their September meeting, the Council of Presidents and Superintendents discussed 
and reviewed both models and raised three concerns they hoped would be useful for framing 
discussion related to performance funding as the Board of Regents continue working with the 
Legislature and the Governor on this funding issue.  First, COPS members raised concerns 
regarding the placement of funds into separate pools which prioritized student success and 
research activities differently at the doctoral granting and master’s comprehensive institutions.  
For the past decade, the Board of Regents have emphasized the importance of growing research 
throughout the Regental system, and when funding allocations are targeted at only three 
institutions it has the potential for fostering an environment where presidents are encouraged to 
re-direct institutional resources and investments in the area directly tied to performance funds.  
The same concern was raised by doctoral granting institutions who noted considerable activity 
over the past five years to improve student retention (especially for at-risk student populations).   
 

Second, concern was raised related to the competitive environment that is further 
established when institutions are asked to compete against each other in the area of graduate or 
retention/research growth.  The model as presented established that a pool of funds may be 
allocated toward performance and each institution will compete against the five other Regental 
institutions for those funds in each funding pool.  This creates an environment where the fund 
allocation by the legislature each year establishes a potential imbalance for funding every year.  
For example, a model based on growth with a pre-determined pool of base funds would produce 
unequal distributions each year (i.e., an associate degree worth $10,000 increase in one year, 
followed by $300,000 the next depending on graduate production rates). Additionally, those 
institutions that have degree programs with enrollment caps would be at a disadvantage as they 
are limited in their ability to grow the number of graduates in those programs.   
 

Finally, as the proposal notes, the performance pool would be contingent each year on 
legislative funding, so growth in all areas in a subsequent year may receive no financial 
investment from the state, and could be followed with a significant base funds decrease in a year 
of limited growth on the performance indicators.  Consistent with the issues described in the 
second issue raised above, the uncertainty surrounding funding makes it difficult for an 
institution to adequately, plan and make targeted investments.  Funding is contingent on not only 
an institutions performance but the performance of other institutions; whereby, an institution 
could experience growth on each indicator (but not at the rate of other institutions) and could 
lose funding.  This is especially true when under a model where institutional base funds are 
expected to be placed up as a match against the state performance pool.   
 



Legislative Interim Committee on Postsecondary Education 

Summary of the Model Development Subcommittee’s Proposed Model 

 

On Monday, September 10
th

, members of the SDBOR senior leadership team were apprised by Rep. Perry of 

the funding model currently under development by a subcommittee of the Legislative Interim Committee on 

Postsecondary Education.  This model will be presented as a formal agenda item at the Interim Committee’s 

meeting on September 19
th

 in Spearfish.   

 

The model is a comprehensive funding framework, and includes both base-plus and performance-driven 

elements.  The model would be used by both the SDBOR system and the technical institutes, and is 

underpinned by two main goals: 1) increasing the number of graduates, and 2) increasing the growth capacity 

of the state’s economy.  There are three mechanisms by which funding could be awarded to institutions: 

 

1) Inflation: 

� Institutions would receive an annual 3% increase on base budgets (excluding 

budgets subject to salary policy) 
 

2) Expansion: 

� Institutions would receive an amount equal to half of the average state 

appropriation per FTE student for every: 

a) additional FTE of student enrollment 

b) additional student FTE of course completion 

� Program expansions would continue to be authorized and funded separately by the 

legislature. 
 

3) Performance Funding (SDBOR elements only): 

� Pending resource availability, the state would match (on a 1:1 basis) SDBOR’s 

redirection of resources to a system performance pool. 

� Performance indicators: 
 

Group Measure Share 

Both New graduates with added weight for premium fields One third 

Mast only Retention of “at risk” students One third 

Doct only Growth in research and innovation expenditures One third 

 

Other notes: 
 

- The proposal would create an inter-agency “Council on Higher Education Policy Goals, Performance, 

and Accountability” to oversee the model’s implementation.  Both the chair of SDBOR and SDBOR 

executive staff would have membership in this council. 

- Performance funds would be awarded by the state at the system level.  Systems would determine 

how to allocate funds to individual institutions. 

- All placement data would be generated through wage record matching performed by the SD 

Department of Labor and Regulation. 

- “Retention rate” would be define as the percentage of students retained in either system (i.e., a 

student would be considered “retained” if he or she continued to enroll in any Regental institution or 

SD technical institute). 

 

 

 

The subcommittee’s full proposal is provided on the following pages. 
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Funding Goals and Performance for Postsecondary Education 

 

The public purpose of state supported postsecondary systems and institutions is to provide: 

• A workforce that meets current and prospective needs of the state's economy. 

• An affordable postsecondary educational opportunity for citizens. 

• Access to postsecondary programs so  the state can growth its educated citizenry that will 

provide leadership in all sectors of life in the state. 

• A foundation for the state to grow its development and innovation capacity of the state's 

economy. 

 

Current goals for the public postsecondary systems and institutions: 

 1. Increase the number of graduates for the state's workforce. [Access and affordability will 

contribute to the attainment of this goal]. 

 2. Increase the growth capacity of the state's economy. 

  a. Increase the innovation and development capacity for the state. 

  b. Increase skills of current state workforce. 

