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ABSTRACT 

 

 
Nearly 30 states have adopted or are transitioning to performance-based funding 

programs for community colleges that allocate funding based on institutional performance 

according to defined metrics. While embraced by state lawmakers and promoted by outside 

advocacy groups as a method to improve student outcomes, enhance accountability and ensure 

return on investment of public resources in higher education, limited research exists confirming 

the effectiveness of performance-based funding in meeting intended policy goals. The policy 

analysis examined performance-based funding programs administered in Florida as the status 

quo and Ohio as the policy alternative. Prompted by their Governors, both states recently 

developed new approaches to performance-based funding that move funding away from 

enrollment and tie substantial amounts to student outcomes. To provide a context for the policy 

analysis, the study chronicled the history of performance-based funding and accountability 

programs for higher education enacted by states and reviewed policymaking processes and 

influences. The study applied a multi-goal approach to compare the policy alternatives applied in 

each state. Although it is still too early to assess the effectiveness of the performance-based 

funding programs in both states, the review of both system and institutional level performance 

data and interviews with stakeholders in Ohio revealed little to no connection between the 

intended program goals and behaviors exhibited by colleges. Based on the study findings, policy 

recommendations were proposed to enhance the effectiveness of the performance-based funding 

program for the Florida College System.  
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CHAPTER 1 

STATEMENT OF THE PROBLEM 

During the past three decades, tension between state governments and publicly supported 

higher education institutions has steadily increased. The desire by state governments to oversee, 

prioritize, direct if not exert more control of colleges for the good of state interests has been met 

with resistance from institutions seeking autonomy in operations and programming (Johnstone, 

1999). Recently, the tension between state governments and publicly supported higher education 

institutions has been exacerbated by increasing demands for greater accountability placed on 

institutions by states that is tied to less and less funding. The funding conundrum between state 

governments and publicly supported higher education institutions is further complicated by 

heightened local demands for student access to higher education and workforce training needed 

to support the nation’s economic recovery (Alexander, 2000; Conner & Rabovsky, 2011; Heller, 

2001; McKeown-Moak, 2013; McLendon, 2003).  

Accountability, cost and efficiency of higher education continue to be areas of focus for 

states seeking to determine the relative return on public investment in higher education and the 

effectiveness of higher education institutions in serving students (Burke, 2005). As more states 

apply greater scrutiny and accountability on higher education institutions for public funding, 

their focus is shifting from enrollment, access and cost of instruction to retention and completion 

rates, success rates of historically underrepresented populations, graduation and transfer rates 

and job placement. Nearly three out of four states now implement or are in the process of 

implementing funding programs for public higher education institutions based on performance 

(National Conference of State Legislatures, 2015). While most states are moving toward some 

form of performance-based funding program, these funding programs, and the metrics used by 
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states to evaluate the performance of institutions, vary greatly. Further, recent research suggests 

that these outcomes-based funding methods achieve little toward accomplishing states’ 

intentions: modifying institutional behavior to meet state performance goals (Tandberg & 

Hillman, 2013).  

As states continue to grapple with the downturn in the nation’s economy, many are 

significantly reducing funding for higher education and/or tying a substantial portion of funding 

to prescribed performance outcomes. In turn, institutions faced with growing demands and costs 

are increasing tuition and fees to meet funding shortfalls. With increases in tuition and fees at 

colleges and universities surpassing inflation and cost of living indexes for students and their 

families, the debate over higher education costs, performance and funding between state 

governments and publicly supported higher education institutions is now at a crossroad (Delta 

Project on Postsecondary Education Costs, Productivity, and Accountability, 2010; State Higher 

Education Executive Officers, 2011). Without clear direction for the public financing of higher 

education, and lack of defined performance metrics and rationale for their application, the 

tension between state governments and higher education institutions continues to mount to the 

detriment of states’ citizenry and economies.  

 

The Changing Landscape for Community and State Colleges in Florida: A Threat to the 

Open Door 

For nearly 90 years, Florida’s community and state colleges have focused on the 

emergent education and training needs of the state. Established between 1927 and 1967, 

Florida’s 28 state and community colleges were built within commuting distance of 99% of the 

state’s population and serve as the open door to postsecondary education and training. Since their 
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inception, Florida’s community and state colleges evolved to become the state’s most effective 

and efficient educational providers and a national model for performance and articulation with 

the state’s universities. Annually, Florida’s community and state colleges serve over 900,000 

students in nearly 1,000 degree and certificate programs on 66 campuses across the state 

(Association of Florida Colleges, 2012; Florida College System, 2013). In 2011-12, eight Florida 

colleges were ranked in the top 10 nationally for the number of associate degrees granted to 

students who intend to transfer to a state university (Community College Week, 2013). 

Initially created to provide the first two years (two-plus-two) of the baccalaureate degree, 

the mission of Florida’s community and state colleges expanded during the past 30 years to meet 

statewide needs for workforce training and economic development. The expansion of the Florida 

College System’s role and mission led to growth in program offerings across the state including 

the eventual offering of baccalaureate degrees in targeted fields and industries. As it evolved, the 

Florida College System embraced the ideals of public accountability and became the first state 

agency to develop and administer a budgeting formula based on performance metrics 

(Association of Florida Colleges, 2012).  

For much of the past decade, Florida’s 28 community and state colleges experienced 

significant reductions in overall and per student state funding as a result of the state’s economic 

slowdown and policy decisions by the Governor and Legislature. During Florida’s economic 

downturn, enrollment in community and state colleges ballooned statewide as unemployed and 

underemployed Floridians returned to campuses to re-tool and prepare to re-enter the workforce. 

From 2006 to 2011, enrollment in Florida’s community colleges grew by nearly 13% across the 

system (Florida College System, 2012b). Despite serving as the primary access point for 

postsecondary education in Florida, state appropriations for community and state colleges 
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remained flat. Flat funding from the state received by colleges during the same time period 

actually translates to lower funding per student enrolled.  

The increase in enrollment combined with decreases in state appropriations caused many 

colleges to cut operational costs, release employees and reduce program offerings. Although the 

state economy improved within recent years, state funding per student continues to lag levels 

experienced prior to the economic downturn. Even as colleges strive to improve their efficiency, 

the costs to meet the needs of the communities they serve and the economic and workforce needs 

of the state are on the rise. 

  As colleges deal with the rising costs of operations, instruction and programs they offer 

– balancing state and community needs with available resources – they are also encountering 

rising standards of accountability and political influence imposed by lawmakers that link state 

fiscal policy decisions to institutional performance (Zumeta, Breneman, Callan, & Finney, 2012). 

In an effort to counter increases in tuition and fees approved at colleges across the state, 

Governor Rick Scott signaled to college trustees and presidents in his budget transmittal letter in 

April 2012, that he would prefer to see colleges attempt to reduce costs and resist the tuition 

increases approved by the 2012 Legislature. In his letter, the Governor also tied specific 

performance metrics to increases in tuition and fees at institutions. 

 

I believe that increases in tuition and fees, if any, should be specifically designed to 

improve learning gains, enhance or improve services that are targeted toward higher 

completion and placement rates, or to expand or improve programs that are tied directly 

to Florida’s workforce needs. I strongly encourage the trustees of our institutions to 

ensure accountability in the budget process (Scott, 2012, p. 3).  
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Further, the Governor recommended that colleges consider and apply practices commonly 

employed by private businesses to improve their competitiveness. The practices included: 

 

1. Review product offerings to ensure that customers are receiving a fair return; 

2. Evaluate efficiency to determine what costs should be trimmed; and  

3. Seek to reduce the essential cost of doing business 2% to 3% every year to remain 

competitive (Scott, 2012, p. 3). 

 

In addition to these recommendations, Governor Scott challenged the Florida College 

System to support his Job Creation and Economic Growth Agenda for the state. Aimed at 

improving the economic viability of the state and competitiveness of its workforce, the Governor 

sought to grow the number of graduates statewide in Science, Technology, Engineering and 

Mathematics (STEM) related disciplines (Scott, 2012).  He also pressed baccalaureate degree 

granting state colleges to develop four-year degree programs that cost students no more than 

$10,000. In response to these challenges, Florida’s community and state colleges prepared the 

Florida First in Education proposal that outlined the System’s completion objectives based on 

goals promoted by the U.S. Department of Education and other national initiatives. That same 

year, Florida’s state colleges met the Governor’s challenge to offer $10,000 bachelor’s degrees 

for Floridians (Hanna & Henderson, 2014).  

At the same time, the Florida Legislature imposed its own challenges and raised 

standards for the performance of the Florida College System and its institutions. In 2012, the 

Legislature passed House Bill 7135 that required the Florida Board of Education to adopt a 

strategic plan that addressed state education and workforce training needs in a cost-effective 
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manner. As a result, the State Board adopted Stepping Up: A Strategic Plan for the Florida 

College System later that year. In the plan, the Florida Board of Education identified four goals 

for the System: 1.) Expand and maintain access to postsecondary education; 2.) Enhance distance 

learning programs; 3.) Increase college readiness and success; and 4.) Prepare students for 

careers. To assess the System’s progress in meeting these goals, the State Board developed a set 

of indicators that measure the performance of students enrolled in developmental education 

across the state, retention, graduation, employment and transfer rates, pass rates on licensure 

exams, the number of credit hours students were enrolled in excess of degree requirements, 

student loan burden and default rates, and institutional rankings and achievements (Florida 

College System, 2012a; Hanna & Henderson, 2014). A year later, the Legislature passed Senate 

Bill 1076 which introduced funding for colleges that trained graduates who obtained industry 

certifications in specific occupational areas. The legislation also required the State Board to 

develop recommendations for a performance funding allocation methodology for Florida’s 

community and state colleges based on the percentage of graduates employed or enrolled in 

further education, the average wages of employed graduates and the average cost per graduate.  

During the 2014 legislative session, the Florida Legislature continued its push for greater 

accountability for colleges. The Legislature incorporated language into the appropriations 

proviso for the Florida College System that directed the Commissioner of Education to 

recommend a performance funding formula that may be used to allocate funds to Florida College 

System institutions.  

 

No later than December 31, 2014, the Commissioner of Education shall recommend to 

the Governor, President of the Senate, and Speaker of the House of Representatives a 
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performance funding formula that may be used to allocate funds to Florida College 

System institutions. The Commissioner’s recommendations shall include up to ten 

performance measures, appropriate performance benchmarks for each measure, and a 

detailed methodology for allocating performance funds to the colleges. At a minimum, 

the measures must include job placement rates, cost per degree, and graduation/retention 

rates.  In addition, the performance benchmarks and allocation methodology shall 

consider colleges’ current performance effectiveness as well as rates of improvement 

(Florida House of Representatives, 2014). 

 

Based on the statutory requirement to develop and present a performance-based funding 

methodology, the Florida College System proposed a model that took into consideration the 

diversity of the System’s institutions and the regions of the state they serve. In January 2015, the 

Commissioner of Education presented the recommended performance-based funding model for 

the Florida College System to the Legislature and Governor for consideration. The proposed 

model included eight system-wide measures with weights to normalize scores. Those measures 

included the job placement rate of college graduates or number of students continuing their 

education, the cost per degree at each institution, student completion rates, student retention 

rates, completion rates for students who are Pell Grant recipients, the average entry-level wages 

for college graduates, the average time to degree for graduates and credit milestone attainment.  

The proposed performance-based funding model also allowed institutions to select from one of 

the following local measures: number of students enrolled in college dual enrollment programs, 

rate of high school graduates continuing their education at the college, the number of awards 

earned, graduate transfer rates and the number of students enrolled in distance learning courses 
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(Florida College System, 2015a). The proposed performance-based funding model was not 

codified into statute during the 2015 legislative session. However, during a special session to 

determine the state budget, the Legislature appropriated $40 million in state funding to support a 

performance-based funding model, with $20 million in new funding injected into the system and 

$20 million reallocated from the base appropriation. Further, the Legislature whittled down the 

number of metrics contained in the performance-based funding model, focusing on four areas: 

student retention, student completion, job placement and continuation rates of college graduates 

and average starting salaries for graduates employed in full-time occupations (Florida Senate, 

2015).   

While limiting costs and promoting access to postsecondary education and training 

remains a goal for community and state colleges throughout Florida, the feasibility of that goal is 

in jeopardy as public funding for colleges wanes. To meet the wide array of needs presented by a 

growing numbers of students and increases in costs for operations, services and instruction, 

while receiving less funding from the state, colleges are turning to students to fill the gap 

between revenues and expenditures, and financial aid is not keeping up (Zumeta, et al., 2012).  

From 2003 to 2008, the student share for the cost of higher education in community colleges rose 

from 30.4% in 2003 to 33.4% in 2008 (Delta Project on Postsecondary Education Costs, 

Productivity, and Accountability, 2010). For those students receiving financial aid, the cost rose 

from 28.1% in 2003 to 30.9% in 2008. In Florida, the cost shift has been even more pronounced 

in recent years. In 2012, students paid 47.9% of the costs for higher education in the Florida 

College System, up from 33.0% in 2003. Without clearly defined policies related to institutional 

performance metrics, criteria and expectations directly tied to tuition increases, and performance-

based protocols and mechanisms that reward colleges for efficient and effective performance in 
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meeting pre-determined standards, Florida’s community and state colleges will be faced with 

either raising costs and threatening access for our neediest students and/or curtailing the breadth 

of programs offered limiting their capacity to meet regional and state workforce needs.   

 

Performance-based Funding in Higher Education 

 Performance-based funding seeks to improve the performance of institutions, focusing 

primarily on student outcomes such as retention, completion of key courses and defined amounts 

of credits, graduation, job placement and earnings. Performance indicators are developed based 

on these outcomes and used to evaluate institutional performance and subsequent funding 

allocations (Dougherty, Jones, Lahr, Natow, Pheatt & Reddy, 2014a). Formation of these 

indicators allows for linkages between specific dollar allocations and measured institutional 

results (Burke, Modarresi & Serban, 1999).   

The current re-emergence of performance-based funding stems from prior models 

developed nearly 40 years ago. Tennessee implemented the first performance-based funding 

program for higher education in 1979 (Tandberg & Hillman, 2013). During the next two 

decades, a number of other states began implementing systems of performance-based funding. 

These performance-based funding programs varied widely in their level of investment and areas 

of emphasis among states (Hearn, 2015). In the early 2000s, the number of performance-based 

funding programs implemented by states diminished. Since then, performance-based funding 

mechanisms have regained popularity among states and gained attention from national policy 

groups and higher education associations including the National Conference of State 

Legislatures, National Governors Association, Western Interstate Compact for Higher Education, 
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American Association of State Colleges and Universities and National Center for Higher 

Education Management Systems (Dougherty & Reddy, 2013).   

Performance-based funding differs from performance budgeting and performance 

reporting – two other accountability policies employed in higher education – in that there are 

direct links to state funding associated with institutional performance. Specific outcomes are 

identified and used to develop a formula that methodically distributes funds based on 

institutions’ productivity in accomplishing these objectives. According to this model, institutions 

that meet specified performance targets receive a designated amount or percent of state funding 

(McLendon, Hearn & Deaton, 2006).  

Conversely, performance budgeting does not employ a formula linking institutional 

performance with funding. Rather, states consider institutional achievements according to 

defined performance metrics as a factor in setting funding allocations. In performance budgeting, 

the amount of funding rewarded to institutions for performance is determined at the discretion of 

those tasked with appropriating the funds. Performance reporting makes little or no link between 

performance and funding. While the performance metrics used may be similar, the focus is on 

information, reputation and public accountability (Burke, 2002; Dougherty & Reddy, 2013).  

Nearly all states use some model of public accountability based on performance. Less 

controversial and costly to implement, performance reporting is the most widely used model. 

However, as states across the country seek to engage higher education institutions in a move 

toward greater accountability, efficiency and transparency, the prevalence of performance-based 

funding programs that tie funding to desired outcomes continues to grow.  

As in the past, performance-based funding programs now used by states vary 

considerably in the metrics used and the sources of funds allocated to support these programs. 



11 

Historically, most performance-based funding models were supported with additional resources 

allocated by states to elicit improvements in key areas. The bonus in funding, beyond the regular 

state appropriation is referred to as Performance Funding 1.0. Tennessee (1979), Florida (1994), 

Ohio (1995) and Washington (1997) are examples of states that developed and implemented 

Performance Funding 1.0 programs in the past (Burke, 2002; Dougherty & Natow, 2015). More 

recently, states are now moving to tie a portion of the base funding allocation for higher 

education institutions to performance according to defined metrics. This shift in philosophy of 

funding for performance employed by states is referred to as Performance Funding 2.0. As 

states, including Florida, embrace this new approach to performance-based funding, much 

consideration will need to be dedicated to the role that community colleges serve as a primary 

access point to postsecondary education and training, the types of students served by these 

institutions and the breadth of programs offered.      

 

Purpose of the Study 

Continued substantial enrollment growth, combined with less state funding per student, 

escalation of tuition and fees, and heightened governmental influence on the policy decisions of 

quasi-autonomous Boards of Trustees (governing boards comprised of volunteers that are 

directly appointed by the Governor to implement the state’s interest) threaten access to higher 

education and the quality of instruction and services provided by Florida’s community and state 

colleges.  The current funding methodology employed by the State of Florida is unsustainable 

and will lead to increased tension between state government and higher education leaders.  

Presently, individual community and state colleges and the Florida College System are 

not able to demonstrate to the Governor and Legislature that the current level of performance, 
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effectiveness and efficiency by colleges is sufficient to support a tuition increase or future 

funding increases. Additionally, there is a general belief by some policymakers and legislative 

staff that funding is sufficient for colleges to perform adequately, and that there are potential 

efficiencies in faculty productivity limited by tenure and union contracts. Further, these 

policymakers support a “business approach” to operating institutions and seek even greater 

efficiency for colleges through the use of technology, shared services and outsourcing or 

privatizing of certain administrative services. College leaders have struggled to demonstrate that 

their operations are efficient and productive, especially when based on business efficiency 

metrics that are used and understood by many political leaders.  

