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What is Performance Funding?

Performance funding is a system for evaluating educational quality and
allotting funds to higher education institutions based on thewr mstitutional
performance. Performance funding has nine corfical success areas—
mission focus, quabity of faculty, classroom gquality, cooperation and
‘collaborstion, administrative efficiency, entrance requitements,
graduates’ achievements, user-friendliness, and research funding. Each of
these ctitical success areas has performance indicators which are scored.
All indicator scores are averaged to determine an overall
nstitutional score,

Performance funding has two parts. 1) The mission regource requirement
(MRR) defines how much funding institutions need to continue to
operate al acceptable levels. Thus is called the “needs” component and is
done each year for the next year’s budget process. Z) An evalustion
component that assesses instibutions on how they perform on a defmed
number of mndicators thal are outcome dmven This is often called the
“report card” component.

When did Performance Funding begin?

The South Carolina General Assembly passed Act 350 of 1996 aspart of &
wide-sweeping educational initiative that called for changes in higher
education These changes &) redefined the role and governance structuse of
the South Carolina Commission on Higher Education, b) strengthened the
authority of the Commission, and c) instituted Performance Funding The
Act algo defined the mission for higher education and the mission for each
sector of institutions—research, teaching, two-year regional campuses ,
and technical colleges—and outlined 37 indicators that could be used to
evaluate institutional quality.

The South Carolina Commission on Higher Educstion was charged to
work with the state’s public colleges snd universities to implement
performance funding on a phase-in basis. Dunng the first year, 1996-97,
14 indicators were assessed and §4.5M was allotted to institutions based
on performance, Dunng Year 2, 100798, 22 indicators were assessed and
$270M was allocsted based on performance. By 1998.1999, all
indicators were assessed md nstitutional operating funds were based on
performance funding In 2000, a national consulting firm completed a
validation study of the MER. South Carolina is now planning for Vear € of
performance funding



Why did Persformance Fonding occur?

Beginning in thke 1990°s shifting demographics and new tleshnologies
increased the demands on K-16 education The rising costs of college in
relationship to s value became an important focus fir public
constituents—tapayers, parents, studens, businesses, and poleymakers.
Higher education was recognized as a eritical player in economic
development with direct responsibility to educate a knowledgeable
worldorce  and  informed  citivenwy.  This  environment propelled
accourtability initiatives in K-16 throughowt the US During this past
decade, South Caroling was the first state to implement a higher education
accourdability law that allotted direct operating funds to puklic higher
sducation instititions based on mumerical report card scores, Since then other
states have followed with similar efforts.

Whar does the system do?

Pasformonce fimding gives iha public accecs o information that
compares the performance of similar institutions on similar indicators
For example, now a parent cen compare similar institutions in one sector on
such things as student graduation rates, the number of Faculty t:aching in
their degree fields, or the pass rates of students on national certification
exams often requered in the workplace,

Performance funding allows the executive and legislative branches of gov-
erument do be more confidemt that |ligher oaducotion is
accountable to the public it sarves. Information relevant to the nseds of the
state, such ag ingitutional access, student achievement, faculty credentials,
and graduation rates ate now more readily available becauge of peformance
funding The system also allows the South Caroling Commission on Higher
Education to better evaluate institutions using appropriate comparable data

Pasformance funding allows institutions to demonsirate their achievement
on indicators identified by the S.C. General Assembly. In tum, the General
Assembly planned a system that would increase funding to institutions that
excelled Recently, however, state suppor for higher education has shifted to
shudenil schaulaships ad pranls desgped o ooreese college acoess whle
institutional ope:ating funds allotted through performance funding have
decreased. The result of climbing enrollments and declining opersting funds
will affect insttutional budget priorities regardless of the score an
ingtitution might receive. This will be a continuing challenge for the
performance funding system.

s Quastions and Ancwers

How does Performance Funding work?

After seven years of implementation, enough data on the 37 indicators
have been gathered to enshle the South Carolina Commission on Higher
Education, working with the public colleges and universitiss, to identify a
“core” of catical indicators for all institutions Currently, this “core™ is
measured every year for all 33 public institutions. In addition, there are
mdicators that are “mission specific” to a sector. For example, the
research sector has motre research-orented indicators whereas the
techrdcal college sector has more worldforce-orented indicators,

Currently, direct scores are given for no more than 14 indicators for each
sector. The remaining indicators have been either accomplished by the
institutions and are monitored by the Commission or are now considered
withan the 14 scored indicators. Points are given for improvement and for
reaching certain standards of excellence. Standards are based primarily on
comparisons with national peer institutions. Performance funding scores
most directly affect “new dollars™ appropriated by the General Assembly,
but the cumulative effect of multiple wyears of sconng on
mstiiutional performance now influences all operating funds at an
mstdution

Whar does an “sndicator” score mean?

Institutions are given indicator scores of “17 (below standards),
27 (achiewing standardd) or “37 (exceeding standards) Indicators that
have multiple parts are usually averaged for one overall indicator score.
Standards are mumerical ranges that are set for most indicators based on
national peer data whenever possible.

Standards are usually expressed as ranges which allow mnsttutions
flexibility to vary slightly on an indicator’s performance from year to year.
When an institution scores below a “3” but has substantially
improved, an improvement score of “35” may be assigned This allows
mstifutions that may be below achieving a standard on a specific
mdicator to be rewarded for their improvement.

When possible, standards are set using national peer data Standards and
mdicators are reviewed at least every three vears to determine if changes
are :I’_'I.EEESEH?.



Whar does an institetion’s score mean?