 

Metrics 

 Goal 1: Increase the number of graduates for the state's workforce. 

  a. Increase number of graduates with premium weight given to selected disciplines and 

degree levels and to those graduates placed in state. [all institutions] 

  b. Increase number of undergraduate graduates of at-risk populations--underprepared, 

low-income, Native American, non-traditional  students, etc.  [masters institutions] 

  b. Increase course completions  [intermediate steps].  [all institutions] 

  c. Increase  first to second year retention [intermediate steps]. [all institutions] 

 Goal 2: Increase the growth capacity of the state's economy. 

  a. Increase the expenditures in research [doctoral institutions] 

  b. Increase the certificate and non-degree participants [technical institutes] 

  

Council on Higher Education Policy Goals, Performance, and Accountability. A council is created to 

establish and review policy goals.  The council shall include the Secretary of Labor, the Commissioner of 

the Governor's Office of Economic Development, three House of Representatives members appointed 

by the Speaker, three members of the State Senate appointed by the Senate pro-tempore, the Chair of 

the Board of Regents or designee board member, the Secretary of Education,  and the state level 

executive officers of postsecondary education systems. The Governor or designee shall serve as chair of 

the council. The Council shall set 4- year goals and metrics for measuring goals no  later than by July 1 

following each gubernatorial election, beginning in 2015. During the intervening years the Council shall 

meet annually to review progress toward goal attainment.  

 

Accountability Reports. Public postsecondary systems will provide annual accountability reports to the 

Council on Higher Education Policy Goals, Performance and Accountability. The requirements for each 

report shall be determined by the Council. The initial report shall include: 

1. Information on improvements in time-to-degree completions. 

2. Affordability. 
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3. Placement of graduates in jobs in South Dakota. To be included in a boarder report conducted 

by  the Department of Labor using wage and employment data.  

4. Information on improvements in the proportion of graduates who are successful on exit, 

licensure, or certification through third party assessments.  

 

The following Postsecondary Funding Approach will serve as a framework for providing resources to 

postsecondary institutions to achieve these purposes.  

 

1. Inflation: When resources are available, the public postsecondary institutions would receive 3% or 

the rate of inflation whichever is less on their base budgets that are not covered by state salary policy. 

Where state salary policy is applied to postsecondary systems, the systems would receive the same 

state salary  policy applied to the state. 

 

2. Mission Expansion: When resources are available, postsecondary systems would receive funds to 

reflect their added service to the state.  For expanded student service, institutions would receive one-

half the average state appropriation for all postsecondary students in the preceding year for each FTE of 

additional student enrollment and  one-half the average state appropriation for all postsecondary 

students in the preceding year for each additional  FTE of student course completers. For expansion, the 

legislature would fund any legislatively authorized new degree or expanded program. 

 

3. Performance Funding: When resources are available and where the postsecondary systems have not 

exhausted the available state resources in numbers 1 and 2 above, the state will match system 

redirection of institutional resources 1:1  for the purposes of creating  a performance funding pool for 

each postsecondary systems. For the initial period, systems will receive funds based on improvements in 

the following areas: 

 Board of Regents: 

 a. One-third would be earned based on the total number of new graduates by  the regental 

institutions with special weigh given to degrees in STEM and other critical need programs as determined 

by the Council on Higher Education Policy Goals, Performance, and Accountability.  [All institutions] 

 b. One-third would be earned based on the total number of at-risk students who are retained at 

the regental Master's level institutions. At-risk populations are students who are in one of the following 

categories of students--underprepared, low-income, Native American, non-traditional  students, etc.  

[Masters institutions] 

 c. One-third  would be earned based on the growth of expenditures for research and innovation 

at the regental doctoral institutions.   [Doctoral institutions] 

 Technical Institutes: 

 a. One-half of the Performance Funds would be earned based on the total number of new 

graduates by  the public technical institutes with special weigh given to degrees in STEM and other 

critical need programs as determined by the Council on Higher Education Policy Goals, Performance, and 

Accountability.   

 b. One-half of the Performance Funds for the Technical Institute system would be earned based 

on the growth in completers of non-degreed, less than one-year training programs, offered by the 

institutes. 

 

General Notes: 

• State appropriated performance  funds not earned shall be retained by the state. 

• System governing boards shall determine how to allocate the funds within their systems and 

shall report this to the state. 
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• Performance audits related to measurement metrics will be performed by the state. 

• Student placement data shall be provided by the Department of Labor and shall include a report 

on the placement of graduates in South Dakota. 

• State boards, commissions, or agencies that conduct exams for licensure or certification shall 

annually report to the state governing systems the numbers of test-takers and the numbers of 

successful test-takers by institution. 

• Retention data shall be reported using the national clearinghouse and will report the number of 

students retained in one of the public postsecondary systems in South Dakota.  
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What do we do and how well do we do it?  These questions are at the core of any 

effort to evaluate one’s own performance.   

 

Institutions of higher education are increasingly being asked to enter the waters of self-

evaluation.  In an era of mounting demands for accountability, postsecondary systems 

across the United States face increasing pressure to demonstrate results.  

Consequently, the actual performance of the nation’s system of colleges and 

universities has attracted growing scrutiny.  This scrutiny is certainly justified in the 

public sector.  Public institutions are supported through public resources, and as such 

must serve as good stewards of those resources. 

 

In this context, the idea of performance funding has emerged as a key means by 

which institutions are held accountable for their own productivity.  Performance 

funding represents a major shift from first-generation funding formulas, which focused 

only on the “inputs” of higher education.  By contrast, performance funding is a 

market-oriented, efficiency-driven approach that gives sole attention to outcomes, 

that is, how well institutions meet important priorities.  

 

The following pages outline one approach for gauging and monetizing the work of our 

state’s public institutions.  By centering on three essential indicators – improving 

graduate production, enhancing student retention, and boosting research activity 

– this illustration attempts to set clear goals and hold institutions accountable for 

meeting those goals. 

 

This illustration represents one method for putting our priorities into action.  It 

offers a clean, simple approach for cementing our priorities, measuring our progress, 

acknowledging our successes, and underscoring our shortcomings.  When assembled, 

these individual steps would allow our system of public education to more effectively 

serve the needs of the state and its students. 

 
           Respectfully submitted, 

 
     Jack R. Warner   

  
     Executive Director, SDBOR  
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Executive Summary 
 
 

Priorities.  Action.  Resources. 
 

No matter where, when, or how – any robust performance funding model involves the effective 
alignment of these three areas.  How does this occur in the illustrated model? 
 