Performance-based funding strategies have been attempted in one form or another by 

most states, with many having short-lived starts and many like Florida ending after incurring 

state budget shortfalls (Doherty, Natow & Vega, 2012; Hearn, 2015; Rabovsky, 2012). Research 

is inconsistent in reaching conclusions on the effectiveness of these state efforts, and a new 

movement in some states to adopt new or enhanced versions of performance-based funding is 

gaining recognition (Doherty, Natow & Vega, 2012). The recent increase in appeal of 

performance-based funding can be attributed to several reasons: for state policy it seems to make 

intuitive sense that paying institutions for producing what the state needs is a good idea, and for 

some institutions or systems it seems to make sense because it helps them inform the public and 

policymakers that they are being funding based on their performance (National Center for Higher 

Education Management Services, 2011). The policy analysis offers recommendations for Florida 

policymakers and higher education leaders and governing boards to consider based on a review 

of national trends in accountability and performance-based funding for community colleges and 

an analysis of Florida’s current performance-based funding model for community and state 
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colleges. The policy analysis also reviewed a performance-based approach used by another state 

and its impact on institutional behavior and student outcomes. Through interviews with 

community college system leaders and college presidents in a state where performance-based 

funding is being implemented and expanded, the study identified the benefits, challenges and 

unintended consequences of these funding programs on institutions.    

 

Research Questions 

Through a review of research and data related to the impact of performance-based 

funding programs on the performance of colleges and student outcomes, coupled with a review 

of Florida’s performance-based funding allocation methodology for community and state 

colleges and an analysis of the effects of performance-based funding employed by another state, 

the study sought to answer the following research questions:   

 

1. Are performance-based evaluation and funding programs perceived to generate intended 

outcomes and lead to improved performance of institutions? 

2. What are the perceived benefits and challenges of implementing performance-based 

funding programs?  

3. What unintended consequences are perceived to arise out of the implementation of 

performance-based funding programs?  

4. Based on the analysis of performance-based funding policies and programs implemented 

in other states and in Florida, what recommendations can be made to policymakers and 

higher education leaders for consideration? 
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Significance of the Study  

Florida’s community and state colleges have a major impact on the state’s economy and 

play a significant role in preparing its workforce. Each year, the state invests more than $1 

billion to support the Florida College System and over 900,000 students who enroll at System 

institutions across the state. In turn, the Florida economy receives approximately $1.3 billion in 

income attributed to the operations of its community and state colleges. Even more importantly, 

Florida’s economy is shaped by the skills acquired by community and state college graduates 

who improve the quality of the state’s workforce. It is estimated that added income tied to the 

accumulation of credits from the Florida College System in the workforce adds $25.2 billion in 

income each year (Economic Modeling Specialists International, 2013).  

By 2020, 63% of jobs in Florida will require a career certificate or college degree 

(Complete College America, 2011a). With only approximately 35% of Florida adults possessing 

an associate’s degree or higher, there is a 28% skills gap. Additionally, nearly all of the state’s 

targeted high-skill, high-wage occupations can be trained at community and state colleges 

throughout Florida. The state relies heavily on the education and training provided by its 

community and state colleges. Whether meeting immediate needs for jobs in targeted sectors, 

working to meet long-term workforce needs or preparing students to transfer to universities, the 

Florida College System continues to provide the open-door for postsecondary education and 

training, supporting the state and its citizenry with affordable, high-quality instruction. 

As policymakers and higher education leaders seek to determine the return on their 

investment in the Florida College System, the policy discussion has turned to performance-based 

funding as a means to formalize measurement of college performance and further engage 

institutions in meeting state objectives. With more stringent accountability and focus on 
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performance, comes the need for policy alternatives and recommendations to consider that are 

based on research and results from performance-based funding programs implemented by other 

states and in Florida. Further, it is essential to consider the potential benefits, challenges and 

unintended consequences that may be experienced by colleges as a result of these performance-

based funding policies.   

 

Definition of Key Terms 

The following definitions are intended for clarification in interpreting the study and 

consideration of policy alternatives discussed throughout and proposed recommendations.  

Accountability refers to the assessment of higher education systems’ and institutions’ 

performance toward accomplishing defined goals. The American Association of Colleges and 

Universities (2013) offers college affordability, productivity and student success as examples of 

performance goals.    

Community/state college refers to an open-admission, public two-year institution that 

offers Associate of Arts, Sciences and Applied Sciences degrees and workforce certifications. 

Nationally, community colleges offer the first two years of academic coursework toward the 

baccalaureate degree. Due to a shortage in bachelor’s degree holders in priority workforce areas 

in the state, Florida community colleges received statutory approval to offer bachelor’s degree 

programs in 2001 (Florida Senate, 2001). Presently, 27 of 28 Florida College System institutions 

are authorized to offer bachelor’s degree programs. 

Completion/Graduation Rate refers to the percentage of associate degree-seeking 

students who complete their education programs within three years or 150% of normal time to 

completion. Community college practitioners often argue that due to the open-enrollment 
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mission that their institutions serve, and the inconsistency in student enrollment often observed 

as a result, that they are at a competitive disadvantage in the assessment of graduation rates for 

performance-based funding programs (Hanna, 2014). 

Full-time Equivalent (FTE) is an enrollment calculation that divides total student 

semester hours enrolled by 30 for students enrolled in advanced and professional, postsecondary 

vocational and college preparatory instructional areas. For all other areas of instruction, 

instructional clock hours are divided by 900 hours.  

Incentive Funds are funds intended to reward colleges for efficiency and effectiveness in 

their performance. Efficiency metrics are often tied to time to degree for students. Decreases in 

the amount of time it takes to produce graduates reduce costs for states. Examples of 

effectiveness include promotion rates of students through college preparatory levels, retention, 

completion and graduation rates and job placement.  

Operating Funds refers to the all funds received by colleges through state appropriations 

and tuition and fee revenue collected locally.  

Performance Indicators refer to measurable outcomes that connote the impact or benefit 

of programs, activities and services (Burke, 2002). According to Eckerson (2006), performance 

indicators are aligned with strategy and objectives and measure drivers of value. Performance 

indicators are populated with actionable data and are based on standard definitions, rules and 

calculations. Performance indicators put performance in context by applying targets and 

thresholds that display progress over time. Attaching incentives to performance indicators can 

magnify their impact on organization performance.    

Retention Rate refers to the rate at which students persist in their education program at an 

institution. For community and state colleges, the retention rate includes the percentage of first-
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time degree/certificate-seeking students who either re-enroll or successfully complete their 

education program by the following fall semester. 

State Appropriations are funds received by colleges from the state to support the 

operation of institutions. In Florida, community and state colleges receive funds from three main 

appropriations categories: Community College Program Fund (CCPF), general revenue and 

lottery proceeds. For the purpose of the policy analysis, state appropriations combine these 

funding categories. 

Tuition refers to revenue received by colleges that is paid by students. In most states, 

tuition-setting authority rests with centralized, statewide system governing boards. In other cases, 

local governing boards and institutions maintain tuition-setting authority. In Florida, California 

and Louisiana, the state legislature has primary tuition-setting authority (State Higher Education 

Executive Officers, 2011). For Florida College System institutions, the Legislature annually 

determines the limit for increases in the rate of tuition. While community and state colleges may 

raise the rate of tuition to the limit permitted by the state each year, institutions’ governing 

boards of trustees operate autonomously and set the rate of tuition for their respective colleges. It 

is worth noting that since taking office in 2011, Governor Rick Scott has opposed any tuition 

increases imposed by colleges. While institutions’ boards of trustees may operate independent of 

a central governing board for the state, their members are each directly appointed by the 

Governor and confirmed by the Florida Senate for three-year terms.   

 

Conceptual Framework 

 Performance-based funding programs in higher education seek to improve the 

performance of institutions, focusing largely on student outcomes. While the type of 



18 

performance-based model and associated measures vary among states, these outcomes are used 

to develop performance indicators that form the lever for funding allocations. Performance-based 

funding programs typify theories of action in moving colleges to produce desired results (Argyris 

& Schon, 1996; Dougherty & Reddy, 2013). The concept of a theory of action is similar to 

policy instruments and social mechanisms, in that their objectives are to create a mechanism or 

causal process that will bring about action and subsequent outcomes (Colyvas, 2012; Hedstrom 

& Ylikoski, 2010; McDonnell & Elmore, 1987).  

 As deduced by Tandberg and Hillman (2014), the application of principal-agent theory 

is helpful to understand theories of action related to performance-based funding programs. 

According to principal-agent theory, principals use rewards and sanctions to influence agents’ 

actions and both parties are assumed to seek their own interests. In the case of performance-

based funding, states act as principals and use funds to influence colleges (the agents) to alter 

their practices to achieve outcomes that are aligned with state interests.  

 While other theories like resource dependency have been applied in the study of higher 

education institutions’ dependency on state funding, the intent to influence institutions to 

improve performance through the allotment of incentive funds can best be observed through a 

principal-agent framework (Harnisch, 2011; Pfeffer & Salancik, 1978; Rabovsky, 2012). Serving 

as a conceptual lens, principal-agent theory allows researchers to examine political control 

exerted by states over public institutions (McLendon, 2003). The relationship between principals 

and agents can be strained when they disagree on policy goals, when agents must respond to 

multiple goals or principals and lack clarity in priorities, and when incentives impose substantial 

burdens on the agent (Tandberg & Hillman, 2014). The management of these relationships 

between principals and agents is an area of concern for principal-agent researchers (Moe, 1987).  
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 In the study of performance-based funding policies and their impact on institutional 

performance and student outcomes, principal-agent theory offers a practical framework for 

studying the effect of state funding incentives on institutional operations and performance. 

Further, applying principal-agent theory aids in revealing: the positive effects of performance-

based funding programs when assessed changes meet expectations; flaws in design and 

implementation of performance-based funding programs employed by states; resistance by 

institutions; clarity of state higher education and workforce training priorities; and unintended 

outcomes resulting from the administration of these programs interfere with performance goals. 

Identifying both the benefits and unintended consequences of performance-based funding 

policies supported the development of policy recommendations for consideration by lawmakers 

and higher education leaders (Tandberg & Hillman, 2014).  

 

Overview of the Study 

 A review of literature and research on performance-based funding programs employed by 

other states and national initiatives focused on accountability and outcomes in higher education 

established the context for the policy analysis. Recent research by Dougherty and Reddy (2013), 

Dougherty and Natow (2015), Hillman, Tandberg and Hicklin-Fryar (2014), Hanna (2014) and 

Albee (2010) that focused on the impact of performance-based funding programs on institutional 

productivity in several states across the country formed the basis for the policy analysis.  

Data used for the policy analysis were acquired through the Florida Department of 

Education, Ohio Department of Education, Integrated Postsecondary Education Data System and 

reports produced by national organizations focusing on the prevalence of performance-based 

funding programs implemented across the country and their effect on measurable outcomes 
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produced by colleges. Given the novelty of Performance Funding 2.0 programs, and the reality 

that metrics contained in performance-based funding programs are altered based on state needs 

and political influence, there are limited quantitative studies completed that reveal the 

effectiveness of these programs over time.   

 

Organization of the Study 

The policy analysis contains five chapters. The first chapter introduced the problem and 

purpose for the study. The second chapter presents a review of related literature and describes 

national efforts to improve outcomes and accountability in higher education and the movement 

toward performance-based funding initiatives implemented by states across the country. In 

chapter 3, goals and criteria for the policy analysis are identified and the methodology described. 

In chapter 4, Florida’s existing approach to performance-based funding is reviewed. In addition, 

the results of performance-based funding policy implemented by Ohio are also presented and the 

impacts and usefulness assessed. The fifth chapter addresses the constraints of the policy analysis 

and presents policy recommendations and implications for consideration. The appendix 

containing the interview protocols used for the study follows chapter 5. 

  



21 

CHAPTER 2 

BACKGROUND & LITERATURE 

Performance-based Funding and Community Colleges: A Move Toward Greater 

Accountability 

Over the past four decades, the number of jobs requiring postsecondary degrees and 

credentials has doubled, leading to significant upticks in student enrollment in higher education 

in America. Although states and their publicly supported colleges and universities have made 

great strides in offering access points at different price levels to postsecondary education and 

training for students, completion and graduation rates remain low. Only 41% of the U.S. 

population between the ages of 25 and 34 possess an associate’s degree or higher (Organisation 

for Economic Co-operation and Development, 2011). During the next 10 years, economists 

predict that the number of jobs requiring postsecondary degrees and credentials will continue to 

climb – and many fear that there will not be enough college graduates to meet the growing needs 

of America’s workforce (Jobs for the Future, 2012).  

Since 1970, community colleges have experienced a nearly 300% surge in enrollment. 

Today, community colleges serve approximately 40% of all postsecondary students and are the 

primary access point for postsecondary education and training for low-income and 

underrepresented students. Further, the fastest growing occupations across the country are those 

that require less than a bachelor’s degree. While the long-term viability of the nation’s economy 

and workforce relies heavily on community colleges, less than 30% of first-time beginning 

community college students earn a credential within five years (Jobs for the Future, 2012).  

Productivity and accountability of publicly supported colleges are long-standing concerns 

of the federal government, states and stakeholders. Even before the state-led accountability 
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movement, colleges were held accountable by accrediting agencies. In order to receive federal 

financial assistance for students, institutions would have to be accredited through agencies 

approved by the federal government. Accreditation required colleges to comply with standards 

identified by the agency. These accrediting agencies served as the gatekeepers of federal funds 

for institutions (Albee, 2010; Neal, 2008).  

Accountability initiatives spearheaded by states began more than three decades ago when 

many shifted in their oversight of public colleges and turned their focus and policies from 

compliance and reporting to measuring institutional performance in areas of access, diversity, 

equity and effectiveness (Alexander, 2000; Conner & Rabovsky, 2011; Tandberg & Hillman, 

2014). This shift, referred to as the new accountability movement in public higher education, led 

a number of states to adopt performance-based funding strategies that linked funding allocations 

and financial incentives to institutional performance according to defined metrics (McLendon, 

2003; Tandberg & Hillman, 2014; Volkwein, 2007; Volkwein & Tandberg, 2008). Established as 

a bonus on top of the state’s base allocation, performance-based funding accounted for a small 

percentage of the total state appropriation for colleges and was allocated based on institutional 

performance according to student outcomes. These performance-based bonuses rewarded to 

colleges for achieving certain performance objectives accounted for a small percentage of 

institutions’ operating budgets and were referred to as Performance Funding 1.0 or the first wave 

of performance-based funding (Dougherty, Jones, Lahr, Natow, Pheatt & Reddy, 2014b). By 

1998, 34 states had adopted performance-based systems of funding for colleges (McKeown-

Moak, 2000). Most of these performance-based strategies were short-lived however, with many 

abandoned by states by the early 2000s due to insufficient political and financial support 

(Dougherty & Reddy, 2013; Hearn, 2015).  
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Many researchers considered the economic downturn in the 1990s, combined with the 

rising costs of higher education and growing concerns with its quality, as the impetus of 

performance-based funding programs that were developed and implemented by states 

(Alexander, 2000; Zumeta, 2001). The primary rationale for funding institutions based on their 

performance according to defined metrics is the ability for states to move colleges toward greater 

effectiveness and efficiency, which became increasingly important for states as they battled 

through a series of economic recessions. Moreover, legislators and policymakers have 

historically preferred performance-based approaches to higher education finance, arguing that 

traditional approaches like enrollment-based funding and base-plus funding for institutions were 

ineffective and that tying funding to performance will ultimately lead to greater efficiency 

(Alexander, 2000; Dougherty, Natow, Bork, Jones & Vega, 2013; Dougherty & Natow, 2015; 

Hearn, 2015; Zumeta, 2001).  

Tennessee was the first state to formalize and administer a performance-based funding 

program for colleges in 1979. The initial program allocated a small percentage of funds above 

the base appropriation to institutions that met certain performance goals according to five 

performance metrics. Between 1979 and 2010, both the number of performance indicators and 

the amount of funding tied to institutional performance grew. Since 2010 and the passing of the 

Complete College Tennessee Act, Tennessee’s performance-based funding program experienced 

a significant redesign with an even greater emphasis placed on student outcomes – including 

completion and job placement – and the embedding of performance measures in the base 

appropriation (Dougherty, Natow, Hare, Jones, & Vega, 2011; Dougherty & Reddy, 2013; 

Dougherty & Natow, 2015; Hanna, 2014).  
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Missouri was another early adopter of performance-based funding for colleges, 

establishing their program in 1993. Funding for the program for community colleges grew from 

$500,000 in 1994 to $2.3 million in 1999 and was tied to institutional performance according to 

six outcomes-based metrics. Like Tennessee, Missouri’s performance measures included 

graduation and job placement rates. While initial advocates of performance-based funding for 

colleges in Missouri believed that it would ultimately lead to additional funding for higher 

education, reduced duplication of programming across the state and improved quality of 

programs, funding for their performance-based funding program diminished past 2001-02 

(Dougherty et al., 2011; Dougherty & Reddy, 2013; Dougherty & Natow, 2015; Hanna, 2014).   

The state of Ohio established two performance-based funding programs in the mid-1990s 

focusing on the performance of institutions and success of their students. The Performance 

Challenge, adopted in 1995, rewarded colleges on nine service measures and an outcome 

measure for community colleges based on the number of students who transfer to baccalaureate 

degree granting institutions and later earned a bachelor’s degree. Ohio discontinued the 

Performance Challenge after 1999. Established in 1997, the Success Challenge formed the basis 

for the current performance-based funding program in Ohio. In 2009, Ohio updated the program 

embedding performance indicators in the state’s higher education appropriation funding formula. 