After the indicators are scored for an institution, all indicator scores are
added and divided by the number of indicators. The resulting average
score falls in a numerical range assigned to one of five categories:

* Substantially Exceeds Standards

s Exceeds Standards

o Achieves Standards

s Does Mat Achieve Standards

o Substantially Does Mot Achieve Standards

Each category allows an institution to teceive a certain amount of
funding based on the need expressed in the Mission Resource
Requrement (MRE) for that institution Howewesr, when there is no
increased stde funding for institutions” operating expenses, then
receiving a score of “achieves™ or sbove does not financially reward an
mstitution, but sconng a “Does Hot Achieve” or lower would continue to
decrease institutional funding. To support continued improvement through
peformance funding, at least mimmal increases are necessary in state
funding for institutional operating expenses.

Why is Sowuth Caroknaleading the nation in
.ﬁfgft er edocation accamtﬂbffl‘y?

Because South Carolina entered higher education accountability eatly and
instituted a funding system built on both mstitutional need and evaluation,
Gouth Carcling has been carefully watched by other states. In 1999, the
UE. Department of Education awarded South Caroline a three-year grant
from the prestigious Fund for the Improvement of Postsecondary Education
(FIFSE). The U.S. Department of Education wanted to know what the ef
fects were of performance funding on institutional budgeting planning and
student cutcomes.

In September 2002, the US. Department of Education awarded South
Carolina another three-wear grant the largest in FIPSE’s history, to lead
four other states — California Connecticut, Arkansas and Okdshoma — in
a national study on how policy makers can better use accountability to
contain college costs, improve student achievement and renew public trust.
This award allows South Caroling and its colleagues to share what they
have learned in higher education accountability with govemnors,
legislators, institutional presidents, and others in policy-making roles.

Whar are some lessons learned?

Comparative data is not readily available for educational
QULCOES,

Defining educational outcomes based on deta is often complicated Data
must first be gathered in a standardized manner so comparisons are valid
(apples are compared to apples). Early in performance funding, it was as-
sumsd that data were the same because of faderal guidelines, but this was
not always the case. Cotrections were made, and now South Carolina is
known as one of the “cleanest data”™ states in the nation, with a vastly more
effective ability to advance research on higher education outcomes and
accourtababity,

There are costs associated with implementing educational
accountability sy stems.

Accountabiily systems using comparative data have costs associated with
ther implementation. To accomplish performance fundmg
computer systems often needed to be re-programmed to capture critical
data, persormel were reassigned to use data to mnform policy makers, and
areas of responsibality were shifted inside some institutions because of a
mandate from outside the institution. Institutional funding was shafted to
umplement and mantain performance funding and to focus improvement
i areas within an mnstibdion the might not have been targeled prior to
petformance funding

For example, prior to performance funding, achieving accreditation in a
degree program was not a goal for all institutions. Some did not want to
implement this process, believing thew dollars should be spent elsewhere
on campus In those instances, the Commission had to weigh the needs and
objectives of an indrvidual mstitution with those of the state and the nght
of studerts Lo recerve the same high quakty from similar degree programs
at  similar instiutions. Some would ergue that program
sccreditation does not necessanly guaraniee program quality, however, to
date it 15 the best recognized educational standard available.

The Commission on Higher Education and the state’s public institutions of
hugher education have worked together to decrease costs associated with
performance funding by using required faderal data more,
streamliang the reporting process, and using performance funding data
for other campus uses.
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What are some goals achieved?

The following goals have been achieved since the
implementation of Performance Funding:

» More academic prcgrams have received accreditation (20%
more) than pnor to Performance Funding

» 25 degree programs without accreditation are no longer
offered at S.C. pubic mstitutions

o Post-tenure review occurs at least every six years at all public
mstitutions

o All Facully are revizwed aumually

o Student evaluations of faculty must be usec in all faculty
TEVIEWS

e Electronic transmission of student transcripts now allows
for an easier and quicker student transfer process

s State-wade transfer of course credits from teclucal to semor
institutions 15 more standardized

« Campus hudget recllocations to academic areas are occurring

e Average S.C. publiz institutions’ faculty saaries hawve reached at
least 75% of average faculty salanies natonwide

o Graduation rates ate increasing

« Minority enrollmerts and minority student -etention are
ncreasing

» Despite lower than average national SAT scores, South Carolina
college students score higher than average mn
national standardized certification exams o3en required
for the workplace

Communication within the higher education
community has greatly increased during
performance funding,

In part, communication has mncreased during performance funding because of
necessary data discussions, however, of greater value has been the increased
communication between an agency charged with regulating higher education
and the institutions actually imple m enting those regulstions, Performance fund-
ing has resulted in stronger communication about the effects of mndicators and
campus implementation 1ssues. In addition, institutions are now competing and
collahorating using known, standardized data Since the implementation of per-
formance funding, the institutions and the Commission on Higher Education
more frequently base policy decisions on comparative data. This continues to
reflect a changing culture at all levels of higher education.

Although some may say the above goals may have been achiewed without
pefformance funding, that cannot be known Nesther can & be known that
performance funding was the only reason for these achievements. What is
known and can be documented is that these changes ocoured and are
continuing to ocour since South Caroline implemented peformance funding,

Whether it iz the act of shining a spotlight on an area or of implementing
different policies in an area that produces change, the fact is, peformance
funding has undisputedly caused higher sducation to look at itself with a more
critical eye.

[n the past geven years, performance funding in South Carolina
has most definitely focused state leaders on documenting and re-
affirming the value of a collsge education—the value to the state,
to our constituencies, and most unpnrta.ntl;r to our students who
enter the doors of our institutions with the goals of sarning degrees and certifi-

cates, and becoming better educated citizens,
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