Putting priorities first.  Isaak and Longanecker (2012) plainly assert that “Goals must drive outcomes 
funding.”1  Indeed, the performance funding system illustrated here is deeply rooted in two core 
priorities: cultivating South Dakota’s workforce by helping more students earn a college degree and 
enhancing statewide economic development by boosting sponsored research.  The three performance 
indicators used in this illustration were selected on the basis of their centrality to these priorities.  Other 
indicators could also be included, e.g., progression rates for low-income or at-risk students. 
 

Propelling action.  This illustration is based on three main indicators: graduate production, student 
retention, and research activity.  Institutions would be measured on an annual basis using simple yet 
meaningful metrics in each area.  Measurement needs to be regular and ongoing, giving institutions the 
opportunity to show incremental, continuous improvement.  While the concepts used in this illustration 
establish clear priorities, institutions would have unrestrained flexibility in determining their own 
courses of action. 
 

Putting resources on the table.  Tight budgetary conditions in recent years have left the public 
university system needing to do more with less.  This illustration places new funds on the table, but 
links them directly with institutional performance.  Accountability in the illustrated model is robust, 
given that the flow of resources can go either way: if the system produces gains, resources would follow; 
if it produces losses, resources would decline.  As such, this illustration pushes the system and its 
institutions to be innovative and entrepreneurial while staying firmly grounded in core priorities.  
 

* * * * * 
Model Mechanics 
 

One of the chief virtues of the illustrated model is its simplicity.  The state’s system of six public 
universities would be measured annually using the three basic indicators: 
 

Priority Area(s) Indicator Description 

Workforce Development 
Through Student Success 

Graduate 
Production 

The number of graduates produced, with greater 
emphasis on high degree levels and high-priority fields 

Workforce Development 
Through Student Success 

Student Retention The percentage of bachelor’s degree-seeking students 
who enroll for a second year of school 

Economic Development 
Through Sponsored Research 

Research Activity The expenditures made by each campus on research 
activities 

 
Figures for each measure would be summed (or averaged) over the most recent three-year period (aka 
“Period B”), and then compared against the previous three-year period (“Period A”).  These periods 
would advance each year on a rolling basis.  The differences between an institution’s Period A and 
Period B measurements for all three indicators would be rescaled into a common “performance unit” 
metric to enable comparability.  If the system generates a net gain of performance units, it would receive 
new base funds (per earned performance unit).  If the system generates a net loss of performance units, 
a corresponding quantity of base funding would be lost.  The illustrated model would become part of 
SDBOR’s annual appropriations process by applying a “performance correction” to base funds received. 

                                                           

1 Isaak, L.A., & Longanecker, D. (2012).  Presentation to South Dakota Interim Committee on Postsecondary 
Education, August 21, 2012.  Material quoted from slide nineteen. 
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Outline of the Document 
 
 

This report covers considerable ground.  The first section provides a brief history of formula funding in 
US postsecondary education, focusing mainly on the transition from early input-based formulas to their 
performance-based successors.  Next, the report moves to a broad review of current state practices with 
respect to performance models, including a summary of the principles and metrics that commonly are 
applied in the construction of such models.  The report also gives an account of South Dakota’s history of 
formula funding, including a description of the pilot model used to allocate one-time funding in FY2013.  
With these points as context, the report turns to a description of a potential performance model that 
could be used by the public university system. 

 

– MODEL BACKGROUND – 
 

Formula Funding in the US: An Overview 
 
 

Two major fiscal appropriations methods exist among public higher education systems in the US.2  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 decisions 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 has been 
argued that this technique lends improved stability and equity to the broader appropriations process. 
 
Funding formulas originally were developed as a means by which 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.3  Texas was the first state to introduce an explicitly 
formulaic approach to funding public post-secondary institutions.4  By 1964, 16 states were using a 
formula-based method for public higher education funding; this number climbed to 25 by 1973 and rose 
to 30 by 1996.5  As of 2006, 38 states used some form of a funding formula to distribute monies to their 
own public colleges and universities.6  Table 1 (next page) provides a state-by-state summary of funding 
formula use (for post-secondary appropriations) in the US.7   
 
Presently, most states use a mixed budgeting approach that combines elements of base plus and formula 
funding.8  As summarized in a recent review of state-by-state practices, “In most states and systems, 
however, total institutional needs are not determined by a formula mechanism.  Additions are made to 
the amounts determined by formula to recognize special needs or special missions…Further, states may 
use formulas or guidelines for specific program areas such as instruction and academic support, or they 
may be all-inclusive,” (emphasis added).9 The extent to which base plus and formula funding techniques 
are balanced within each state seems to be subject to considerable variation. 

                                                           

2 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.  Denver, CO.   
3 McKeown, M.P. (1999).  Higher education funding formulas.  New Directions for Higher Education, 107, 99-107. 
4 McKeown, M.P. (1996).  State funding formulas for public four-year institutions.  Report by the State Higher 
Education Executive Officers (SHEEO). 
5 Ibid. 
6 MGT of America, Inc. (2008).  Funding formula use in higher education.  Independent research report.   
7 Ibid. Table is reproduced from p. 16. 
8 Parmley, Bell, L’Orange, & Lingenfelter (2009) found that only three US states use a funding formula only, with no 
base plus component. 
9 MGT of America, Inc. (2008).  Funding formula use in higher education.  Independent research report.   
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Table 1.  States Using Funding Formulas for Post-Secondary Budgeting 
 