The state phased in the new performance-based funding program over three years, tying a greater 

percentage of funding to institutional performance each year, 5% in 2011, 50% in 2014 and 

100% in 2015 (Davies, 2014; Dougherty et al., 2011; Dougherty & Natow, 2015; Dougherty & 

Reddy, 2013; Hanna, 2014; National Conference of State Legislatures, 2015; Ohio Association 

of Community Colleges, 2013).  
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Since 1996, the state of Florida has administered three performance-based funding 

programs for colleges. The state’s community colleges were some of the first public entities to be 

included as part of the larger policy move to performance-based budgeting, resulting from the 

Legislature’s adoption of the Government Performance and Accountability Act in 1994. The 

move was intended to tie public funding to program outcomes rather than inputs. Despite 

recognizing colleges for past performance and establishing targets for future performance, the 

performance-based budgeting program did not include a formula for the distribution of funds 

earmarked to reward performance gains. As a result, the Legislature developed the Performance 

Incentive Funding program in 1996. The program became part of the state’s performance-based 

budgeting program that allocated funds to institutions based on their performance according to 

three sets of indicators that primarily focused on student completion, student transfer rates to 

state universities, student performance on licensure exams, time to degree and job placement 

rates. Florida replaced the performance-based budgeting approach with the Workforce 

Development Education Fund (WDEF) in 1997. Sporadic in its administration, the WDEF 

marked the state’s first attempt at tying a portion of the base appropriation – as high as 15% at 

one point – to performance according to vocational and technical education measures and goals 

for colleges (Dougherty et al., 2011; Dougherty & Reddy, 2013; Dougherty & Natow, 2015; 

Hanna, 2014; Wright, Dallet, & Copa, J., 2002; Yancey, 2002). 

South Carolina also adopted a performance-based funding program in 1996. The South 

Carolina General Assembly directed that all state funds for public higher education institutions 

be distributed based upon 37 performance indicators that were grouped into nine success factors. 

While the legislation called for 100% of the funds to be allocated according to the critical 

success factors, the highest percentage of funds distributed to institutions based on performance 
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was 38% in 1999. The percentage of higher education funding distributed based on performance 

fell to just 3% one year later. Performance-based funding proponents in South Carolina asserted 

that higher education was inefficient and costly. Factors contributing to the implementation of 

the state’s performance-based funding program were a desire to provide accountability to 

constituents and to control the values and standards for the state’s public technical education 

system (China, 1998). However, with a lack of any evidence used in the creation of system 

benchmarks for accountability, the performance-based funding program incorporated many goals 

that were considered unobtainable by most institutions (Fore, 1998). The state’s performance-

based funding program was controversial and unstable in its funding and areas of measurement 

(Dougherty et al., 2011; Dougherty & Reddy, 2013; Dougherty & Natow, 2015; Hanna, 2014; 

Phillips, 2002).   

The state of Washington has established two performance-based funding programs for 

higher education. While the first program, established in 1997, applied to both universities and 

community colleges, it was short-lived and expired after just two years of implementation. The 

program held back a small percentage of institutions’ appropriations and required community 

colleges to meet or exceed goals for student completion and transfer rates, students’ time-to 

degree and graduate earnings. More recently, the second performance-based funding program, 

the Student Achievement Initiative (SAI), was adopted in 2007 and applied only to community 

colleges. The program focused primarily on student progression and completion. Unlike the first 

performance-based funding program administered by the state, the SAI did not withhold funding 

from colleges rather it rewarded them with additional funding on top of the base appropriation 

for achieving their performance goals.  
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Other states to implement Performance Funding 1.0 programs include: Arizona (current 

program implemented since adoption in 2012); Arkansas (programs adopted in 1995, 1999 and 

2007 were each implemented for just two years before ending); Colorado (programs adopted in 

1994 and implemented through 1998, in 1999 through 2004 and the current program was 

adopted in 2011); Georgia (program adopted in 2006 and implemented for just two years before 

ending); Hawaii (current program implemented since adoption in 2013); Idaho (program adopted 

in 2000 and implemented through 2005); Illinois (program adopted in 1998 and implemented 

through 2002); Indiana (initial program adopted in 2007 and implemented through 2009, current 

program was adopted in 2009); Kansas (programs adopted in 1999 and implemented through 

2003, in 2002 and implemented through 2008 and the current program was adopted in 2013); 

Kentucky (program adopted in 1994 and implemented through 1998); Louisiana (program 

adopted in 2001 and implemented through 2009); Michigan (current program implemented since 

adoption in 2012); Minnesota (program adopted in 1994 and implemented through 1998); New 

Jersey (program adopted in 1999 and implemented through 2003); New Mexico (program 

adopted in 2003 and implemented through 2011); New York ( SUNY program adopted in 1998 

and implemented through 2007, CUNY presently implements program adopted in 2000); North 

Carolina (initial program adopted in 1999 and implemented through 2008, current program was 

adopted in 2012); North Dakota (current program implemented since adoption in 2013); 

Oklahoma (programs adopted in 1997 and implemented through 2000, in 2001 and implemented 

through 2011 and the current program was adopted in 2012); Oregon (initial program adopted in 

1999 and implemented for just one year, current program was adopted in 2007); Pennsylvania 

(program adopted in 2000 and implemented for just two years); South Dakota (programs adopted 

in 2004 and implemented through 2011 and in 2012 and implemented for just one year); Texas 
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(programs adopted in 1999 and implemented through 2003 and in 2007 and implemented 

through 2011); Utah (current program implemented since adoption in 2013); Virginia (current 

Figure 1 - Adoption of Performance-based Funding 1.0 by States 
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program implemented since adoption in 2005); and Wyoming (current program implemented 

since adoption in 2012) (Dougherty & Natow, 2015). Figure 1, on the previous page displays the 

states that adopted Performance Funding 1.0 programs and the duration of those programs. 

 

Theoretical Influences on the Development of Performance-based Funding Policy 

 In reviewing performance-based funding policies established and implemented by states, 

it is important to consider the decision-making processes used to formulate these public policies. 

Kingdon (1995) posits that public policy decisions start with determination of the policy agenda. 

Generally, ideas must be captured as part of the policy agenda before legislators or policymakers 

will consider them. The policy agenda is also referred to as an institutional or governmental 

agenda that policymakers and legislators feel compelled to give serious attention to and take 

action on (Anderson, 2011). According to Kingdon (1995), three independent streams of activity 

converge to open a window leading to the formation of the policy agenda: problems, proposals 

and politics. The problem stream is comprised of matters identified as important by 

policymakers, legislators or stakeholders that must be addressed through action.  Anderson 

(2011) defines policy problems as “a condition or situation that produces needs or dissatisfaction 

among people and for which relief or redress by governmental action is sought” (p. 85). 

Problems, while not always self-evident, are often revealed through a focusing event that brings 

attention to a particular issue, a powerful symbol that garners momentum and support, or the 

personal experiences of legislators and policymakers (Kingdon, 1995).  In adopting 

performance-based funding programs, policymakers look to resolve perceived problems such as 

low graduation and job placement rates, rising costs of tuition and fees and increased amounts of 
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student loan debt. Various factors direct the attention of policymakers and government to 

problems that induce action (Hanna, 2014).     

 The proposal stream is comprised of possible solutions to deal with the problem. 

Proposed policy solutions are identified by small groups of experts who work in related fields 

and policy areas and form policy communities (Kingdon, 1995). Ideas and alternatives bubble up 

within these communities and are proposed for policymakers and legislators to consider. 

According to Anderson (2011), sometimes solutions are proposed and endorsed by policymakers 

who wait to connect an emerging problem with the proposed policy. Performance-based funding 

programs are one solution proposed by policy communities and embraced by policymakers and 

government leaders as a tool to influence the behaviors of colleges through funding, advance 

accountability in higher education and focus on outputs of institutions and return on public 

investment rather than on enrollment.   

 The politics stream is comprised of such issues as changes in administration, shifts in 

public mood or pressure applied through campaign efforts. Politics often refers to the issues of 

importance that different groups adopt and the actions they take to promote their values (Kraft & 

Furlong, 2015). A policy window opens when these three streams converge, presenting an 

opportunity for advocates of policy solutions to advance their proposals or bring attention to 

perceived problems with the goal of moving their idea to the policy agenda. According to 

Kingdon (1995), the convergence of these streams is not always predictable.  

 Mintrom (1997) asserts that the advancement of policy proposals and innovation is tied to 

policy entrepreneurs who use different ideas and approaches to promote their own agendas and 

initiate dynamic policy advances. Policy entrepreneurs play a significant role in identifying and 

promoting problems and attracting the attention of policymakers. In addition, these policy 
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entrepreneurs network strategically in policy circles, shape the terms of policy debates, build 

political coalitions and mobilize political support to energize the acceptance and diffusion of 

their ideas. These savvy entrepreneurs often work across state lines to gain credibility in order to 

facilitate the adoption of their policy agendas. While Kingdon (1995) stresses three independent 

streams of activity that converge and influence the policy agenda, Mintrom (1997) ascribes that 

policy entrepreneurs often work outside these streams, promoting policy problems and solutions, 

waiting for an event that creates an opening to set the political agenda (Dougherty, Natow, Jones, 

Lahr, Pheatt, & Reddy, 2014). Policy entrepreneurs seek to shape public policy and may be 

driven by their own interests or the interests of organizations or businesses they align with or 

represent (Kingdon, 1995). Organizations like Lumina Foundation, the Bill and Melinda Gates 

Foundation, Complete College America, the National Governors Association and the National 

Center for Higher Education Management Systems (NCHEMS) are examples of policy 

entrepreneurs that are driving higher education accountability discussions and promoting the 

implementation of performance-based funding programs by states (Hanna, 2014).  

The advocacy coalition framework offers another theoretical approach to policy change. 

According to the framework, policy change occurs in a subsystem comprised of policy actors 

such as journalists, researchers, analysts, advocacy organizations and all levels of government 

that unite around shared beliefs and perceptions and interact regularly over a long period of time 

to develop and implement policy within a particular domain (Jenkins-Smith & Sabatier, 1994; 

Jenkins-Smith, Nohrstedt, Weible, & Sabatier, 2014). The framework leads to public policy 

changes that occur due to a variety of factors that include policy learning, where members may 

revise their beliefs to better align with the coalition’s stance and strategy and shocks external to 
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the subsystem such as shifts in public opinion and changes in government personnel and political 

control (Dougherty et al., 2014a; Jenkins-Smith et al., 2014; Jenkins-Smith & Sabatier, 1993).  

Policy change can also occur as a result of policy diffusion across states. States emulate 

policies enacted by other states for a number of reasons, whether copying policy that is assessed 

as being effective, conforming to newly formed norms or competition with other states. As 

Dougherty and Natow (2015) assert, “policy diffusion theory buttresses the advocacy coalition 

framework and the policy entrepreneurship perspective by providing an explanation of the 

sources of particular policy designs” (p. 58). The policy diffusion theory typifies policy learning 

where policymakers in one state develop policy based on what other states are already doing. 

While policy diffusion between states occurs often between neighboring states, regional and 

national associations are leading to wider diffusion of policy among states that are not 

contiguous. The Southern Regional Education Board, National Conference of State Legislatures, 

the National Governors Association and Complete College America are just a few examples of 

organizations promoting the diffusion of policies like performance-based funding among states.  

 Each of the policy change theories highlight different paths that states navigate to 

develop and implement performance-based funding programs. Converging independent streams 

help describe the three primary modes of promoting policy ideas for consideration. Often 

operating alongside those streams, policy entrepreneurs mobilize supporters based on common 

policy interests and take advantage of external shocks that open windows of opportunity to move 

policy ideas forward. Mobilization of supporters often leads to the establishment of coalitions. 

These advocacy coalitions advance policy proposals like performance-based funding among 

policy subsystems that are centered on common beliefs. Like the policy entrepreneurs that 

catalyze the formation of these groups, the subsystems are opportunistic and influence policy 
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discussions through timely responses to external shocks and policy learning. Policy diffusion 

further explains the genesis of policy ideas, drawing on examples already employed by other 

states that are promoted by policy networks.  

 

Explaining the Demise of Performance-based Funding Policies and Programs 

In addition to considering the theoretical influences that lead to the development of 

policy, it is also important to consider the factors that increase the likelihood of its termination – 

especially as it relates to performance-based funding policies adopted by states. Policy 

termination can occur either quickly or over time (Bardach, 1976). The study of performance-

based funding programs implemented by states over time reveals a widespread adoption of these 

policies across states, with a brief implementation phase followed by termination within several 

years of being enacted. DeLeon (1978) posits that policies are terminated for one of two basic 

reasons: either the policy accomplished what it was designed to do, or it exacerbated the problem 

that it was developed to resolve. Between these two poles, policies are often adjusted and refined 

in order to better respond to the problem. Factors that enhance the probability of policy 

discontinuation include: a transition in government leadership that results in new priorities; 

increased vulnerability of the policy due to lack of general support; opposition toward the policy 

in the absence of an advocacy coalition; adverse conditions surrounding adoption of the policy 

and its implementation; minimization of harm to those that benefit from implementation of the 

policy; high costs associated with funding programs established and administered as part of the 

policy change; shorter duration of time that the policy has been implemented; and rigidity of 

policy and its supporters and lack of adaptability to changes in the policy environment (Bardach, 

1976; DeLeon, 1978; Dougherty & Natow, 2015). Studies of performance-based funding 



34 

programs suggest that the issues these programs created for states and institutions outweighed 

any positive outcomes that came about as a result of their implementation. The elimination of 

these programs was tied to one or more converging factors that decreased the likelihood of their 

long-term sustainability (Dougherty & Natow, 2015).  

 While over half of all states in the U.S. adopted some form of performance-based funding 

between 1979 and 2010, 12 of those states ended or suspended their programs (Dougherty & 

Natow, 2009; Dougherty & Natow, 2015; Dougherty, Natow, & Vega, 2012). In a study of states 

that discontinued or suspended their performance-based funding programs, Dougherty and 

Natow (2009) identified several factors that lead to their demise: the performance-based funding 

programs were established in appropriations proviso rather than statute; funding that supported 

those programs had eroded; colleges opposed the implementation of such programs; states lost 

key policy advocates for performance-based funding programs; and the buy-in and support from 

business and industry was limited. Their findings confirmed earlier research by Burke and 

Modaressi (2001) who noted that in states where performance-based funding programs were 

abandoned, reasons attributed included a lack of support from the highest levels of state 

government, diminished funding for these programs and opposition from colleges. Additional 

studies on the demise of performance-based programs suggest that although these programs were 

viewed as favorable by policymakers in stemming long-term improvements in accountability and 

public perceptions about the return on investment of higher education, colleges claimed that they 

eroded their institutional autonomy and brought about financial hardships in implementation of 

the programs at the local level (Burke & Modarresi, 2000). Meanwhile, states with greater 

success in sustaining performance-based funding programs over time garnered support from 

college system leadership, increased funding to finance these programs, enacted policies that 
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emphasized quality improvement, allowed sufficient time for implementation, limited the 

number of metrics used to assess institutional performance, established stable statewide priorities 

and centralized institutional data for use in assessment of colleges (Burke & Modarresi, 2001).  

 Dougherty and Natow (2015) reviewed the circumstances surrounding the 

discontinuation of performance-based funding programs in four different states: Florida, Illinois, 

Missouri and Washington. The elimination of these programs occurred as a result of a 

convergence of issues that included financial hardships experienced by states, loss of support 

from advocates and political champions of performance-based approaches, resistance and 

opposition from colleges and the temporary approach taken by states in the design and 

implementation of performance-based funding programs. Three of the four states studied 

experienced sharp declines in funding for their performance-based programs prior to their 

elimination. In Florida for example, a downturn in the state’s economy resulted in a decrease in 

state revenue and in turn reduced spending per FTE for the community college system. While 

overall spending improved slightly, it did not meet the growing need expressed by institutions 

that were facing considerable increases in enrollment. As a consequence, colleges emphasized 

funding for enrollment to offset their rising costs of instruction and operations, shifting the 

attention of the Legislature away from funding based on outputs. Illinois and Missouri 

experienced similar financial challenges leading to the eventual discontinuation of their 

performance-based funding programs. 

  At the same time that states like Florida, Illinois and Washington were encountering 

funding challenges for colleges, they also experienced a shift in leadership as governors and 

legislators who supported accountability policies left office. Those who replaced them were not 

as enamored with or loyal to performance-based approaches. The lack of support at the state 
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level was coupled with a withdrawal of local support for performance-based funding programs 

from the business community. Moreover, all four states that discontinued their performance-

based programs experienced a lack of support for the programs from business and industry 

(Dougherty & Natow, 2015).  

 In Florida, Washington and Missouri, the opposition and resistance to performance-based 

funding programs by colleges was exacerbated by financial hardships they experienced, their 

perceptions that these programs intruded on institutional autonomy and were imposed on them 

with little input sought, and the transitory approach taken by lawmakers in their design and 

implementation. Faced with financial challenges, colleges in Florida and Missouri focused on 

funding for growing enrollments and away from what they deemed as superfluous programming. 

Additionally, colleges in Florida and Washington felt that by not consulting them in the 

formation of metrics and indicators included in the states’ performance-based funding programs, 

that these programs were being imposed on them by legislatures that were not familiar with their 

operation. The perception by colleges that they were not included in the process to develop 

systems of measurement for performance-based funding programs was compounded by a general 

impression shared by the higher education community that states were intruding on colleges and 

eroding their autonomy. Consistent with the general aversion of higher education to external 

entities’ intrusion on institutional practices, colleges pushed back claiming that such emphasis by 

states on accountability and performance threatened not only the diversity of institutional 

missions and cultures, but to access for their neediest students (Cohen & Brawer, 1996; 

Dougherty & Natow, 2015; Schmidtlein & Berdahl, 2011). Further, with hold-back funding 

mechanisms employed in some performance-based funding programs in states like Florida and 
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Washington, where a percentage of the base appropriation for colleges was retained by the state, 

colleges viewed this approach as punitive and flawed (Pfeiffer, 1998; Yancey, 2002).  

 The newness of performance-based funding programs, unclear processes for their 

implementation and lack of statutory requirements in place also contributed to the 

discontinuation of these programs by states. Colleges in Florida experienced substantial changes 

that accompanied the administration of the state’s first performance-based funding program, the 

WDEF. The absence of clear guidelines developed for the implementation of these programs also 

discouraged colleges from widely engaging and supporting them (Albee, 2010; Yancey, 2002). 

Performance-based funding programs in Illinois and Washington were also eliminated following 

brief periods of implementation. All three states proved that short-term implementation of policy 

prevents any opportunity to garner support. Conversely, Tennessee’s performance-based funding 

model, implemented since its development in 1979, offers an example of the benefit of time in 

continuation of policy implementation. Despite substantial changes to the performance-based 

funding program and state higher education finance in Tennessee, its long-term implementation 

and widespread support from policymakers makes it more difficult to eliminate (Dougherty & 

Natow, 2015).    