State 1984 1992 1996 2006 

Alabama X  X X  X 
Alaska    X      
Arizona  X  X  X  X  
Arkansas  X  X    X  
California  X  X  X  X  
Colorado  X  X  X    
Connecticut  X  X  X  X  
Delaware          
Florida  X  X  X  X  
Georgia  X  X  X  X  
Hawaii        X  
Idaho    X  X  X  
Illinois  X  X  X  X  
Indiana        X  
Iowa          
Kansas  X  X  X  X  
Kentucky  X  X  X  X  
Louisiana  X  X  X  X  
Maine          
Maryland  X  X  X  X  
Massachusetts  X      X  
Michigan  X      X  
Minnesota  X  X  X  X  
Mississippi  X  X  X  X  
Missouri  X  X  X  X  
Montana  X  X  X  X  
Nebraska        X  
Nevada  X  X  X  X  
New 

Hampshire          
New Jersey  X        
New Mexico  X  X  X  X  
New York  X      X  
North Carolina        X  
North Dakota  X  X  X  X  
Ohio  X  X  X  X  
Oklahoma  X  X  X  X  
Oregon  X  X  X  X  
Pennsylvania  X    X  X  
Rhode Island          
South Carolina  X  X  X  X  
South Dakota  X  X  X  X  
Tennessee  X  X  X  X  
Texas  X  X  X  X  
Utah    X  X    
Vermont        X  
Virginia  X  X    X  
Washington  X        
West Virginia  X  X  X    
Wisconsin  X        
Wyoming        X  

n 36 32 30 38 
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Current Practices: Focusing on Performance 
 
 
Funding formulas tended (until relatively recently) to be input-driven, relying mostly on counts of 
students, faculty, and other cost factors.  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 have been spurred to focus on system outputs 
rather than system inputs.10  Consequently, performance-based funding models have begun to attract 
considerable attention across the academe.  These models replace the old emphases on input-based 
(e.g., enrollments) or cost-based (e.g., operations, facilities) indicators with a new focus on actual 
institutional productivity (e.g., degree completions).   
 
Performance-based funding systems have gained strong backing from many critical players in higher 
education.  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.  As asserted in a 
recent policy paper, NGA has taken the position that, “Revamping states’ higher education accountability 
systems should focus on increasing the use of performance and outcome metrics and then using those 
metrics to make and evaluate policy decisions, particularly in areas such as budgeting, funding, and 
regulation.”11  Similarly, a research report by the New England Board of Higher Education affirms that, 
“If degree attainment and college completion are to be major foci of a state’s higher education agenda in 
the coming years, then alignment with performance-based funding is an important, if not requisite, 
action step.”12 
 
A number of states have transitioned to performance-based funding models, or at minimum have added 
performance-based elements to existing models.  Tennessee was the first state to deploy a strictly 
performance-based model (doing so in 1979).13  Beginning in the 1990s, a number of other states – 
mainly in the South and Midwest – began to develop performance-based frameworks of their own.14  
The American Association of State Colleges and Universities observes that between 1979 and 2007, 
twenty-six different states adopted some form of performance-based funding.15 

 
To underscore several cases in point, Table 2 below summarizes the performance funding models 
currently used in four Midwestern states.  The states highlighted here are widely cited as key leaders in 
the development of performance funding systems for higher education.  In general, these states are 
illustrative of NCHEMS’s observation that, “The current focus nationally is on educational attainment of 
the population and the associated encouragement for institutions to increase the numbers of degrees 
and employer-recognized certificates produced.”16 

                                                           

10 Lederman, D., (2008, December 17).  Performance funding 2.0.  Insider Higher Ed. 
11 Reindl, T., & Reyna, R. (2011).  From information to action: Revamping higher education accountability systems.  
Position paper by the National Governor’s Association.  Washington, DC.  Material quoted from p. 3. 
12 Crelin, M., Aaron, D., Mabe, D., & Wilk, C (2011).  Catalyst for completion: Performance-based funding in higher 
education.  Report by the New England Board of Higher Education (NEBHE).  Boston, MA.  Material quoted from p. 
13. 
13 Dougherty, K.J., Natow, R.S., Hare, R.J., Jones, S.M., & Vega, B.E. (2011).  The politics of performance funding in 
eight states: Original, demise, and change.  Research report for the Community College Research Center, Columbia 
University.  New York, NY. 
14 Crelin, M., Aaron, D., Mabe, D., & Wilk, C (2011).  Catalyst for completion: Performance-based funding in higher 
education.  Report by the New England Board of Higher Education (NEBHE).  Boston, MA.   
15 Harnisch, T.L. (2011).  Performance-based funding: A re-emerging strategy in public higher education financing.  
Policy brief published by the American Association of State Colleges and Universities. Washington, DC. 
16 Jones, D. (2012).  Performance funding: From idea to action.  Report for Complete College America by NCHEMS.  
Boulder, CO.  Material quoted from p.2. 

ATTACHMENT II     15



 

 

7 

 

 
Table 2.  Summary of Performance Models in Four States 

 
State Current Type Metrics Applicable 

Institutions 

Notes 

Indiana 2011-13 
biennium 

Base Degrees Awarded  
Degrees Awarded to Low-Income Students  
Degrees Awarded On-Time  
Successful Completion of Credit Hours 
Successful Completion of Credit Hours – Dual Credit 
Successful Completion of Credit Hours – Early College 
Research Expenditures 

All, with 
limited 
exceptions 

All metrics are generated 
by computing a delta 
between a recent rolling 
average and a past rolling 
average, and then 
multiplying delta by a fixed 
value.  Some metrics are 
calculated for resident 
students only. 

Illinois FY2013 Base Degrees Awarded (weights for Pell, adult, minorities, field) 
Undergraduate Degrees per 100 FTE 
Education and General Spending per Completion 
Research and Service Expenditures 
Transfers to 4-years (2-years only) 
Remedial Student Success (2-years only) 

Varies by 
institutional 
type (4-year, 
2-year) 

Data are rescaled to 
facilitate comparability 
between metrics.  System is 
competitive; funds are 
distributed on the basis of 
each institution’s share of 
system performance. 