 Finally, Dougherty & Natow (2015) pointed to the adoption of performance-based 

funding policy through the use of a budget proviso – where a portion of the budget appropriation 

might be tied to several performance metrics – as a method of policy development and 

implementation that is far easier to eliminate than adoption through statutory requirement. Where 

changes written in proviso can be discontinued the next year simply by removing language in the 

budget, statute requires legislative action to modify or end the program contained in policy. In 

three of the four states that they studied, Dougherty and Natow (2015) discovered that 
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performance-based funding programs that were adopted through proviso were abolished a short 

time after their initial implementation.  

 For many states that adopted performance-based funding programs in the past, these 

programs were suspended or eliminated after being briefly implemented. In their study of four 

states that ended or suspended performance-based funding programs, Dougherty and Natow 

(2015) highlighted 11 risk factors for elimination of these programs. Tennessee, with its 

performance-based funding program in place for nearly 40 years proves how these risk factors 

can be minimized with a long-term approach. Implementation of policy for a long period of time 

makes it more difficult to eliminate. Additionally, modifications to the Tennessee performance-

based funding program confirm the need for states to adapt programs to changes in the policy 

environment. As state budgets for public colleges get tighter, it is not surprising to see 

widespread growth in the popularity and adoption of performance-based approaches, this time 

with one substantial difference when compared with Performance Funding 1.0: now states are 

tying an increasing portion of the base appropriation for colleges to institutional performance as 

part of a new wave of performance-based funding. 

 

Recent Trends in Accountability and Performance-based Funding for Community Colleges 

More recently, states, the U.S. government and major foundations intensified their focus 

on outcomes, effectiveness, transparency and the performance of higher education institutions, 

especially as it relates to the “success” and completion of programs by students (Bowen, 

Chingos, McPherson, & Tobin, 2009; Schneider, 2008; Trettel & Yeager, 2011). Presidents Bush 

and Obama and their administrations, the Bill and Melinda Gates Foundation, The College 

Board, National Governor’s Association, Complete College America, Lumina Foundation, 



39 

Achieving the Dream, the National Community College Benchmark Project and the American 

Association of Community Colleges all have goals supporting the push for greater accountability 

and performance of community colleges in improving student success and college completion 

rates. Rather than funding colleges for the number of students enrolled, these groups advocated 

that funding policies should incentivize production of degrees and high-value certificates that 

address societal needs (Hillman, Tandberg & Hicklin-Fryar, 2014; Jones, 2012).    

Within the past five years, President Barrack Obama announced the American 

Graduation Initiative and Skills for America’s Future, federal programs turning to community 

colleges to bolster the country’s economic recovery and link education and training with jobs. 

Specifically, the American Graduation Initiative called for 5 million additional college graduates 

by 2020. The Obama administration also appointed the Committee on Measures of Student 

Success, a legislatively mandated body charged with assisting colleges in meeting completion or 

graduation rate reporting requirements. In addition, the President proposed Race to the Top for 

higher education in the U.S. focused on the performance of institutions according to their 

affordability and student completion rates (U.S. Office of the President, 2015). Through Race to 

the Top, the President encouraged states to develop performance-based funding programs (U.S. 

Office of the President, 2013). These initiatives added to prior education reform efforts 

spearheaded by the Bush administration: No Child Left Behind which focused on the preparation 

of students for progression to postsecondary education and the Commission on the Future of 

Higher Education which supported increased accountability and transparency in higher 

education.   

During that same period, the National Governors Association (NGA) and Complete 

College America issued prescriptive policy recommendations for states to consider that focused 
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on the use of student learning, progression and completion outcomes in establishing program and 

funding plans. The primary goal for both organizations is to grow the number of Americans with 

career certificates and college degrees that lead to meaningful employment and to close 

attainment gaps for traditionally underrepresented populations. Complete College America 

aspires through their work to see six out of 10 young adults in America earn a college degree or 

credential by 2020. Both the NGA Complete to Compete plan and Complete College America 

recommend the use of performance-based funding approaches for colleges based on clear 

metrics, articulated state priorities and incentives for completion gains for low-income and 

historically underrepresented populations (Jones, 2012; Reyna, 2010).  

The policy recommendations prescribed by Complete College America are based on the 

assumption that past iterations of performance-based funding programs employed by states failed 

in their design and implementation (Jones, 2012).  Dennis Jones, President of the NCHEMS 

developed the recommendations to aid policymakers in the design and implementation of 

performance-based funding programs and avoid mistakes made in prior efforts. The 

recommendations were presented as design and implementation principles for states to consider 

as they move forward in crafting their performance-based funding programs. The design 

principles suggested by Jones (2013) included: recognize that the funding model incentivizes and 

drives institutional behavior; agree on the goals of a performance-based funding model before 

attempting to design and implement; consider all public institutions in developing the model; 

design a model to be tailored to the mission of each sector; reward success in serving students 

from historically underrepresented populations; reward student progress in addition to goal 

attainment; limit the categories of outcomes that are measured and rewarded; use clearly defined 

metrics to prevent misinterpretation and gaming by institutions; reward the continuous 
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improvement of institutions; establish metrics that ensure the quality of program and service 

offerings at colleges; and recognize that the performance-based funding program is one part of a 

system’s financing model.  

In addition to design principles suggested by Jones (2013), he also recommended the 

following implementation principles for consideration by states transitioning to performance-

based funding programs: draw the attention of colleges and influence their behavior by tying 

sizable amounts of funding to performance; finance performance-based funding programs within 

existing funding parameters; grow the proportion of state funding for colleges tied to 

performance over time through a phased in approach; based on institutional performance, cut 

funding from under-performing institutions according to a stop-loss provision (in the interest of 

defined state priorities); and in years of reduced state budgets for colleges, allocate funds based 

on performance first (to maintain emphasis on outcomes) before cutting in other areas. The 

design and implementation principles suggested by Jones (2013) align with findings and 

recommendations derived from research focusing on factors and strategies that promote the long-

term sustainability of performance-based funding policies and discourage discontinuation of 

these programs by states (Bardach, 1976; Burke & Modarresi, 2000; DeLeon, 1978; Dougherty 

& Natow, 2009; Dougherty, Natow, & Vega, 2012). 

More recently, Complete College America developed additional recommendations for 

systemic change aimed at influencing institutional policy and behavior while enhancing student 

completion and success. Adding to recommendations for performance-based funding models that 

focus on clarity of metrics, system priorities, completion over enrollment and support for 

students from low-income and historically underrepresented backgrounds, Complete College 

America prescribed the use of co-requisite remediation, ranges of placement test scores, 
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alignment of math with program of study, adequate advising support for students, especially in 

gatekeeper courses, incentivizing full-time enrollment (15 credit hours) by students, limiting the 

amount of credits needed to earn a degree and establishing course pathways, meta-majors and 

milestone courses. While prescriptive recommendations on metrics and initiatives are helpful for 

states considering developing and implementing a performance-based funding model, opponents 

might argue that Complete College America’s emphasis on full-time enrollment as a predictor 

for retention and success does not align with the enrollment behaviors of most community 

college students who work while attending college and enroll on a part-time basis. Despite this 

argument, to date, governors from 33 states, including Florida, have signed on as members of the 

Complete College America Alliance and many are using the design and implementation 

principles recommended as a template in the formation of performance-based funding programs 

for their states.  

At the same time that the Complete College America agenda gained momentum and 

supporters nationally, the American Association of Community Colleges, Association of 

Community College Trustees and the College Board Advocacy and Policy Center developed the 

Voluntary Framework of Accountability (VFA).  Financially supported by the Bill and Melinda 

Gates Foundation and Lumina Foundation, the VFA defined metrics to provide accountability 

and assess the effectiveness of community colleges in meeting their missions and the needs of 

the populations they serve. As the first sector-appropriate accountability framework for 

community colleges, the VFA addresses relevant institutional measures including student 

progress and outcomes, career and technical education, adult basic education and the general 

equivalency diploma and student learning outcomes. The primary goal of the VFA is to enable 

community colleges to compare their performance with other institutions on nationally accepted 
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measures of student progress and completion, in turn providing colleges a starting point for 

improvements in effectiveness and efficiency. Tailored by community college leaders and 

piloted on college campuses across the country, the VFA offers colleges a benchmarking and 

accountability system that measures institutional performance in core areas often overlooked by 

models developed to assess four-year institutions.     

The increased emphasis on the accountability of community colleges across the country 

has led many states to develop systems of performance-oriented assessments covering a broad 

range of institutional operations including efficiencies in budgets and the use of human, financial 

and capital resources, cost analyses comparing the percentage of expenditures on instructional 

and student support services and assessments focusing on student performance outcomes and 

results (McKeown-Moak, 2013; Zumeta, 2001). This more recent trend in accountability of 

colleges was exacerbated by a convergence of factors that included a crisis in state funding for 

public institutions, intense competition for limited public funds among all areas of government 

(and an increased focus on results), increased societal needs and expectations of colleges and 

heightened skepticism and scrutiny of social institutions (McKeown-Moak, 2013).  

Presently, nearly 30 states have adopted funding formulas for community and technical 

colleges that allocate funding based on institutional performance according to defined metrics. In 

addition, several other states are transitioning to some type of performance-based funding 

program (National Conference of State Legislatures, 2015). The three predominant types of 

models currently employed by states are categorized as performance set-asides, performance 

contracts and outputs or outcomes-based funding models (Friedel, Thornton, D’Amico & 

Katsinas, 2013; Miao, 2012; Snyder, 2015).  
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Performance set-aside models hold a determined amount of state funds for allocation 

based on performance. Funds used in set-aside models are either carved out of the base state 

appropriation or are additional funds beyond the base. Performance contracts are administered 

between individual colleges and the state. Under this model, colleges are awarded funding only 

after meeting agreed upon performance objectives contained in the contract. Outputs or 

outcomes-based funding formulas incorporate financial incentives for improved performance 

according to identified metrics. Often weighted for institutional mission, these funding formulas 

use a portion of the base state appropriation and are included in the state funding formula for 

colleges (Friedel et al, 2013; Miao, 2012).  

 Results-oriented, performance-based funding programs evaluate institutions according to 

outcomes such as completion and graduation rates and the number of degrees awarded, instead 

of inputs like student enrollment (Friedel et al, 2013; Harnisch, 2011; Miao, 2012). These 

performance-based approaches allow states to leverage public funds with the goal of spurring 

improved student outcomes and the effectiveness and efficiency of colleges. While specific 

indicators currently used by states in performance-based funding models vary considerably, most 

are based on general and student progression outcomes, with others tied to subgroups of students 

and identified state needs and priorities.  Table 1, presents an overview of states that 

implemented or are in the process of implementing performance-based funding programs for 

two-year colleges.    

 

 

 

 



45 

Table 1 - Performance-based Funding Programs for Two-Year Colleges 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 

Metrics 
Specific Metrics  

Adoption 

Method 

Funding  

Hold-Back 

Arkansas 2.0 
2011-

present 

Target of 25.0% of funding based 
on performance, to be allocated 
on basis of outcomes. 
 
Legislature capped at 10.0% until 
equity reached in base funding. 
 
Phased approach to performance-
based funding (begin at 5.0% and 
increase 5.0% per year until 
target of 25.0% is reached). 

16 

 
 
Remedial course success  
Non-remedial course success Progression  
Certificates of proficiency Technical certificates  
Associate’s degrees  
Total credentials  
Low-income  
Under-prepared  
STEM credentials  
High-demand credentials Workforce training  
Transfer  
Adult credentials  
Minority credentials  
Employment 
 
 

Statute 

 
Colleges can lose full 5.0% only if 
failure on 9 of 10 metrics.  
 
No stop-loss, but decrement based 
on a sliding scale. 
 

Colorado 1.0 In transition 

 
Beginning in FY 2016 and for 
each year that state funding is at 
or above $706 million, 25.0% of 
the amount over $650 million 
will be appropriated based on 
each institution’s performance. 
 

5 

 
Colorado Commission on Higher Education proposed the 
following metrics to be used to assess institutions:  
Role and mission (Weighted credit hours; Support 
services for Pell-eligible; Underrepresented minority 
students; Tuition stability factor) 
Completion and transfer (weighted for STEM and 
healthcare) 
Retention (evaluated at 15, 30 and 45 credits) 
Awards granted (weighted and indexed) 

 

Statute 

Guardrails are in place to ease 
transition to performance-based 
funding. They ensure that no 
institution receives a change in 
base funding from the previous 
year that is 5.0% less than or 
greater to the change in Total State 
Appropriation. 

Florida 2.0 In transition 

In FY 2015, $20 million in new 
funding will be added to $20 
million reallocated from base 
funding. 

4 

Job placement/continuation 
Retention rates 
Completion rates 
Entry level wages 

Proviso 

 
 
Percentage of base funding 
withheld from lowest performing 
colleges, with opportunity to 
submit an improvement plan to the 
State Board of Education.  
Upon showing progress in 
implementing improvement plan, 
will have base funding restored.  
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Table 1 - Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 

Metrics 
Specific Metrics  

Adoption 

Method 
Funding  

Hold-Back 

Georgia 2.0 In transition 
Beginning in FY 2017, all new 
money appropriated will be based 
on institutional performance. 

4 

Student progression and retention 
Awards conferred 
Pell grant recipients (counted in awards and transfer) 
 
Metrics under consideration: 
Strategic initiatives 
Transfers out with 12 hours 
Remedial success 

Governor  

 
 
 
Funding based on institution and 
sector productivity and weighted.  
 
Funding allocation level moves up 
and down based on performance 
measures.  
 
 
 

Hawaii 2.0 
2011-

present 

 
For FY 2015, system allocated 
$6.5 million for performance-
based funding ($3.5 million from 
tuition revenue holdback and $3 
million from general fund 
appropriations). 
 

5 

 
Degrees and certificates awarded 
Degrees and certificates awarded to Native Hawaiian 
students 
Degrees and certificates awarded to students in STEM 
fields 
Number of low-income students participating the Federal 
Pell program 
Number of transfers from the community colleges to the 
baccalaureate campuses 
 

Statute 

 
 
 
Campuses can only achieve full 
outcomes funding if they meet or 
exceed the targeted outcomes for 
each of the measures. 
 
If a campus does not meet the 
targeted outcome, then any unused 
funds would be used for other 
system initiatives. 
 
 
 

Illinois 2.0 
2011-

present 

 
 
 
Less than 1.0% of base funding is 
allocated by the state to support 
performance-based funding. 
 
The state intends to increase the 
portion of funds allocated based 
on performance (implemented in 
incremental steps). 
 
 
 

4 

 
Degree and certificate completion 
Transfers (to both 4-year and other 2-year)  
Remedial and adult education advancement  
Momentum points 
 

Statute 

 
No, state currently uses base plus 
method for performance-based 
funding allocation.  
 
However, amount dedicated to 
performance is very small (0.5%) 
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Table 1 - Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 
Metrics 

Specific Metrics  
Adoption 
Method 

Funding  
Hold-Back 

Indiana 2.0 
2009-

present 

Current performance-based 
funding model reallocates a 
portion of base funding (7.0%) to 
institutions through the 
performance formula. The 
expectation is that if new dollars 
are available in the future these 
“add-ons” would also be 
distributed based on institutional 
performance. 

7 

Degree completion (certificates, Associate’s degrees 
granted)  
At-risk student degree completion 
High impact degree completion (STEM) 
Student persistence (15, 30, and 45 credits) 
Remediation success (successful completion of 
remediation and successful completion of gateway course 
in same subject area) 
On-time graduation rate  
Productivity metric (local measure negotiated with each 
institution) 

State 
Commission 
for Higher 
Education 

Institutions are rewarded out of 
the performance-based 
allocation pool based on their 
performance according to the 
identified metrics.  
 
According this method, some 
institutions gain in the formula 
beyond the 7.0% across the 
board reduction, while others 
whose performance is lacking 
lose funding from the state. 

Kansas 1.0 
2013-

present 

New funding appropriated by the 
Legislature and approved by the 
Governor. Funding amounts 
determined annually.  

6 

Community and technical colleges must include at least 
three indicators from the state’s Foresight 2020 goals. 
Institutions must include at least one indicator from each 
goal as part of their performance agreements. 
 
Increasing Higher Education Attainment 

First to second year retention rates of college ready 
cohort 
Three-year graduation rates of college ready cohort 
Number of certificates and degrees awarded 
Student Success Index 

 
Meeting the Needs of the Kansas Economy 

Performance of students on institutional quality measures 
Percent of students employed or transferred  
Wages of students hired 
Third party technical credentials and 
WorkKeys (if applicable) 

 
Community and technical colleges must also include three 
indicators specific to the institution (which support the 
state’s goals or the institution).  

Statute 

No, state currently uses base 
plus method for performance-
based funding allocation.  
 
Institutions submit a 
Performance Agreement to the 
Board of Regents for approval 
once every three years, with 
performance evaluated annually.  
 
The annual performance report 
provides the Board a basis for 
awarding any new funding. 
 
The metrics used to evaluate 
performance are specific to each 
institution. 
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Table 1 - Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 
Metrics 

Specific Metrics  
Adoption 
Method 

Funding  
Hold-Back 

Louisiana 2.0 
2010-

present 

 
15.0% of base funding for 
institutions tied to performance.  
 
Colleges can also receive 
permission to raise tuition by 
10.0% without legislative 
approval. 
 

Vary 

Colleges enter into performance agreements with the 
Louisiana Board of Regents, which uses these agreements 
to establish annual performance targets (unique to each 
institution’s mission and based on objectives established in 
the GRAD Act). 
 
Metrics address the following categories: 
Student success (Change in retention; Number of degree 
and certificate completers; Increase passage rates on 
licensure and certification exams) 
 
Articulation and transfer 
 
Workforce and economic development 
(Employment of degree and certificate earners; Research 
productivity) 
Institutional efficiency and accountability 

Statute 

Base funding for colleges is 
determined on basis of 
completed credit hours. 
 
Institutions that achieve 80.0% 
of their targets receive: 15.0% 
of base appropriation and 
permission to raise tuition up to 
10.0% 

Massachusetts 2.0 
2013-

present 

 
Funding for colleges is divided 
into two parts: base funding and a 
performance-based allocation.  
 