Ohio FY2011 Base Degrees Awarded (weights for fields, at-risk students) 
Course Completions (weights for fields, at-risk students) 
Medical/Doctoral Spending (RUs only) 
Enrollment (community colleges only) 
Student Progression Benchmarks 

Varies by 
institutional 
type (RU, RC, 
CC) 

System is competitive; 
funds are distributed on 
the basis of each 
institution’s share of 
system performance. 

Tennessee FY2010 Base Degrees Awarded (weights for at-risk and adult students) 
Degrees Awarded per 100 FTE 
Student Progression Benchmarks 
Research and Service Expenditures (4-years only) 
Graduation Rate (4-years only) 
Transfers Out  
Job Placements (2-years only) 

Varies by 
institutional 
type (4-year, 
2-year) 

Dollars distributed on a 
per-performance-unit 
basis.  Formulae elements 
and weights vary by 
Carnegie classification of 
each institution.  Data are 
rescaled to facilitate 
comparability between 
metrics. 

 

* Note: Summaries give basic highlights of each model only.  Each model features considerable complexity not captured here. 

 
 

A
TTA

C
H

M
EN

T II     16



 

 

8 

 

Formula Funding in South Dakota 

 
 

From the 1970s to the late 1990s, South Dakota’s public universities were funded in part through 
an enrollment-driven formula.  The formula generated budget requests for instructional resources 
by estimating costs associated with delivering certain state-support credit hours.  In so doing, the 
formula considered such factors as level of instruction, discipline, class size, and faculty workload.  
The instructional formula was discontinued in FY1999 as a budget request tool, due mainly to the 
formula’s overwhelming complexity and lack of policymaker confidence.  The formula continued to 
be used by SDBOR (until FY2008) every four years to realign base budgets.  In the interim years, 
institutions were funded on the basis of enrollment growth via changes in student FTE, and were 
funded up to the level of resources from student tuition as there was no state subsidy.  A small-scale 
performance model was added in FY2005 using $250,000 appropriated by the state and $250,000 
in university matching funds.  Performance funds were awarded using measures of student 
retention, grants and contracts, and progress toward university-defined goals.  This model was 
terminated in FY2010 as a consequence of recession-era funding cuts. 
 

Supported by $3 million in one-time funds from the legislature, SDBOR rolled out a pilot 
performance funding model in FY2013.  Under this model, a fixed pool of dollars was distributed to 
campuses on the basis of graduate production.  The model’s sole performance indicator – degrees 
awarded – used a weighting system that emphasized degrees from higher degree levels (e.g., 
doctorates) and targeted workforce areas (e.g., STEM disciplines).  Regental campuses received 
performance funds in direct proportion to the relative volume of weighted degrees it produced. 
 

As its name implies, the above “pilot” model was advanced primarily as a developmental, or “proof 
of concept” model that might be further refined into a more comprehensive performance appraisal 
and funding system.  The illustration that follows is an extension of the original pilot.  In fact, the 
graduate production component contained in the illustration is nearly unchanged from the metric 
used in the FY2013 pilot model.  The illustration adds two additional performance indicators – 
student retention and research activity – to recognize a broader array of core system priorities. 
 

– MODEL DESIGN –  
 

Design Principles 
 
 

The term “performance-based model” is unified in concept but can be diverse in application.  Like 
the input- and cost-based models that preceded them, performance-based models are not seen as a 
one-size-fits-all venture.  These models may be calibrated under an infinite variety of assumptions, 
indicators, and mechanisms.  Accordingly, a number of industry leaders have offered “best practice” 
recommendations for effective models.  The National Center for Higher Education Management 
Systems (NCHEMS), for example, suggests that performance systems be simple (use a limited 
number of indicators), unambiguous (straightforward and difficult to “game”), balanced (use both 
short-term and long-term indicators), and meaningful (distribute non-trivial funding amounts).17   
 

In a presentation to the South Dakota Interim Committee on Postsecondary Education, 
representatives from the Midwestern Higher Education Compact (MHEC) and the Western 
Interstate Commission for Higher Education (WICHE) identified ten principles that bear on the 
design of effective performance funding models.18  These principles are reprinted below, along with 
commentary describing their application in the development of the illustrated model. 
                                                           

17 Jones, D. (2012).  Performance funding: From idea to action.  Report for Complete College America by 
NCHEMS.  Boulder, CO.  The model characteristics presented here are selected; see source for full list.  
18 Isaak, L.A., & Longanecker, D. (2012).  Presentation to South Dakota Interim Committee on Postsecondary 
Education, August 21, 2012.  Public presentation. 
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Table 3.  MHEC / WICHE Principles of Model Design 

 
MHEC/WICHE Principle …as Reflected in the SDBOR Model 

1. Identify key stakeholders As the model evolves, it would be vetted extensively with a 
broad array of intra-agency and inter-agency stakeholders, 
including a variety of Regental standing councils (i.e., Council of 
Presidents and Superintendents, Academic Affairs Council, and 
Business Affairs Council), Board leadership and the full Board of 
Regents, and senior representatives from the Governor’s Office.   
 

2. Establish broad consensus 
on a public agenda 

Service to the broader public interest is a defining hallmark of 
the illustrated model, which is undergirded by two central 
priorities: cultivating South Dakota’s workforce by helping more 
students earn a college degree and enhancing statewide economic 

development by boosting sponsored research.  Performance 
indicators were selected for use in the illustration on the basis 
of their direct linkages to these priorities. 
 

3. Assess viability of 
performance funding 

The illustration seeks outcomes-based funding – as opposed to 
traditional input-based funding – for the important reason that 
outcomes-based funding assures the state the highest possible 
value for its investment dollar.  By allocating resources on the 
basis of actual performance – rather than the capacity to 
perform – the SDBOR system and its institutions must earn 
dollars distributed under this illustration.  This feature is 
particularly important given the state’s current budgetary 
environment. 
 

4. Identify appropriate 
measures 

In the selection of performance indicators, model developers 
observed one key mantra: “keep it simple.”   The literature on 
performance funding is rife with examples of funding formulas 
that collapsed under the weight of their own complexity.   In 
this light, only three general indicators (i.e., graduate 
production, student retention, and research activity) survived 
to the final version of the illustrated model.  Following 
established best practices, the illustration includes a mix of 
“ultimate” (graduate production, research activity) and 
“intermediate” (student retention) outcomes.  Other measures 
can be added to reflect other important public policy priorities. 
 

5. Define adequate 
institutional progress 

Rather than setting fixed performance goals, the illustration 
encourages continuous improvement from participating 
institutions.   
 
 
 
 
 

Table continued on next page �   
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6. Allocate sufficient funds Both anecdotal and empirical accounts strongly suggest that, in 
order to affect large-scale change, performance funding systems 
must be financed to a degree sufficient to motivate institutional 
behavior.  In other words, a meaningful level of funding must be 
in play.  A frequent critique of the state’s first performance 
funding system centered on the underwhelming magnitude of 
the program’s allocation pool.  The illustrated model aims to 
motivate vigorous institutional participation by allowing 
institutions the opportunity to earn (or lose) a more substantial 
performance award. 
 

7. Link with state 
appropriations 

It is the hope of the South Dakota Board of Regents that the 
general provisions of the illustrated model be affirmed through 
enabling legislation that codifies the performance funding 
system as a formal element of the annual appropriations 
process.  Also in light of guidance presented by MHEC/WICHE, 
the illustrated model seeks to distribute (or forego) new base 
dollars rather than existing base dollars. 
 

8. Foster favorable conditions 
for compliance 

The illustrated model makes no attempt to stipulate the 
approaches or interventions used by institutions to improve 
their own outcomes.  Institutions would maintain full autonomy 
and flexibility in selecting appropriate and effective strategies.   
Institutions would of course continue to be bound by all 
existing policies, administrative rules, and procedures 
governing their academic and operational affairs.    
 

9. Prevent gaming the system The illustrated model’s open-endedness figures prominently 
here.  Because institutions would not work toward explicit 
performance “goals” (but instead strive for continuous 
progress), the system largely sidesteps the potential problem of 
low goal-setting.  Further, because the illustrated model is 
based on a system of rolling three-year averages, any efforts to 
artificially inflate (or deflate) performance measures in the 
current three-year average would backfire once those figures 
become part of the comparison period. 
 

10. Evaluate and adjust All performance funding would be conducted centrally, and 
thus would not rely on self-reported data from campuses.   The 
Board of Regents maintains a comprehensive central data 
system that allows for continuous monitoring and rigorous data 
validation.  Further, specification of the model’s indicators 
would be subject to periodic review and adjustment as per 
conditions established in its enabling legislation. 
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Methodology I – Basic Features 
 
 

The illustrated performance model is a mechanism by which new general fund dollars are 
distributed to (or reclaimed from) the SDBOR system of universities on the basis of measurable 
productivity.  The model is based on three core indicators: graduate production, student retention, 
and research activity.   Each indicator was included in the model due to its close association with 
one or more of university system’s core priorities.   
 

� Graduate Production 
 

� Graduates are perhaps the most basic deliverable of any degree-granting institution.  
Indeed, some measure of graduate production is included in almost every performance 
model in use today.  By helping more students to complete college degrees – and in 
particular, degrees in high-priority fields – the university system not only would 
facilitate greater student achievement, but also would advance the state’s economic 
and workforce development interests.  The illustrated model uses a weighted degree 

metric that awards specific weights based on graduates’ degree levels and fields of 
study.    Higher degree levels (e.g., doctorates) and high-demand fields of study (e.g., 
STEM disciplines) are given greater weight than lower-level, lower-demand fields.  
Fields with higher weight values include accounting, computers and information 
technology, health, STEM, and STEM teaching.   

 

� Student Retention 
 

� Student retention is a fundamental student success indicator in that discouraged 
students who drop out of college after the first year may never return to complete a 
degree.  Stated simply, “first- to second-year retention rate” refers to the percentage of 

first-year students who return for a second year of college.  As such, retention rates 
represent an “intermediate” (i.e., immediate term) performance metric.  Retention rate 
is defined in the model as the proportion of bachelor’s-seeking undergraduate first-
time and transfer students who – after starting at a Regental institution in a given fall 
term – return to enroll in any Regental institution the next consecutive fall term (or 
complete a degree, as in the case of advanced transfer students).   

 

� Research Activity 
 

� University research is sponsored through awards generated from federal, state, and 
private sources, and often provides both immediate (e.g., employment) and long-term 
(e.g., commercialization) economic benefits to the state.  In the illustrated model, 
research activity is measured via research expenditures, which are directly indicative 
of the extent of campus-level research activity.   

 

The computational approach of the illustrated model is straightforward.  For each outcome 
measure, the model compares the system’s most recent three-year period to the previous three-
year period.19  For example, the system’s graduate production, retention rates, and research activity 
for FY2009-FY2011 would be compared against analogous figures from FY02006-FY2008.  Within 
the system, institutions whose composite productivity is higher in the more recent period 
would be awarded new performance dollars from the state; institutions whose productivity 
falls would be required to yield a commensurate amount.  Three-year time windows would 
advance on a rolling basis, meaning that the system would always be assessed using the newest 
available data. 
 

                                                           

19 For graduate production and research activity, this entails the comparison of cumulative three-year totals.  
For retention rates, the comparison is between three-year averages. 
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Methodology II – Computational Overview 
 
 

A major task of designing a multi-measure system is the development of a method by which 
indicators can be translated into comparable units.  For example, how does a $1 million 
uptick in research expenditures compare to a 2% improvement in retention rate?  How are 
they to be monetized?  The illustrated model addresses this issue by applying a rescaling 
procedure much like that used by other states (notably, Tennessee).  Change factors (i.e., 
the measured year-to-year differences in graduate production, retention rate, and research 
activity) are divided by specific “unit definitions” that signify a roughly similar degree of 
change.  By dividing change factors by their unit definitions, measured differences are 
converted into a common scale of “performance units.”   
 