The performance component is 
based on three key sets of 
variables: 1) enrollment; 2) 
completion; and 3) alignment. 
 

7 

Completions (certificates and Associate’s degrees) with 
premium for awards in high-priority areas (30.0%) and to 
underserved populations (30.0%) 
Transfers with at least 24 credit hours 
Momentum points (completion of first college-level 
English, completion first college-level Mathematics, 
completion of 30 credit hours) 
Productivity (awards per 1,000 FTE) 
Success rate of students (using the Achieving the Dream 
definition) 

Commission 
of Higher 
Education 

Based on the components of the 
funding formula, funds can be 
withheld from institutions based 
on performance according to 
metrics.  

Michigan 1.0 
2012-

present 

For FY 2014, community 
colleges received $8.9 million in 
additional funding that was 
allocated based on performance 
metrics. 

9 

Student contact hours as measured by a running two-year 
average (10.0%) 
Weighted course and degree completions (17.5%)  
Local strategic value (15.0%) (Number of continuing 
education students; Number of cooperative arrangements 
with baccalaureate institutions; Number of strategic 
partnerships with businesses; College sponsored Arts and 
Culture) 
Administrative costs (7.5%) 

Statute  (to 
form task 

force) 

No, performance-based funding 
program based on appropriation 
of new funds.  
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Table 1 – Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 
Metrics 

Specific Metrics  
Adoption 
Method 

Funding  
Hold-Back 

Minnesota 2.0 
2013-

present 

5.0% of the base funding 
becomes available in FY 2015 
when the Board of Trustees of 
the Minnesota State Colleges and 
Universities demonstrates to the 
commissioner of management 
and budget that the board has met 
at least three of five performance 
goals. 

5 

Performance goals for the state colleges and universities 
system include:  
Increase by at least 4.0% in graduates or degrees, 
diplomas and certificates conferred (over three years) 
Lower by 10.0% the number of students in remedial 
education (over three years) 
Increase by at least 5.0% the employment rate for 
graduates (over three years) 
Increase by 5.0% the number of students who graduate 
without taking many courses beyond the minimum 
number required 
Reallocate $22,000,000 that became available through 
expense realignment 

Statute 

Nearly $34 million of the 
system’s total base funding of 
$1.35 billion was at risk under 
the performance-based funding 
program.  
 
The Minnesota State Colleges 
and Universities system 
established the performance 
metrics. 

Missouri 1.0 
2013-

present 

Total funding allocated on the 
basis of performance will not 
exceed approximately 2.0-3.0% 
of an institution’s total state 
funding in any given year. 

5 

The following performance metrics were adopted for the 
Missouri state technical college system: 
 

Student Success and Progress 

Three-year graduation rate 
Freshman-to-sophomore retention rate  

 

Student Placement and Quality of Student Learning 

Job placement (180 day follow-up) 
Improvements in assessments in the major field 

 

Fiscal Responsibility and Efficiency  

Institution-specific measures related to cost and  
completions per FTE 

 
Success is defined as improvement over the previous 
year’s performance (both measured as a 3-year rolling 
average) or performance in the top third of a comparison 
group. 

Statute 

The performance-based funding 
model contains five 
performance indicators for each 
institution. Colleges can earn 
one-fifth of the increase in 
funding allocated to 
performance by demonstrating 
success on one of its five 
measures. If a college 
demonstrates success on two 
measures, then it would earn 
two-fifths of the money, etc., 
while an institution succeeding 
on all five measures would 
receive 100% of the 
performance funding increase. 
 
Sixth performance metric added 
this year to focus on job 
placement or continuation. The 
metric will not be funded until 
2019.  

Montana 2.0 
2013-

present 

5.0% ($3.75 million) of base 
funding is at stake during the FY 
2015 trial phase. 

2 

Number of undergraduate and certificates awarded 
Retention defined as the percent of first-time, full-time 
freshmen returning for a second year of enrollment in the 
Montana University System 

Governor 
No funding hold-back in trial 
phase.  
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Table 1 – Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 
Metrics 

Specific Metrics  
Adoption 
Method 

Funding  
Hold-Back 

Nevada 2.0 
2013-

present 

5.0% of base funding is at stake 
during FY 2015. The amount of 
performance funding increases 
by 5.0% increments until 
reaching 20.0% in FY 2018. 

9 

Certificates 
Workforce recognized certificates  
Associate's degrees  
Bachelor's degrees  
Transfer students with 24 credits or Associate's degree 
Awards per 100 FTE  
Gateway course completion 
At-risk graduates (minority and low income)  
Economic Development (STEM and Allied Health 
graduates) 

Statute 

Funding hold-back based on 
performance of institutions 
according to metrics.  
 
Stop-loss in place to ease 
transition for the first two years.  

New Mexico 2.0 
2012-

present 
10.0% of base funding is tied to 
institutional performance. 

3 

Degrees and certificates awarded 
Degrees awarded to “at-risk” students 
Degrees awarded in STEM and healthcare professional 
fields 

Governor 

While most of the base funding 
for institutions is allocated on 
basis of completed credit hours, 
10.0% is taken out of each 
institution’s total. Then each 
institution "gets back" an 
amount based on the change of 
their percent of total points in 
the historical distribution (2009-
2012 three-year average) and 
their percent of total points in 
the most recent distribution 
(2010-2013 three-year average). 
If an institution’s percentage 
increases they will get back 
more than 10.0%; if their 
percentage decreases they will 
get back less than 10.0%. 

North 

Carolina 
1.0 

2012-
present 

In FY 2014, a total of $24 million 
was allocated to colleges based 
on their performance according 
to eight measures. 
 
The funding is new and 
recurring, with a target for $30 
million.  

8 

Basic skills student progress 
Developmental student success rate in college-level 
English courses 
First-year progression 
Licensure and certification passing rate 
GED diploma passing rate 
Developmental student success rate in college-level 
Math courses 
Curriculum Student Completion 
College Transfer Performance 

Statute 

 
Rewards institutions based on 
percentage and number of 
students who succeed on each 
measure. 
 
For colleges that exceed their 
performance goals, they receive 
more than 100% of potential 
performance-based funding for 
that measure. 
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Table 1 – Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 
Metrics 

Specific Metrics  
Adoption 
Method 

Funding  
Hold-Back 

North Dakota 2.0 
2013-

present 

Nearly all base funding for 
community colleges is linked to 
credit hours completed with 
passing grades. 

1 
Total credit hours earned by students with different 
weights according to program type.   

Statute 

Institutions receive funding 
from the state based on number 
of credit hours completed by 
students with passing grades.  
 
An institution may not receive 
less than 96.0% of the state aid 
to which the institution was 
entitled. 

Ohio 2.0 
2009-

present 

As of FY 2015, base funding for 
community colleges tied to 
student completion rather than 
enrollment. 

11 

 
For FY 2015, community colleges are funded according to 
the following performance metrics: 
 
50% course completions 
 
25% Completion milestones, defined as: 
Associate’s degrees 
Certificates over 30 credit hours approved by the Board 
of Regents 
Students transferring to any four-year institution with at 
least 12 credit hours earned at that community college, 
state community college, or technical college 

 
25% Success points, defined as: 
Students earning their first 12, 24 and 36 credit hours 
Students earning at least one Associate’s degree 
Students completing their first developmental course 
Students completing any developmental English in the 
previous year and attempting any college level English 
either in the remainder of the previous year on any term 
this year 
Students completing any developmental Math in the 
previous year and attempting any college level Math 
either in the remainder of the previous year on any term 
this year 
Students enrolling for the first time at a University 
System of Ohio main campus or branch this year and 
have previously earned at least 15 college level credits at 
this community college 

 
Additional weights are applied to students from 
underrepresented populations such as Pell Grant eligible, 
Native American, African American or Hispanic, or are 25 
years of age or older when they first enroll at a state 
institution of higher education. 
 

Governor 

Institutions receive funding 
from the state based on student 
completion of courses, 
milestones and momentum 
points.  
 
There is no stop loss for 
colleges according to the 
performance-based funding 
formula.  
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Table 1 – Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 
Metrics 

Specific Metrics  
Adoption 
Method 

Funding  
Hold-Back 

Oklahoma 1.0 
2012-

present 

Base plus method of funding for 
performance. For FY 2014, $10 
million in new funding allocated 
for performance-based funding. 

6 

Percent change of the number of students in the first year 
to the same students in the second year (Weight: 6.7%)  
 
Percent change of the number of Pell Grant recipient 
students in the first year to the same students in the second 
year (Weight: 6.7%)  
 
Percent change of the number of students who accumulate 
24 credit hours (Weight: 13.3%)  
 
Percent change in number of students who complete 
degrees from the previous year (Weight: 20.0% for 
FY2013 & FY2014 then 26.7% through FY2017) 
 
FY2013 & FY2014 then 26.7% through FY2017) 
Each institution’s Complete College America goal 
(Weight: 13.3% for FY2013 then 20.0% through FY2017)  
 
Percent change in number of two year certificates and 
degrees from previous year to current year (Weight: 13.3% 
for FY2013 through FY2015 then 20.0% through FY2017)  
 
Percent change in number of accredited programs from 
previous year to current year (Weight: 6.7%)  
 

Oklahoma 
State 

Regents for 
Higher 

Education 

No, performance-based funding 
program based on appropriation 
of new funds. 

Tennessee 
1.0 and 

2.0 
2010-

present 

Funding is allocated by the state 
to support college operations. 
The remaining funding from the 
state is allocated based on 
institutional performance. The 
state maintained its previous 
performance-based funding 
formula to incentivize advances 
in general education, licensure 
and certification exam pass rates, 
academic program accreditation, 
student satisfaction and 
engagement and job placement.  

11 

Adults (over 25) and low-income students completing any 
of the metrics are more heavily weighted. Additional 
weights are applied to each outcome depending on the 
priority and institutional mission.  Points are awarded 
based on outcomes metrics, which are then multiplied by 
the SREB average salary to monetize the formula. Fixed 
costs and the Quality Assurance program funds 
(accreditation, student satisfaction, and licensure exam 
pass rate) are added on. 
 
Community College Metrics: 
Student accumulating: 12, 24, and 36 hours 
Dual enrolled students 
Associate’s degrees awarded 
Workforce certificates awarded 
Job placements 
Remedial and development success 
Transfers out with 12 credit hours 
Workforce training (contact hours) 
Award per 100 FTEs 

Statute 

All state funding is outcomes-
based (with the exception of a 
small percentage for non-
outcomes performance) and 
appropriated regardless of the 
prior year allocation. 
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Table 1 – Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 
Metrics 

Specific Metrics  
Adoption 
Method 

Funding  
Hold-Back 

Texas 2.0 
2013-

present 

Ten percent of state funding for 
community colleges is allocated 
based on points earned from a 
three-year average of 
performance according to 
metrics.  

 

6 

 
Number of students who successfully complete 
developmental education in mathematics, reading, and 
writing 
 
Number of students who complete first college level 
course in mathematics, reading intensive, and writing 
intensive courses 
 
Number of students who successfully complete 15 credit 
hours 
 
Number of students who successfully complete 30 credit 
hours 
 
Number of students transferring to a General Academic 
Institution after successfully completing at least 15 
semester credit hours 
 
Number of degrees and certificates awarded 
Additional points are awarded for degrees in STEM or 
Allied Health fields 
 

Statute 

Institutions receive funding 
from the state based on the 
accrual of student success 
points. Student success points 
are awarded based on student 
progression through 
developmental courses to 
earning college credit to 
successful outcome metrics. 
 
There is no stop loss for 
colleges according to the 
performance-based funding 
formula.  

 

Utah 1.0 
2013-

present 

$5.0 million in one-time funding 
was allocated based on 
performance.  

6 

 
The performance-based funding model includes three 
system-wide metrics and one to two additional institution-
specific metrics selected by each college. 
 
System-wide metrics: 
Completion as measured by percentage of first-time, full-
time students graduating within 150% of time to degree 
or certificate. 
Affordability as measured by in-state tuition and fees for 
undergraduates. 
Access as measured by percentage of degree-seeking 
undergraduates with financial need (determined by 
receipt of Pell grant) 
 

Institution-specific metric options: 
First-to-second year retention of full-time students 
First-to-second year retention of part-time students 
Degrees/certificates awarded per full-time student 

 
With Commissioner approval, Presidents may select an 
additional metric, provided that metric is “of equivalent 
rigor, has national data available for comparisons, and 
furthers the strategic directions of the Board of Regents. 
 

Statute 

No, state currently uses base 
plus method for performance-
based funding allocation.  
 
Institutions are awarded 
performance funding by the 
Legislature based on success in 
meeting defined metrics. 
Institutions that do not meet 
established metrics will not 
receive performance funds. 
Those funds will be reallocated 
for distribution to other 
institutions that meet the defined 
metrics. 
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Table 1 – Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 

Metrics 
Specific Metrics  

Adoption 

Method 
Funding  

Hold-Back 

Virginia 1.0 
2011-

present 
Varies annually Varies 

Incentive funding metrics include: 
In-State Enrollment 
Underrepresented enrollment 
Degree awards 
Affordability 
Need-based borrowing 
Tuition assessment 
SACS program review 
Degrees per FTE faculty 
Retention rate 
Degrees per FTE students 
Transfer agreements 
Degree transfers 
Dual enrollment 
Research expenditures 
Patents and licenses 
K-12 partnerships 
Campus Safety and Security 

Proviso 

Performance-based funding 
program established as an 
incentive program and 
administered according to the 
availability of funds.  

Washington 1.0 
2013-

present 
$10.0 million in new funding was 
allocated based on performance.  

6 

Building towards college-level skills (basic skills gains, 
completing a precollege writing or math sequence) 
 
First-year retention (earning 15 and then 30 college-level 
credits) 
 
Second-year retention and becoming workforce- or 
transfer-ready (45 college credits) 
 
Completing college-level math (passing math courses 
required for either technical or academic Associate’s 
degrees) 
 

Completions (degrees, certificates, apprenticeship training) 

Washington 
State Board 

for 
Community 

and 
Technical 
Colleges 

Performance-based funding 
formula used as a bonus for 
colleges that achieve defined 
state system metrics. 

Wisconsin 2.0 
2013-

present 

Ten percent of appropriated 
general aid funding in 2014-15 
will be based on performance 
criteria; 20% in 2015-16; and 
30% in 2016-17. 

9 

Job placement rates 

Degrees and certificates awarded in high demand fields 

Programs or courses with industry-validated curriculum 

Transition of adult basic education students to skills 
training 

Success rate of adults in basic education courses 

Participation in dual enrollment programs 

Workforce training provided to businesses and individuals 

Participation in collaboration or efficiency initiatives 

Training provided to special populations or demographic 
groups unique to the district 

Statute 

Twenty-five percent of funding 
is divided equally among the 
nine metrics as a base allocation 
of funds for each criterion. If a 
metric is not selected by any 
college, then the base allocation 
is redistributed among the other 
criteria.  

The remaining 75% of available 
funding is distributed among the 
nine metrics proportionately, 
based on the number of colleges 
selecting each metric.  
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(Colorado Department of Higher Education, 2015; Friedrich, A., 2015; Georgia Department of Education, 2012; HCM Strategists, 
2013; Indiana Commission for Higher Education, 2015; Jones, 2013; Kansas Board of Regents, 2014a; Kansas Board of Regents, 
2014b; Michigan Senate, 2006; Missouri Department of Education, 2014; National Conference of State Legislatures, 2015; New 
Mexico Department of Education, 2013; North Carolina Community College System, 2012; North Carolina Community College 
System, 2014; North Dakota State Law, 2015; Salomon-Fernandez, Y., 2014; Texas Association of Community Colleges, 2015; 
University of Hawaii System, 2013; Utah Senate, 2015; Utah System of Higher Education, 2015; Washington State Board of 
Community and Technical Colleges, 2015; Wisconsin Technical College System, 2015) 
 

Table 1 – Continued 

State 
PF 

1.0/2.0 
Years of PF Funding for PF Program 

# 

Metrics 
Specific Metrics  

Adoption 

Method 

Funding  

Hold-Back 

Wyoming 2.0 
2012-

present 

Fifteen percent of a portion of the 
state appropriation is allocated 
based on performance outcomes 
($7.15 million will be allocated 
in FY15 and FY16). 

1 
Successful course completions, calculated with one-part 
percentage and two-parts volume of passing grades 
associated with class enrollments. 

Proviso 

Performance funding 
appropriated based on 
percentage and volume of 
courses successfully completed 
by students at each institution.  
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Among those states currently implementing performance-based funding programs, all 

feature an outcome indicator for degrees or certificates awarded. Examples of these outcome 

indicators focusing on student completion and graduation rates are included in Table 2 below.  

 

Table 2 - Examples of Completion/Graduation Indicators 

State Indicator 

Florida Completion rate 

Hawaii Degrees and certificates awarded 

Indiana Degree completion; On-time graduation rate 

Illinois Degree and certificate completion 

Kansas Three-year graduation rates of college ready cohort 

Minnesota 
Increase by at least 4.0% in graduates or degrees, diplomas and 
certificates conferred (over three years) 

Texas Number of degrees and certificates awarded 

 
 

Other outcomes considered by states in the development of their performance-based 

funding models include employment, licensure and certification pass rates, completion rates for 

at-risk students, completion rates for minority students, completion rates for low-income students 

and Pell Grant recipients and completion rates for adult students (National Conference of State 

Legislatures, 2015). Outcomes for marginalized, at-risk and underrepresented students are also 

assigned weights in many cases due to the importance placed on supporting these groups by 

policymakers and the challenges associated with those indicators (Friedel et al, 2013).  