Next, performance units (which may be positive or negative) are multiplied by a fixed 
“dollars per performance unit” value to determine the total performance award for each 
campus.  This dollar amount would be set at $10,263 during the first year, and 
subsequently would be indexed to a standard measure of inflation (e.g., CPI, HEPI).  The 
figure of $10,263 represents the average general fund expenditure by the Regental system 
per weighted degree produced during the period from FY2009-FY2011. 
 
Unit definitions – which express the illustrated model’s relative valuation of progress 
across the three indicators – are given in Table 4.  Summarized in words, this table shows 
that institutions can earn (or lose) one performance unit (worth $10,263) for every 1) 
gain/loss of five weighted degrees, or 2) gain/loss of 0.25% in retention rate, or 3) 
gain/loss of $250,000 in research expenditures.20   
 

Table 4.  Unit Definitions 

 

Indicator 
Performance 

Unit Definition 

Weighted Degrees n = 5 

Retention Rate 0.25% 

Research Expenditures $250,000 

 
 
To understand the specific values used in the above definitions, we have to take a step back 
and look again at the “dollars per performance unit” figure noted above.  As mentioned, the 
state’s public universities spent an annual average of $10,263 in general funds per 
weighted degree produced during the FY2009-2011 period.  With this figure in mind, it was 
taken as a reasonable standard that the university system be given the opportunity to earn 
a corresponding award for every five new weighted degrees it produces.  The other two 
definitions were fixed in such a way as to establish an equivalent degree of difficulty 
required to move the indicators by comparable amounts.   This process was informed by a 
consideration of historical state data, as well as a review of current practices in other 
states. 

                                                           

20 Performance units can be fractional.  For instance, a campus generating n=3 new weighted degrees would 
earn 0.6 performance units.   

ATTACHMENT II     21



 

 

13 

 

 
Consider a hypothetical example of the process, focusing for now on just one indicator.  
Let’s say that from FY06-08 to FY09-11, University ABC increased its number of weighted 
degrees from 600 to 630.  In this simplified scenario, the performance award generated by 
University ABC would be: 
 
 
 

1) Change Factor 
 

    630 – 600 = 30 
 
 
 
 
 
2) Performance Units 

 

      30 ÷ 5 = 6 
 
 
 
 
 
3) Performance Award 

 

            6  x  $10,263 =  $61,578 
 
 
 
 
 
Overall then, University ABC would have earned $61,578 for its improvement in graduate 
production.  Similar calculations would be done to calculate performance awards for 
student retention and research activity.  The sum of these three performance awards 
would represent the net performance award for University ABC. 
 
It should be pointed out that the above calculation produces negative values in instances 
where the change factor is negative. For instance, had University ABC seen its number of 
weighted degrees fall by 30 instead of rise by 30, it would be asked to yield (rather than 
gain) $61,578.  That underperforming institutions would lose funding under this system 
serves as the illustrated model’s principal accountability check.   
 
 
 
 

Subtract previous three-year 
average (600) from most recent 

three-year average (630) 

Divide the change factor (30) by 
the relevant unit definition (5) 

Multiply the number of 
performance units (6) by the 
dollars per award ($10,263) 
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Methodology III – Measures in Detail 
 
 

Clarifying descriptions of each performance indicator are given below: 
 

� GRADUATE PRODUCTION 
 

� Basis of Comparison & Data Source 
 

The illustrated model compares cumulative weighted degrees from the most recent 
three-year period to the analogous total from the previous three-year period.  
Graduate production data are provided by Regents Information Systems. 

 
� Two Dimensions of Graduate Production 

 

Degree Level.  Graduates are classified according to one of four possible degree 
levels: associate’s, bachelor’s, master’s/specialist’s, and doctorate/first-professional.  
Specific weighting coefficients express the relative valuation of completers at each 
degree level.  For example, a bachelor’s degree completer is – all else equal – valued 
at an amount 1.50 times higher than that of an associate’s degree completer. 
 
Field Type.  Graduates are classified according to one of two possible field types: 
regular or premium.  The distinction between these groups is made on the basis of 
CIP codes (as codified by the 2010 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 
specifies the relative valuation of completers in each field group.  For example, a 
graduate from a premium field – such as engineering – is valued at an amount 2.00 
times higher than an analogous graduate from a regular field (such as general 
studies). Appendix A contains a summary of CIP codes assigned a premium value.  
Premium fields include the following broad categories: accounting, computers and 
information technology, health professions, and STEM and STEM teaching areas. 

 
� Composite Weighting System 

 

The two weighting sources described above are combined into a single mechanism 
that computes a total “weighted degrees” figure.  Weighted degrees are simply 
weight-adjusted graduate counts.  One weighted degree is the computational 
equivalent to one regular associate’s degree completer; completers from higher 
degree levels and/or premium fields are weighted in order to express differential 
value in the model.  Table 5 (below) provides a summary 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 5. Table of Weighting Coefficients 

 

Level Regular Premium 

Associate’s degree 1.00 2.00 

Bachelor’s degree 1.50 3.00 

Master’s/Specialist’s degree 1.75 3.50 

Doctoral/First-Professional degree 2.00 4.00 
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� Unit Record Unduplication 
 
Graduates are tallied at the degree major level, but subsequently are unduplicated at 
the unit record level by institutional identification number, institution, graduation 
term, and degree level.  This process assures that an institution may count each 
student only once per degree level per graduation term.  For example, a student 
graduating from USD in May 2012 with a BA in anthropology and a BS in biology 
would be counted only once in the illustrated model.  In the unduplication 
procedure, premium field records are retained over regular records. 