 States also address workforce needs in performance-based funding models by focusing 

on high-demand jobs. Not surprisingly, many states incorporated STEM outcomes indicators into 

their models. Table 3, on the next page highlights examples of high-need outcome indicators 

included in state performance-based funding programs for community colleges across the 

country. 
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 Table 3 - Examples of High-Need Outcome Indicators 

State Indicator 

Arkansas STEM credentials earned; high-demand credentials 

Colorado Completion and transfer (weighted for STEM and healthcare fields) 

Hawaii Degrees and certificates awarded to students in STEM fields 

Indiana High-impact degree completion (STEM fields) 

Nevada 
Degrees and certificates awarded that align with the state’s economic 
development priorities (STEM and allied health fields) 

New Mexico Degrees awarded in STEM and healthcare professional fields 

Texas 
Degrees and certificates awarded to students in STEM or allied health 
fields 

 

 

In addition to focusing on student outcomes as part of their performance-based funding 

programs for community colleges, states also monitor student progression. More popular 

progression indicators addressed by states include transfer rates to four-year institutions, rate of 

student advancement through developmental education/remediation courses to college-level 

coursework, student retention and persistence rates and course/credit hour completion thresholds.  

Examples of these progression indicators focusing on student momentum points are included in 

Table 4 on the next page.  

As states increase their focus on student progression, retention and completion in 

assessing institutional performance, they are also tying greater proportions of funding to support 

these performance-based approaches. While past performance-based funding programs rewarded 

colleges with additional funds on top of the base appropriation to support improvements in 

performance, now states are putting more of that funding at risk by carving out sizable portions 

of the base appropriation and embedding measures for institutional performance in state funding 

formulas. Ohio and Tennessee offer two examples of states that developed performance-based 

funding programs that no longer supplement base appropriations with additional funds. Both 
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Table 4 - Examples of Student Progression Indicators 

State Indicator 

Florida Student retention rate; Continuation of education 

Georgia Student progression and retention 

Hawaii 
Number of transfers from the community colleges to the baccalaureate 
campuses 

Illinois 
Momentum points; Transfers (to both 4-year and other 2-year 
institutions); Remedial and adult education advancement 

Indiana 
Student persistence (15, 30, and 45 credits); Remediation success 
(successful completion of remediation and successful completion of 
gateway course in same subject area) 

Massachusetts 
Momentum points (completion of first college-level English, 
completion first college-level Mathematics, completion of 30 credit 
hours) 

North Carolina First-year progression  

North Dakota 
Total credit hours earned by students with different weights according 
to program type 

Ohio Couse completion; Completion of 12, 24 and 36 credit hours 

Oklahoma 

Percent change of the number of students in the first year to the same 
students in the second year; Percent change of the number of Pell 
Grant recipient students in the first year to the same students in the 
second year; Percent change of the number of students who 
accumulate 24 credit hours 

Tennessee Completion of 12, 24 and 36 credit hours 

Texas Completion of 15 and 30 credit hours 

Utah 
First-to-second year retention of full-time students; First-to-second 
year retention of part-time students 

Virginia 
Retention rate; Transfer agreements; Degree transfers; Dual 
enrollment 

Washington Completion of 15, 30 and 45 credit hours 

 

states have moved away from funding institutions based on enrollment, and now use 

performance-based metrics to calculate allocations of substantial portions of the base 

appropriation for colleges (Dougherty & Natow, 2015).    

The rapid proliferation of Performance Funding 2.0 programs across the United States 

and factors driving the rise of these programs differ from those that lead to the emergence of 

Performance Funding 1.0 programs. Governors play a more significant role as policy 

entrepreneurs in the genesis of Performance Funding 2.0 programs compared to their limited 



59 

involvement in the adoption of Performance Funding 1.0 programs – leveraging their formal 

power and authority in promoting these programs for consideration by system boards and 

legislatures and by convening supporters of these programs to encourage their adoption (Beyle & 

Ferguson, 2008). Further, in two-thirds of the states that enacted performance-based funding 

programs between 2007 and 2015, their governors were Republican (Dougherty, Jones, Lahr, 

Natow, Pheatt, & Reddy, 2014b).  

Other policy entrepreneurs like Lumina Foundation, the Bill and Melinda Gates 

Foundation, Complete College America and the NCHEMS are now encouraging the adoption 

and diffusion of performance-based funding programs as part of a larger discussion on higher 

education accountability and preparing America’s future workforce. Moreover, facing decreases 

in state funding for higher education, centralized boards that oversee college systems view 

Performance Funding 2.0 as a means to catalyzing improvements in the efficiency of institutions 

and their responsiveness in meeting states’ workforce needs – a stark contrast to their views on 

the prior wave of performance-based funding, seen by many as opportunities to secure additional 

funds for colleges (Dougherty et al., 2014b).  

 

Evaluating the Impacts of Performance-based Funding for Community Colleges 

With the resurgence in the use of performance-based funding programs among states, and 

most moving to the Performance Funding 2.0 model, it is important to note the observed benefits 

and disadvantages of such programs. Some benefits of performance-based funding programs 

include increased awareness of states’ agendas and expectations and the opportunity for colleges 

to align their missions with these priorities, improved self-awareness of actual outcomes and 

organizational growth by colleges, healthy competition between colleges and greater use of data 
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by colleges to inform institutional decision-making and planning (Dougherty & Reddy, 2013, 

Friedel et al., 2013; Harnisch, 2011).  

While states have implemented some form of performance-based funding over the past 

30 years, reviews on the success of these programs is mixed. Research to date on current 

performance-based funding programs indicates a wide range of inconsistent findings on the 

results of these programs. The variability in findings brings into question the impact of these 

programs and whether results observed reflected the legislative intent. Possibly attributed to 

flaws in design and implementation or lack of adequate funding, these programs are found to 

present significant obstacles for colleges that prevent success, produce unintended impacts on 

students and institutions and have little impact in improving student outcomes (Burke, 2005; 

Dougherty & Reddy, 2013; McLendon, Hearn, & Deaton, 2006; Rabovsky, 2012; Volkwein & 

Tandberg, 2008).  

Although Florida’s Office of Program Policy Analysis and Government Accountability 

(OPPAGA) (2001) reported that student graduation and retention rates increased during the 

state’s first administration of performance-based budgeting for its state universities, Phillips 

(2002) discovered that performance-based budgeting had little impact on student outcomes 

including completion and graduation rates among the state’s community colleges. Polatajko 

(2011) revealed similar findings when comparing institutional performance in five states that 

employed performance-based funding programs (Tennessee, Florida, Ohio, Connecticut and 

South Carolina) to five states that did not (Michigan, Georgia, Arizona, Massachusetts and 

Maryland). The study found little connection between the method of funding distribution and 

student retention or completion rates over time.  
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In their study of the relationship between performance-based budgeting and funding 

programs and graduation rates for first-time-in-college students at public four-year institutions 

across all states, Shin and Milton (2004) compared outcomes from those states that implemented 

performance-based budgeting and funding programs to those that did not over five years (1997 to 

2001). They found no significant increase in completion rates for students in states with 

performance-based budgeting and funding programs compared to those states that did not 

administer such programs. Likely attributed to their assessment of completion rates (typically a 

slow changing measure) of first-time-in-college students at four-year institutions over a short 

timeframe (only five years), Shin and Milton (2004) suggested that states maintain a 

performance-based budgeting or funding program for an extended period of time before drawing 

conclusions about its effectiveness or modifying the program.  

Conversely, more recent research suggests that the length of time that a performance-

based funding program is implemented does not necessarily correlate with its effectiveness. In 

Tennessee, a pioneer in performance-based funding for colleges and universities, Sanford and 

Hunter (2011) performed three different analyses on student retention and graduation data that 

spanned 15 years (1995 to 2009). They found little relationship between performance-based 

funding and student retention and six-year graduation rates among the state’s public universities 

when compared with their peers. Even though the state doubled the amount of funding tied to 

student retention and six-year graduation rates during that period of time, neither was affected by 

the increase. Further, Sanford and Hunter (2011) revealed that while Tennessee universities 

achieved their performance goals with relative ease, they did so without improving their 

outcomes. Their study built on earlier research by Doyle and Noland (2006) who assessed the 

impact of performance-based funding on student retention among Tennessee’s public colleges 
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and universities. Focusing on changes in retention rates within institutions and systems over 

time, they found little connection between retention rates and performance-based funding across 

both systems. Only a few institutions experienced any increase in retention rates over the period 

of time studied. While the performance-based funding program in Tennessee seems to have little 

impact on driving student outcomes - nor does it fund all institutions equitably – college and 

university stakeholders, when surveyed, responded that they believed the focus on performance 

promoted a positive academic and campus climate, pushed institutional improvements and 

accountability, improved student learning and enhanced support for institutions from external 

audiences and the General Assembly (Williams, 2005).  

As the popularity of performance-based funding programs grows nationally, there is 

much debate about their effectiveness in improving student outcomes and the efficiency of 

colleges. Tandberg and Hillman (2013) found little empirical evidence that ties improvements to 

performance-based funding programs. Specifically, they discovered that performance-based 

funding had little to no impact on associate’s degree completion and in some cases associate’s 

degree completion actually fell in the years after performance-based funding was introduced 

(Tandberg & Hillman, 2013). Additional research and assessment of the impacts of performance-

based funding programs are clearly needed as more and more states across the country consider 

this popular and attractive policy alternative.  

 

Conclusion 

Facing greater public accountability and scrutiny, institutions now more than ever 

tightrope between interests to protect their autonomy and demonstrating their responsiveness, 

transparency and accountability to stakeholders and state lawmakers (Volkwein & Tandberg, 
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2008). Nationally, institutional productivity and accountability are areas of focus for and subject 

to greater scrutiny by state policymakers and higher education leaders. As states move rapidly to 

adopt performance-based funding programs and tie growing portions of institutional funding to 

student progression and outcomes, the debate about the impact and effectiveness of these 

programs will continue. Researchers will need significantly more data and time in order to reach 

a conclusive, objective opinion on the efficacy of these programs. 

Within the past year, Florida policymakers and higher education leaders instituted a new 

performance-based funding program for the state’s community and state colleges. While the 

future of performance-based funding for community and state colleges in Florida is unclear, 

based on the sentiments of the Governor and legislative leadership, moving forward it will likely 

be tied to a greater portion of the state’s appropriation for colleges. With this linking of funding 

and performance comes the need for prescriptive policy recommendations based on a review of 

the state’s current performance-based funding model and the application of lessons learned from 

another state.  
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CHAPTER 3 

METHODS, GOALS & CRITERIA 

Policymakers and government leaders face difficult issues and decisions in determining 

how to allocate public resources (Stokey & Zeckhauser, 1978). The process used to make policy 

is political, and often involves conflict, negotiation, exercising of power, bargaining and 

compromise (Anderson, 2011). Observed nationally, the decision to develop and implement 

performance-based funding programs by states emerged from demands for greater accountability 

in higher education by lawmakers and has been met with resistance by higher education leaders. 

Many concerned about public higher education in the United States claim that our institutions 

and systems are growing increasingly inefficient and unresponsive to the needs of students and 

the communities and states they serve (Liefner, 2003; Tandberg & Hillman, 2014).   

According to Anderson (2011), a policy is a course of action followed by government to 

deal with a specific problem or concern. Programs may spawn out of policy in the form of rules, 

routines and/or resources used to carry out the policy. The effectiveness in carrying out these 

programs is impacted by the policy environment. This policy analysis considered the influence of 

the policy environment – shaped by the governance structure of the state and clarity of policy 

directives – on the implementation of performance-based programs and in the formation of 

policy recommendations to be considered by state policymakers and higher education leaders 

(Albee, 2010; Nakumara & Smallwood, 1980).  

In Florida, policy is authorized by the Legislature and interpreted by the State Board of 

Education and the Division of Florida Colleges in the State Department of Education. As a 

liaison for the state’s executive and legislative branches of government, the Division of Florida 

Colleges provides technical assistance to colleges related to the implementation of authorized 
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policies and associated programs. Colleges are responsible for implementing the policy, which 

may result in changes to local policy, mission, programs and operations as defined and 

authorized by each institution’s Board of Trustees. Implementation of policy and/or programs by 

colleges ultimately relies on institutional factors such as its capacity, mission, culture, values and 

motivation, and the influence and needs of the communities they serve (Albee, 2010; 

McLaughlin, 1991; Smircich, 1985). As observed in reviews of Performance Funding 1.0 and 

2.0 programs, these factors significantly impact colleges and their ability to meet state policy 

objectives.  

Clarity of directives refers to the understanding of laws, policies and/or program 

objectives by the entity responsible for implementing their provisions (Nakumara & Smallwood, 

1980). As one would ascribe, clear directives increase the likelihood of success in 

implementation of policy and reduce the probability of misinterpretation or confusion (Albee, 

2010; Cohen & Hill, 2001; Majone & Wildavsky, 1984; Mazmanian & Sabatier, 1983; 

Nakamura & Smallword, 1980). Statutory changes authorized by the Legislature, combined with 

recommendations and challenges proposed by the Governor and State Board of Education 

focusing on accountability for Florida’s community and state colleges lack consistency in their 

provisions and the requirements they impose on institutions. This policy analysis addressed the 

ambiguity in directives and identified recommended steps and measures for state lawmakers and 

higher education leaders to consider in advancing Florida’s performance-based funding program 

for community and state colleges.  

 

 

 



66 

Policy Analysis Methods 

Policy analysis is the process through which policy alternatives or programs intended to 

resolve social, economic or physical problems are identified and evaluated (Patton & Sawicki, 

1993). Client-oriented, policy analyses offer advice relevant to public decisions and are informed 

by social values. Given that there are several policy goals sought, this policy analysis employed a 

multi-goal approach as its solution method. By using the multi-goal approach, the analysis 

compared policy alternatives according to each goal (Weimer & Vining, 1999).  

The initial step in the analysis involved identifying policy goals for the study and specific 

criteria for evaluating the effectiveness of policy alternatives. After identifying the policy goals 

and criteria, policy alternatives were specified. The existing performance-based funding model 

employed in Florida was used as the status quo and comprised one of the policy alternatives 

reviewed. A review of Florida’s performance-based funding program was supplemented with a 

review of Ohio’s performance-based funding program. Given the proclivity of policymakers and 

state higher education leaders in Florida to increase the portion of base funding for colleges tied 

to performance, Ohio offered a comparative example of a model implemented over a period of 

time where impacts can be studied. In addition, as Ohio grows the portion of appropriations for 

colleges that is based on performance, the evolution of the performance-based funding program 

will allow policymakers and higher education leaders in Florida the opportunity to study its 

impacts, challenges and unintended consequences that occur as a result of its implementation.  

Given their geographic orientation, community colleges in Ohio are accredited by the 

North Central Association of Colleges and Schools, The Higher Learning Commission. In Ohio, 

the Board of Regents serves a role similar to the Florida Board of Education and Division of 

Florida Colleges in the Florida Department of Education. The Board oversees community 
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colleges and ensures the compliance of institutions to state and federal laws. Like Florida, 

legislative and executive leadership in Ohio are Republican majority and therefore approach 

fiscal policy development and implementation conservatively.   

Philosophically, Ohio policymakers and higher education leaders’ approach to 

performance-based funding programs and accountability for colleges align well with 

counterparts in Florida. By reviewing the effectiveness of performance-based funding policy 

alternatives based on the portion of funding tied to performance, the study sought to reveal the 

impact that the size of the portion of the state appropriation has on student outcomes and 

institutional performance.  

In addition to reviewing institutional and state performance data, the analysis included 

case studies focusing on the implementation of the performance-based funding programs 

administered in both states. Case studies proved to be useful in analyzing the impacts of the 

performance-based funding programs, offering concrete instances of the programs studied and a 

dynamic approach to the policy analysis that could not be captured through static methods of 

observation (Kingdon, 1995). The case studies allowed for documentation of program design and 

mechanisms and calculation methodologies applied. Further, through structured interviews and 

conversations with community college presidents in Ohio, staff from the Board of Regents and 

the Ohio Association of Community Colleges (OACC), the case study captured insights related 

to the impacts of performance-based funding on college fiscal planning, operations and 

performance. Interview protocols were developed based on the research questions and policy 

objectives sought. While the protocols included predetermined questions, the interviews were 

fluid and allowed for conversation between the researcher and respondents (Yin, 2003).  
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Presidents representing colleges that benefitted from and were challenged by the Ohio 

performance-based funding program were interviewed. The colleges were also differentiated by 

type (a local community college and a state community college) and location (one college was 

located in a rural community in Southern Ohio, while the other college was located in a suburban 

community in Northern Ohio). A representative from the OACC, a membership association that 

represents the interest of the state’s community colleges, similar to the Association of Florida 

Colleges, was also interviewed. In addition to serving an advocacy role for colleges, the OACC 

also produces institution-specific and system-wide reports and updates informing institutions 

about their performance and subsequent appropriation from the state. The Board of Regents’ 

perspective related to the impact of the state’s performance-based funding program for 

community colleges was also considered. Comparison and contrast between the input shared by 

college presidents, the OACC and the Board of Regents helped inform the policy analysis and 

development of policy recommendations and revealed unintended consequences that resulted 

from the state’s performance-based funding program.  

After reviewing the policy alternatives, the third step in this analysis included an 

assessment of the impact of each policy based on the established criteria. Qualitative data 

captured as part of the interview protocols were combined with quantitative performance data 

measured in both states. Analyses of qualitative and quantitative data were shaped by theoretical 

propositions related to the performance-based funding programs and the policy goals and criteria 

established for the study. Propositions shaped the identification of policy alternatives and the 

data collection and analysis strategies (Yin, 2003).  

The final step of the study included the recommendation of policy alternatives and an 

explanation for the basis of the recommendation. The policy analysis incorporated findings from 
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previous studies examining the impact of performance-based funding programs employed in 

Florida and Ohio. Relevant data was retrieved from the Integrated Postsecondary Education Data 

System in the National Center for Education Statistics, the Bureau of Community College and 

Technical Center Management Information Systems and the Division of Florida Colleges in the 

Florida Department of Education, the Ohio Department of Education and Board of Regents and 

the OACC, as well as individual institutions. 

 

Policy Goals and Criteria  

 Considering the present policy environment in Florida, institutional performance 

objectives articulated by state lawmakers, available data for review and comparison related to 

performance-based funding programs – and applying the principal-agent framework – the study 

sought to arrive at a series of policy recommendations for consideration based upon the 

following overarching policy goals: 

   

Goal 1: Establish a system of evaluation and performance-based funding for Florida that 

incentivizes and rewards institutions for continued improvement in completion and graduation 

rates and holds all institutions accountable 

 The performance of institutions is tied to the outputs they produce and the outcomes 

achieved as a result of their productivity. According to Bardach (2012), outputs can be measured 

as a result of a college’s productive work. Outcomes refer to the valued consequences of those 

outputs. Given the objective expressed by state lawmakers to prepare students to advance 

Florida’s workforce, this policy analysis reviewed the effects of performance-based funding 

programs on student completion and graduation outputs. Completion and graduation rates were 
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reviewed at the state level according to the overall completion and graduation rate and the 

completion and graduation rate of historically underrepresented populations.   

 

Goal 2: Establish a performance-based funding system for Florida that incentivizes and rewards 

institutions for continued improvement in completion and graduation rates in high-need 

workforce areas as identified by the state 

 In addition to evaluating the effectiveness of performance-based funding programs based 

on general completion and graduation outputs for institutions and state systems, this policy 

analysis sought to review the effects of such programs on the completion and graduation rates of 

students in high-need, workforce areas.  

 

Goal 3: Establish a performance-based funding system for Florida that limits unanticipated and 

unintended challenges for institutions 

 To determine the impact that perceived cost has on institutional productivity, based on 

the source and amount of funding at stake for institutions, the study reviewed completion and 

graduation rates at the state level and compared the amount of change in outputs according to the 

appropriation tied to performance metrics.  

 

Study Limitations 

 The policy analysis was limited in its scope and application. Based primarily on existing 

research and available data, the analysis reviewed the results of previous studies focusing on the 

impacts of the most recent wave of performance-based funding programs on student outcomes 

and institutional performance, with Florida’s existing model serving as the status quo. The study 
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also analyzed enrollment and completion data in Ohio, the policy alternative. Availability of 

timely and accurate data across both states further limited the policy analysis.  

As indicated earlier, nearly 30 states presently have adopted or are in the process of 

adopting a funding formula for community colleges that allocates funding based on institutional 

performance according to defined metrics (National Conference of State Legislatures, 2015). The 

small sample of performance-based funding programs studied, combined with the limited 

amount of evidence of their impacts prevents the generalizability of findings across all states. 

While the study findings are not generalizable, the purpose of the policy analysis was not to 

generalize findings across states but to formulate policy recommendations for Florida lawmakers 

and higher education leaders to consider in enhancing the current performance-based funding 

program for the Florida College System. Future research might extend the sample to encompass 

more states employing performance-based funding programs. Moreover, by allowing more time 

to implement these performance-based funding programs across states, additional data will be 

available allowing deeper analysis on the impact of these programs.     

 Additionally, the policy analysis did not review the impacts of performance-based 

funding programs on local policies, operations, admissions protocols, instruction and sentiment 

among faculty and staff on college campuses, and the subsequent impact that these changes have 

on student outcomes. Future research should consider the effects of performance-based funding 

programs on these factors to determine the significance they play and unintended consequences 

they may have on student access, progression and completion.    
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Researcher Bias 

Over the past twelve years, I served as Assistant to the President, Director of Institutional 

Research and Planning and Chief of Staff for Tallahassee Community College. In those roles, I 

worked closely with the President, District Board of Trustees and the College’s executive team 

to implement state higher education policies authorized by the Governor and Legislature. In 

addition, given my work with the President and familiarity with issues impacting community and 

state colleges in Florida, I also supported the Florida College System Council of Presidents, its 

members and lobbyists on a myriad of policy-level projects impacting the System. Based on this 

work, my perspective on higher education accountability and performance-based funding 

policies gravitates toward the college context.   
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CHAPTER 4 

ANALYSIS OF POLICY ALTERNATIVES 

Performance-based Funding in Florida: Metrics, Weights and Impacts on Performance 

Outputs 

 The Florida Legislature established the current performance-based funding model for the 

Florida College System in 2015. Established in proviso in state budget and appropriations 

legislation, the model reflects the work of business officers and presidents from Florida’s 

community and state colleges, which was modified by the Legislature. While the model 

recommended by the Florida College System Council of Presidents and the Commissioner of 

Education contained eight performance metrics, the modified version established in budget 

proviso language featured just four: student retention rate, student completion rate, job placement 

rate for program completers or continuation of education and the average starting salary for 

program completers.   

The initial scoring method devised to assess and rank institutions awarded a total of 10 

points possible per institution for each measure. Given the limited availability of job placement 

and wage data for use in calculating institutional performance, these measures were eventually 

weighted less in the model. As a result, retention rate and completion rate are assessed with a 

maximum point value of 10 points, job placement rate is assessed with a maximum point value 

of 7.5 points and average starting salary for program completers is assessed with a maximum 

point value of 3 points. The total maximum number of points that can be earned by colleges 

according to the current performance-based funding model is 30.5 points (Florida Department of 

Education, 2015).  
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Each college can earn points in one of two ways, either by meeting an Excellence 

Benchmark or an Improvement Benchmark. The Excellence Benchmark compares colleges 

against others in the System on a particular measure. The Improvement Benchmark compares a 

college’s performance to its own past performance according to that measure. Institutional 

performance for each measure is determined using either the Excellence or Improvement 

Benchmark score (whichever is higher), then doubled. Points earned by each college for each of 

the four performance metrics are added together to arrive at a point total (Florida Department of 

Education, 2015). Table 5, on the next page, displays points earned for each measure and a 

summary of total points earned by each college.  

Through the same budget and appropriations legislation, the Florida Legislature and 

Governor appropriated $40 million to fund the Florida College System performance-based 

funding model. Half of the $40 million appropriated to support the performance-based funding 

model were new funds invested in the System. The remaining $20 million were reallocated from 

the base appropriation and withheld from each college in proportional amounts (Florida 

Department of Education, 2015). Community and state colleges receive nearly $900 million in 

General Revenue from the State of Florida each year. As a percentage of overall funding for the 

Florida College System, the performance-based funding model accounts for approximately 4.5% 

of the funding for General Revenue from the state annually.  

Colleges are grouped into three categories based on the total points awarded: Gold, Silver 

and Bronze Colleges. Gold Colleges included seven institutions with the highest number of 

points awarded according to the performance-based funding model.  
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Table 5 – 2015-16 Florida College System Performance-based Funding Model Points 

Distribution  

 

Source: Florida Department of Education (2015) 
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Assessed as the highest performing institutions, these colleges receive their portion of the base 

appropriation that was initially withheld, a proportional amount of new performance-based funds 

and a proportional amount of funds withheld from Bronze Colleges. 

Silver Colleges are those institutions that are awarded a total number of points that is 

above one standard deviation below the mean among all colleges. Like Gold Colleges, these 

institutions recover their withheld portion of the base appropriation and a proportional amount of 

new performance-based funds. Silver Colleges do not, however, receive a proportional amount 

of withheld funds from Bronze Colleges.  

Bronze Colleges are those institutions with point totals greater than one standard 

deviation below the mean. The state withholds a percentage of the base appropriation for Bronze 

Colleges. These institutions can recover funds withheld by the state through the effective 

implementation of an improvement plan that they submit to the Commissioner of Education and 

State Board of Education. Each Bronze College that seeks to recover funds must submit a 

performance improvement plan to the Commissioner of Education and present the plan to the 

State Board of Education at its September meeting. In developing a performance improvement 

plan Bronze Colleges should identify specific activities where measureable and verifiable 

progress can be made within a single year, focusing on at least one of the four performance 

metrics. By mid-December, Bronze Colleges are required to submit a mid-year monitoring report 

to the Commissioner of Education and present the findings contained in the report to the State 

Board of Education in January. At its January meeting, the State Board of Education reviews the 

monitoring report and votes to approve the release of up to half of the withheld funds to the 

colleges. By May, the colleges that implement improvement plans are required to submit end-of-

year monitoring reports to Commissioner of Education for review and present the findings 
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contained in the report to the State Board of Education. The State Board of Education then votes 

on the release of up to 50% of the remaining withheld funds to each college based on their 

progress in meeting the goals contained in their improvement plan.    

According to the current performance-based funding model, no college can lose its 

proportion of the base appropriation without the opportunity to recover withheld funds. 

However, Bronze Colleges that do not make progress according to their improvement plan will 

lose their withheld portion of the base appropriation and those funds will be redistributed 

proportionally to Gold Colleges at the end of the fiscal year (Florida Department of Education, 

2015).  

 

Description of Performance Metrics and Weights 

The current performance-based funding model contains four metrics: student retention 

rate, student completion rate, job placement rate for program completers and the average starting 

salary for program completers. Student retention rate assesses the retention rate of students 

organized into four different cohorts – two lower division and two upper division – who enroll 

for two consecutive fall terms. The lower and upper division cohorts include first-time students 

divided into subgroups based on their enrollment status: full-time and part-time. Because not all 

colleges offer baccalaureate degrees, lower division and upper division students are counted 

similarly. 

The student retention rate metric is adjusted to account for students who transfer from the 

college, for allowable exclusions due to special circumstances and for students who complete 

programs with a year of initially enrolling. Students who transfer away from the college are 

removed from the retention calculation. Allowable exclusions include those that are used by the 
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U.S. Department of Education's graduation rate calculation, such as death; total and permanent 

disability; service in the armed forces (including those called to active duty); service with a 

foreign aid service of the federal government; or service on official church missions. Students 

who graduate within one year are also removed from the calculation.   

Point levels for colleges for the student retention rate metric are calculated based on four 

benchmarks: two values (full-time and part-time) for the Excellence Benchmark and two values 

(full-time and part-time) for the Improvement Benchmark. Points for each college are calculated 

by doubling the value for the benchmark with the highest score. For the student retention rate 

performance metric, the two Excellence Benchmarks are assessed using each college's most 

recent fall-to-fall retention data. The most recent fall-to-fall retention rate for each college is 

compared to its prior three-year average for both its full-time and part-time cohorts. Colleges 

with a student retention rate below the three-year average minus one standard deviation receive 

no points for the metric. Colleges receive points on a five-increment scale from low (the average 

minus one standard deviation) to high (the average plus one standard deviation). Colleges with a 

student retention rate above the high point of the scale receive the maximum points available for 

the metric. The two Improvement Benchmarks are assessed by comparing the rate of change 

between the most recent year (fall-to-fall retention) and the average of the college’s retention rate 

over the three prior years. Colleges with a retention rate 1.00% below the three-year average 

receive no points. Like the Excellence Benchmark, colleges receive points on a five-increment 

scale from low (1.00%) to high (5.00%). Colleges with a positive change in retention rate above 

the high point of the scale receive the maximum points available for the metric.  

Both the full-time retention rate and part-time retention rate are weighted at 0.50 for the 

metric point calculation. Points for both full-time and part-time retention rate are added together 
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to calculate the total points for the metric. The maximum point total for both full-time and part-

time retention rate is 2.5. The part-time student fall-to-fall retention rate (Fall 2012 to Fall 2013) 

for Florida community and state colleges ranged from a low of 38.89% (Florida Keys 

Community College) to a high of 58.55% (Valencia College). For full-time students, the fall-to-

fall retention rate ranged 60.48% (Daytona State College) to 78.34% (Santa Fe College) (Florida 

Department of Education, 2015). 

Student completion rate assesses the rate of program completion for first-time students 

enrolled in programs leading to a degree or credential. Like the student retention rate metric, 

student completion rate is assessed for students organized into lower and upper division cohorts. 

To be included in a cohort, students must first enroll in the fall term. Students in the lower 

division cohort include those pursuing two-year degrees, apprenticeships, applied technology 

diplomas and vocational certificates. Upper division students include those pursuing a Bachelor 

of Science or Bachelor of Applied Science degree. Adjustments similar to those made for the 

student retention rate calculation are also made for the student completion rate calculation. 

The completion rate metric is calculated for both the upper and lower division cohorts for 

150% and 200% time to degree timeframes (according to the timeframe for all degree programs 

published in each college’s course catalog). Like with the student retention rate metric, because 

not all colleges offer upper division programs, students in the lower and upper division degree 

programs are treated similarly in calculating a single metric for both the 150% and 200% time to 

degree completion rates. Point levels for colleges for the student completion rate metric are 

calculated based on four thresholds: two Excellence Thresholds (150% and 200% of time to 

degree) and two Improvement Thresholds (150% and 200% time to degree). Points for each 
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college are calculated by doubling the combined value for the 150% and 200% time to degree 

thresholds. 

For the student completion rate performance metric, the two Excellence Thresholds are 

assessed using each college's most recent completion data. The most recent completion rate for 

each college is compared to its prior three-year average for both its 150% and 200% time to 

degree thresholds. For each of the 150% and 200% time to degree thresholds, colleges with a 

student completion rate below the three-year average minus one standard deviation receive no 

points for the metric. Colleges receive points on a ten-increment scale from low (the average 

minus one standard deviation) to high (the average plus one standard deviation). Colleges with a 

student completion rate above the high point of the scale receive the maximum points available 

for the metric. 

The two Improvement Thresholds are assessed by comparing the rate of change between 

the most recent year (completion rate) and the average of the college’s completion rate over the 

three prior years. Colleges with a completion rate 0.50% below the three-year average receive no 

points. Like the Excellence Threshold, colleges receive points on a ten-increment scale from low 

(0.50%) to high (5.00%) for each of the 150% and 200% time to degree thresholds. Colleges 

with a positive change in completion rate above the high point of the scale receive the maximum 

points available for the metric.  

The 150% time to degree completion rate is weighted at 0.67 and the 200% time to 

degree completion rate is weighted at 0.33. The maximum point total for the 150% time to 

degree completion rate is 3.33. The maximum point total for the 200% time to degree completion 

rate is 1.67. The 150% time to degree completion rate (Fall 2010 cohort) for Florida community 

and state colleges ranged from a low of 32.86% (Polk State College) to a high of 64.86% (Santa 
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Fe College). Meanwhile, the 200% time to degree completion rate ranged from 38.27% 

(Hillsborough Community College) to 72.34% (Santa Fe College) (Florida Department of 

Education, 2015). 

In addition to assessing student outcomes tied to continued enrollment and progress 

within an identified program of study, the current performance-based funding model also 

considers post-completion outcomes: job placement rate for program completers or continuation 

of education and the average starting salary for program completers. The job placement rate or 

continuation of education metric captures those students who, following completion of their 

program of study, are employed or continue their education within the same year. The cohort of 

graduates considered includes students who earn two-year degrees, applied technology diplomas, 

vocational certificates, Bachelor of Science or Bachelor of Applied Science degrees, or who 

complete an apprenticeship. Earnings records during the fourth quarter of each year (October 

through December) are verified to consider program completers as employed. Similarly, 

enrollment records are verified (for a time period within one year following program completion) 

in order to consider program completers as continuing their education. 

Like the other performance metrics, an Excellence Benchmark and an Improvement 

Benchmark are established for each college. A college's performance is assessed by doubling the 

higher benchmark score. The maximum point total that a college can accrue for the job 

placement rate or continuation of education metric is 10.0. The minimum point total possible is 

1.0. For the job placement rate or continuation of education metric, the Excellence Benchmark is 

assessed using each college’s most recent job placement data and enrollment records across 

institution sectors for continuing students. The most recent job placement data and continuation 

record for each college are compared to its prior three-year average. Colleges receive points on a 
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ten-increment scale from low (the average minus one standard deviation) to high (the average 

plus one standard deviation). Colleges with a job placement or continuation rate above the high 

point of the scale receive the maximum points available for the metric. The Improvement 

Benchmark is assessed by comparing the rate of change between the most recent year (job 

placement or continuation of education) and the average of the college’s program completers’ 

job placement rate or continuation of education rate over the three prior years. Colleges with a 

job placement rate or continuation of education rate 0.25% below the three-year average receive 

no points. Like the Excellence Benchmark, colleges receive points on a ten-increment scale from 

low (0.25%) to high (2.50%). Colleges with a job placement rate or continuation of education 

rate above the high point of the scale receive the maximum points available for the metric. The 

job placement or continuation of education rate (Fall 2012 to Fall 2013) for Florida community 

and state colleges ranged from a low of 81.23% (Pensacola State College) to a high of 91.80% 

(Florida Southwestern State College) (Florida Department of Education, 2015).  