 
 

� STUDENT RETENTION 
 

� Basis of Comparison and Data Source 
 

The illustrated model compares the average retention rate from the most recent 
three-year period to the analogous average from the previous three-year period.  
Retention data are provided by Regents Information Systems. 

 
� “Retention Rate” Definition 

 

For any given institution, the fall term undergraduate cohort of all first-time and 
first-time transfer (both inter- and intra-system) bachelor’s degree-seeking students 
is identified.  This starting cohort includes students beginning their studies either in 
the fall or in the preceding summer.  With this starting cohort in hand, enrollment 
extracts from the following fall term are reviewed to determine which students 
either (1) continued to enroll at any Regental institution, or (2) had earned a 
bachelor’s degree.  An institution’s basic retention rate for a given year is calculated 
by dividing the number of students retained/graduated by the number in the 
starting cohort. 

 

���������	����	(
�����	���) = 	
�	��������	��	���������

�	
�������	��ℎ���
 

 
For all calculations, retention rates are averaged across three-year periods. 

 
 

� RESEARCH EXPENDITURES 
 

� Basis of Comparison and Data Source 
 

The illustrated model compares cumulative research expenditures from the most 
recent three-year period to the analogous total from the previous three-year period.  
Expenditure data are taken directly from the Expenditures from Grants and Contacts 
table in the SDBOR Fact Book. 

 
� “Research Expenditures” Definition 
 

“Research expenditures” include all restricted non-appropriated grant and contract 
expenditures (including ARRA grants), except: 

 

� American Recovery and Reinvestment Act Stabilization dollars 
� Federal, state, or private resources expended as scholarships 
� Federal financial aid to students 

ATTACHMENT II     24



 

 

16 

 

Summary of Illustrated Model and Estimated Results 
 
 
Updated data for the illustrated model would be generated by Regents Information Systems (RIS) 
during the spring of each year.  For all measures, performance model calculations would always 
involve a comparison of the most recent three-year period to the immediately-previous three-year 
period.   In the model’s first year (FY2014), performance indicators from FY2010-FY2012 would be 
compared to analogous indicators from FY2007-FY2009.  These timeframes would advance on a 
rolling basis for all future years. 
 
The simulation presented in Table 7 provides model output using historical data.  This simulation – 
given for illustrative purposes – compares data from FY2009-11 to those from FY2006-08. 

 
 

Table 7.  Simulated System Model Output 
 

Indicator FY06-08 FY09-11 Change 
Perf. 
Units 

Dollars 
Awarded 

Graduates 10,771.5 11,628.7 + 857.2 171.4 $1,759,420 

Retention 71.7% 72.6% + 6.88 27.5 $282,508 

Research $44,514,973 $73,382,239 + $28.9 mil 115.5 $1,185,059 

TOTAL - - - - $3,226,987 

* “Change” column values are sums of institutional totals 
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Appendix A 

Premium Field List 

 
 

 

               

  

Premium Field List 

       

    Category Label CIP Level Code(s) CIP Level Description   

    Accounting ACCT CIP4 52.03__  (All) Accounting and Related Services   

    Computers/IT COMP CIP2 11.____  (All) Computer and Information Sciences and Support Services   

    " “ CIP6 13.0501 Educational/Instructional Technology   

    Health Professions HLTH CIP2 51.____  (All) Health Professions and Related Programs   

    STEM STEM CIP6 (Many) 2011 DHS Definitions   

    " “ " 3.0601 Wildlife, Fish, and Wildlands Science and Management   

    " " " 14.9999 Engineering, Other   

    " " " 26.9999 Biological and Biomedical Sciences, Other   

    " " " 40.0599 Chemistry, Other   

    " " " 40.9999 Physical Sciences, Other   

    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   
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Appendix B 

Glossary of Terms 

 
 

Change Factor 
 

The “change factor” is the arithmetic difference between two separate observations of a 

particular performance metric.  For example, an institution that raises its retention rate 

from 73.0% (average of the previous three years) to 75.0% (average of the most recent 

three years) would have a change factor of 2.0 (i.e., 75.0 minus 73.0).  Change factors can be 

either positive or negative values, depending on the direction of change. 

 

Dollars per Performance Unit 
 

This is the number of dollars either issued or reclaimed by the state for every performance 

unit generated by an institution.  This dollar amount would be set at $10,263 during the 

first year, and subsequently would be indexed to a standard measure of inflation (e.g., CPI, 

HEPI).  The figure of $10,263 represents the average general fund expenditure by the 

Regental system per weighted degree generated during the period from FY2009-FY2011. 

 

Performance Award / Net Performance Award 
 

The net performance award is the sum of dollars earned and/or relinquished by an 

institution as accumulated through its individual performance awards in each of the three 

performance indicators.  For example, an institution earning +$50k on the basis of graduate 

production, +$25k on the basis of retention rate, and -$15k on the basis of research 

expenditures would generate a net performance award of $60k (i.e., 50 + 25 – 15).  

 

Performance Unit 
 

This is a common unit of measurement for all three performance indicators.  Using a table of 

unit definitions, change factors for individual performance indicators are converted into a 

common performance unit scale that allows for the quantitative comparison and 

monetization of metrics from dissimilar units of measurement. 

 

Unit Definition 
 

Unit definitions are the intermediary coefficients that allow for the translation of change 

factors into the shared scale of performance units.  For any particular performance 

indicator, the change factor (numerator) is divided by a unit definition (denominator) to 

produce a rendering of that performance indicator on a performance unit scale.  It is 

proposed that unit definitions be set at n=5 (weighted degrees), 0.25% (retention rate), and 

$250,000 (research expenditures).  In other words, unit definitions describe “equivalent” 

values – for monetization purposes – of each performance indicator. 
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