The final metric included in the current performance-based funding model captures entry-

level wages earned by program completers within one year following completion of their 

program of study. The cohort of graduates considered includes students who earn two-year 

degrees, applied technology diplomas, vocational certificates, Bachelor of Science or Bachelor of 

Applied Science degrees, or who complete an apprenticeship. Earnings records during the fourth 

quarter of each year (October through December) are verified to consider program completers’ 

employment status and wage.  Earnings data from the Occupational Employment and Wages 

Estimates Delivery System administered by the Florida Department of Economic Opportunity 

(DEO) are organized by workforce investment region. Statewide, most workforce investment 

regions overlap with community and state college service districts. Average entry-level wages as 
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defined by DEO are used for comparison in calculating a college’s performance according to the 

metric. Like the other performance metrics, an Excellence Benchmark and an Improvement 

Benchmark are established for each college. A college's performance is assessed by doubling the 

higher benchmark score. The maximum point total that a college can accrue for the average 

entry-level wage metric is 10.0. The minimum point total possible is 1.0. For the average entry-

level wage metric, the Excellence Benchmark is assessed using the most recent earnings data for 

each cohort of program completers employed. The most recent earnings data for each college are 

compared to the prior year average for all colleges. Colleges receive points on a ten-increment 

scale from low (the average minus one standard deviation) to high (the average plus one standard 

deviation). Colleges with average entry-level wages above the high point of the scale receive the 

maximum points available for the metric. The Improvement Benchmark is assessed by 

comparing the rate of change between the most recent year (average entry-level wages) and the 

prior year. Colleges with average entry-level wages 0.50% below the year prior receive no 

points. Like the Excellence Benchmark, colleges receive points on a ten-increment scale from 

low (0.50%) to high (5.00%). Colleges with average entry-level wages above the high point of 

the scale receive the maximum points available for the metric. The difference between average 

entry-level wages earned by program completers and the DEO average entry-level wage for the 

workforce investment region (2012 to 2013) was greatest for St. Petersburg College ($43,648 

compared to $19,811) and lowest for Eastern Florida State College ($34,028 compared to 

$19,860) (Florida Department of Education, 2015).  
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Impacts on Performance Outputs 

It is still very early in the transition to a new performance-based funding model to 

determine the impact of the current model on performance outputs in Florida. According to the 

defined timeline, Bronze Colleges submitted improvement plans to the Commissioner of 

Education and the State Board of Education early last fall. In December, the same colleges 

submitted mid-year reports. Limited in findings, most colleges were not able to demonstrate any 

level of measurable progress toward improving performance outputs across the state’s four 

performance metrics. While colleges reported new program enhancements and initiatives and 

changes in personnel and organization structures, for most there was little evidence to suggest 

that the related activities were accomplishing the intended goals. Among Bronze Colleges that 

submitted mid-year reports, Daytona State College presented the most substantive report. The 

College focused on improving student outcomes and subsequent institutional performance 

metrics through student support and engagement efforts such as advancing its enhanced 

articulation program with the University of Central Florida (grew the number of DirectConnect 

to UCF students from 99 to 464 during the fall 2015 semester); growing supplemental instruction 

offerings for students (increased student participation by 27.0% in supplemental instruction 

courses from 2,724 in 2014 to 3,449 in 2015); encouraging students to enroll for more credit 

hours to expedite degree completion (the percentage of students enrolled full-time increased 

from 54.9% in fall 2014 to 67.0% in fall 2015); incorporating degree audits into the institution’s 

registration system; connecting students with campus resources through the Managing Your 

Success course (nearly quadrupled enrollment in the course from 625 in fall 2014 to 2,252 in fall 

2015); hosting career fairs (757 students interacted with 122 employers during three career fairs 

hosted during the fall 2015 semester); messaging students about area job openings (980 targeted 
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text messages were sent to 606 students about job openings in the College’s service district 

during the fall 2015 semester); offering career services for students online (number of students 

registered for online resume writing, interviewing and job search coaching using Career Service 

Online nearly doubled from 386 in fall 2014 to 606 in fall 2015); decreasing tuition and fees for 

spring 2016 by 2.0%; implementing an intrusive early intervention system (advisors made 4,204 

contacts to at-risk students identified through the early alert system); and improving the 

availability of advising services (through the addition of three new academic advisors in the 

Office of Academic Advising). It is important to note in considering activities administered by 

Daytona State that they recently transitioned to a new president. Adjustments to planning and 

activities may or may not be directly related to the required improvement plans.      

Past studies by Albee (2010), Bakuzonis (2007) and Yancey (2002) suggest that Florida 

colleges modified programming and organization structures, advanced support mechanisms for 

students and expanded their use of data to inform institutional decision-making in direct response 

to the previous performance-based funding model administered by the state from 1996-2009. In 

general, these steps improved institutional performance outputs by pushing colleges to focus on 

factors that ultimately impact student progression and success. Although it is difficult, given the 

number of variables that impact student completion, to directly tie the previous performance-

based funding model to gains in student outcomes, the emphasis on those outcomes applied by 

the model served as a needed impetus or catalyst to change institutional behavior and practice.  
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Performance-based Funding in Ohio: Metrics, Weights and Impacts on Performance 

Outputs 

 The Ohio community college system is comprised of 23 institutions – 6 local community 

colleges, 9 state community colleges and 8 technical colleges – that are each governed by their 

own autonomous Boards of Trustees, with a majority of trustees appointed by the Governor. The 

core mission of Ohio’s community colleges is similar to Florida’s: to serve the postsecondary 

education and workforce training needs of their communities. Program offerings include 

university transfer, career and technical education programs, workforce training and retraining 

and noncredit continuing education courses and programs. The Chancellor of the Board of 

Regents oversees the community college system. The Governor appoints both the Chancellor and 

the 11-member Board of Regents. In 2007, House Bill 2 was enacted and transferred the duties 

of the Board to the Chancellor. The Board primarily serves an advisory role for the Chancellor 

for both the state university and community college systems. In an advisory capacity, the Board 

of Regents rarely dictates actions of higher education institutions (Dougherty et al., 2014; Hanna, 

2014; Petro & Abrams, 2014).  

The State Share of Instruction (SSI) and tuition and fees comprise the two primary 

sources of funding for Ohio’s community colleges. Historically distributed based on enrollment 

and program costs, in 2009 the state began its shift to a performance-based approach to 

supporting community colleges by committing a small percentage (5% to 10%) of the SSI to 

student success and completion. Prior to that time, performance-based funding was allocated 

through Challenge Grant programs that focused on enrollment growth and improvement in 

student completion and the number of students who transferred to the state university system 

(Miao, 2012).  
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In late 2012, shortly after his election, Governor John Kasich, troubled by low degree 

completion rates and mounting workforce needs in the state, formed the Higher Education 

Funding Commission (HEFC) in an effort to move even more funding for higher education away 

from enrollment and increasingly toward student outcomes (Carey, 2014). Comprised of 

community college and university presidents, the HEFC developed a set of guiding principles 

that aided in the transition to the state’s performance-based funding model: incentivize 

institutions to improve graduation rates; grow the number of graduates and reduce the time it 

takes to graduate in order to produce more students ready to enter the workforce; increase the 

state’s competitive advantage by capitalizing on the existing strengths of its community colleges 

and state universities; strengthen the ability of colleges and universities to respond to new or 

increased workforce development opportunities; increase the number of high school graduates 

who matriculate to a community college or state university in Ohio; attract the best and brightest 

students from Ohio and elsewhere to not only study in Ohio, but remain in the state following 

completion of their program of study; keep higher education affordable for students; and 

encourage colleges and universities to educate and graduate non-traditional and at-risk students 

(Ohio Higher Education Funding Commission, 2012).  

Consistent with its guiding principles, the Commission made the following 

recommendations: base most university funding on graduation; move community colleges 

funding to a system that rewards the completion of courses, certificates and degrees; all 

campuses across the state should be treated the same for funding purposes; reward colleges and 

universities that attract out-of-state students and keep them in the state for employment or 

continuation of higher education; and abolish all historical funding set asides and run all state 

funds for higher education through the revised funding formula (Ohio Higher Education Funding 
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Commission, 2012). Recognizing the unique needs of community colleges and universities with 

greater access missions, the Commission also emphasized the need to weigh performance 

measures for institutions serving at-risk students. As a result of the Commission’s efforts, over 

the next two years, a growing percentage of the funding formula for community colleges shifted 

to student completion, with weights for success for at-risk and historically underrepresented 

populations (Carey, 2014; Ohio Association of Community Colleges, 2013). 

 Presidents from Ohio’s community colleges endorsed the recommendations proposed by 

the HEFC. The endorsement was due in large part to their involvement in the development of the 

recommendations. Following the work and recommendations put forward by the HEFC, Ohio’s 

community college presidents formed a consultative working group with the OACC, the Board 

of Regents, the HEFC and the Ohio Department of Education Office of Budget and Management 

to develop recommendations for a new funding formula based on performance and student 

success. With support from HCM Strategists through Lumina Foundation Strategy Labs, the 

progression of the consultative working group meetings between March and December 2013 was 

intentional and planned. Initial meetings of the group were used to establish guiding principles 

for their work, learn more about national trends in performance-based funding for higher 

education and review data and existing funding policies for community colleges. The 

consultative working group created a set of guidelines for the development and implementation 

of the revised funding model. These guidelines helped to ensure consistency with the state’s 

previous funding model and supported the phasing-in of the proposed completion-based formula 

(Carey, 2014; Ohio Association of Community Colleges, 2013).  

In August, after reviewing related data and policies within the consultative working 

group, a technical working group was identified to develop the framework for the model. The 
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technical working group was comprised of academic and business officers from colleges across 

the state. Recommendations of the technical working group were presented to the consultative 

working group for review and feedback. As it was developed, versions of the model were also 

presented to Ohio’s community college presidents for review (Carey 2014; Ohio Association of 

Community Colleges, 2013).  

In 2013, Governor Kasich signed House Bill 59 that appropriated funding to Ohio’s 

community colleges for 2014 and 2015 and adopted the recommendations from the HEFC and 

community college consultative working group for a new funding model. Under the new funding 

model, 50% of the SSI for 2014 was distributed based on enrollment. The remaining 50% of the 

SSI was appropriated to colleges based on course completion (25%) and success points (25%). 

For fiscal year 2015, enrollment was eliminated from the distribution model. The SSI was 

appropriated to colleges based on course completion (50%), success points (25%) and 

completion metrics (25%). The updated funding model also applied weights for at-risk 

populations and removed the stop-loss provision contained in prior versions of the funding 

model (Carey 2014; Ohio Association of Community Colleges, 2013). Figure 2 on the following 

page displays the funding categories contained in the performance-based funding model for 

2015. 

 

Description of Performance Metrics and Weights 

The course completion component of the model reimburses colleges based on the number 

of student FTE that successfully complete courses. The FTE is then multiplied by the average 

statewide cost of all courses (based on course type). Weights for at-risk populations are applied 

to the course completion calculation. The student success point component of the model focuses 
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primarily on thresholds of 12, 24 and 36 credit hours that are earned and accumulated by 

students. In addition, the measure considers students who complete developmental courses in 

Math and English and enroll in college level Math and English courses within a year (Carey 

2014; Ohio Association of Community Colleges, 2013).  

 
Figure 2 – FY 2015 Performance-based Funding Model Summary 

 

Source: Ohio Association of Community Colleges (2013) 

 

The completion milestone component of the model captures student completion by 

degree or credential and transfer to the state university system. The metrics assessed in this 

component of the funding model are cost-based and include associate’s degree completion, 

certificate completion and transfer to the state university system with at least 12 credit hours 

earned. The calculation for associate’s degree completion considers the number of students who 
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earn an associate’s degree from an institution in a year. The calculation reflects the average cost 

of all degrees by type and discounts subsequent degrees by 50% (Ohio Association of 

Community Colleges, 2013). Certificate completion considers the number of students who 

complete a certificate program that is 30 hours or greater in length. According to the model, the 

cost derived for certificate programs is half the cost for an associate’s degree. The model used 

2014 as the first year and is phasing-in the certificate completion metric over three years using 

the average over that time period (1/3 of certificate completions in 2015; 2/3 of certificate 

completions in 2016; and all certificate completions in 2017). Like with associate’s degrees, 

subsequent degrees earned by students are discounted by 50% in the metric calculation (Ohio 

Association of Community Colleges, 2013). Students who complete at least 12 semester credit 

hours of college level course work at a community college and transfer to the state university 

system are calculated at 25% of the average cost for all degree programs in the model. All 

transfers receive the same cost-based calculation. While students who transfer to private and out-

of-state colleges and universities are not currently calculated in the model, the OACC and Board 

of Regents are working with National Student Clearinghouse to include these students in the 

future. Access weights are applied to the degree completion and transfer metrics (Carey 2014; 

Ohio Association of Community Colleges, 2013). 

 The Ohio performance-based funding model incorporates weights – referred to as access 

weights – as a way to offer added assistance to institutions that are successful in supporting 

students from at-risk and historically underrepresented populations. The access categories for 

2015 were: adult students, age 25 or older at the time of initial enrollment; low income students 

who were eligible for the Federal Pell grant at any point while enrolled; and minority students, 

including Native American, Hispanic and African-American. The access categories represent 
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student populations that are under-served and have lower rates of success in postsecondary 

education. The weight is applied for students within these access categories who successfully 

achieve the course completion and degree completion milestones. While a flat weight of 15% is 

applied for students recognized by these access categories, multiple weights may be applied for 

students who achieve completion milestones based on the number of access categories the 

student represents. Students from one access category are weighted 25%; students from two 

access categories are weighted 66%; and students from all three access categories are weighed 

150% (Carey 2014; Ohio Association of Community Colleges, 2013). 

 

Impacts on Performance Outputs 

Chancellor Karey lauds the state’s performance-based approach to funding higher 

education and its alignment with policy design and implementation best practices and 

recommendations promoted by Complete College America. These best practices include: 

engaging colleges in the development and refinement of the performance-based funding model 

through the HEFC; using a limited set of metrics that are consistently defined across both higher 

education sectors; recognizing the different missions served by both sectors and differentiation of 

the metrics applied to both in the performance-based model based on institution type; focusing 

on student completion and incentivize successes attained by at-risk and historically 

underrepresented populations; reconfiguring the SSI to tie a significant amount of funding to 

performance outcomes; and by phasing-in policy changes through initial stop-loss provisions and 

the use of a three-year average in performance analyses (Carey, 2014).  

Moving away from primarily funding institutions based on enrollment and operational 

costs, with performance-based funding rewarded through discretionary Challenge Grants, few 
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states have made such a pronounced shift in community college funding. Facing poor student 

outcomes across higher education sectors and demands for improvement from Governor Kasich, 

the state’s colleges and universities sought sweeping changes to increase completion and prepare 

a knowledgeable and skilled workforce. The challenges faced by Ohio’s higher education system 

are great. The 8-year graduation rate for community college students who initially enrolled in 

2002 through 2005 is 24.3%. Low completion rates are compounded by the fact that nearly 60% 

of the state’s projected job openings by 2020 will require some form of education beyond high 

school (Complete College America, 2011b). Table 6 below displays 8-year graduation rates for 

these student cohorts overall and according to access category groups. 

  

 Table 6 – 8-Year Graduation Rate for Community College Students 

Entering 2002 – 2005 

 

 
Source: Carey (2014) 

 

 Like in Florida, it is too early to identify the impacts of performance-based funding on 

student success and completion in Ohio. Analyses of the impact of the state’s new performance-

based model are confounded by large shifts in enrollment experienced in Ohio’s community 

colleges from 2009 to 2014. During that time, enrollment peaked in 2010, then dropped 
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precipitously over the next four years. Figure 3 below displays student enrollment (headcount) in 

Ohio’s community colleges from 2009 to 2014.  

Increases in enrollment in 2009 and 2010 resulted in a peak in the number of degrees and 

certificates awarded and transfers from community colleges in 2012. The increase in completion 

of degrees and certificates through 2012 was also likely attributed to the downturn in the state’s 

economy in 2009 and subsequent surge in enrollment. The number of degrees and certificates 

awarded and transfers from colleges leveled off in 2013 and 2014. 

 

 

 

 

 

 

 

 

 

 

Figure 3 – Headcount Enrollment in Ohio Community Colleges 

2009 - 2014 
 
Source: Carey (2014) 

 

Degrees and certificates awarded and transfers from community colleges from 2010 to 

2014 are displayed in Figure 4 on the next page. After peaking in 2011, the number of success 

points earned by students from 2012 to 2014 decreased at a pronounced rate, coinciding with the 
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drop in enrollment. The decline in success points earned is also likely attributed to the state’s 

economic recovery. With improvements in the economy and increases in employment across the 

state comes a drop in headcount enrollment. Further, those who enrolled in college tended to do  

so on a part-time basis. Figure 5, on the next page displays the decline in success points earned 

since 2011. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4 - Degrees and Certificates Awarded and Transfers from Community Colleges 

2010 – 2014 

 
Source: Carey (2014) 

 

Further research should explore the relationship between Ohio’s economy, employment 

and changes in policies related to developmental education and dual enrollment to determine the 

impact that these factors have on student outcomes such as course and degree completion and 

attainment of success points across the state. Changes in policies related to developmental 

education and dual enrollment experienced in Ohio over the past few years cloud analyses 

focusing on the impact of the performance-based funding model on student outcomes. 



96 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 5 – Success Points Earned by Community College Students 

2010 – 2014 

 
Source: Carey (2014) 

 

Observations, Insights and Comparison Between Performance-based Funding Models and 

Approaches 

 Florida and Ohio offer just two examples of nearly 30 states that have adopted funding 

models for community colleges that allocate funding based on institutional performance 

according to defined metrics (National Conference of State Legislatures, 2015). For both states, 

it is far too early to determine the effectiveness of the performance-based funding programs. 

However, it is informative to consider and compare the processes and steps followed in 

developing each model, the metrics and funding levels for each model, opportunities and 

challenges faced by colleges according to the models and next steps proposed for each state 

related to their performance-based funding models for community colleges.  
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Model Development Process 

The development and implementation of performance-based funding programs in both 

Florida and Ohio were influenced by policy entrepreneurs, namely the state’s executives. Early 

during his administration, Florida Governor Scott made known his stance related to higher 

education finance and performance in preparing a skilled workforce. An accomplished 

businessman before running for public office, the Governor opposes any increase in tuition or 

fees imposed by the state’s community and state colleges and state universities. Slashes in 

revenue, the result of modest increases in the Community College Program Fund appropriated by 

the Governor and the Legislature to community and state colleges over the past five years, 

combined with decreases in enrollment experienced by colleges across the state and no increases 

in tuition and fees, push colleges to cut budgets and operate more efficiently in the face of 

demands for greater transparency, accountability and performance. General Revenue funding for 

the Florida College System is displayed in Figure 6 below.  

 

 

Figure 6 – General Revenue Funding from the State for Community Colleges in Florida 

2010 – 2015 
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The Governor received support for his agenda from powerful policy actors in the Florida 

Legislature, most notably former Senate President Don Gaetz. The Governor further advanced 

his policy agenda through a coalition of appointments that included the State University System 

Board of Governors, the State Board of Education, the Commissioner of Education, Chancellor 

of the Florida College System and the Boards of Trustees of all public colleges and universities 

in Florida. Former businessman Thomas Kuntz, appointed to the State University System Board 

of Governors by Governor Scott drove the formation of a performance-based funding model for 

the State University System. The 10-metric model developed for the State University System 

served as a template for the Florida College System in its effort to recommend a performance-

based funding model to the Commissioner of Education and Legislature. While several of the 

metrics contained in the performance-based funding model for the State University System were 

not appropriate for community and state colleges, a working group – comprised mostly of 

college business officers – was formed to prepare the System’s recommendation and modified 

the model to better align with the missions of the two-year colleges. The performance-based 

funding model recommended by the System and Commissioner was reduced in the number of 

measures from eight to four by the Florida Senate. 

 Not unlike Florida, steps to establish a performance-based funding model in Ohio started 

soon after Governor Kasich took office, with the formation of the HEFC. Gordon Gee, former 

President of the Ohio State University, leveraged his long-time relationship with Governor 

Kasich and took the lead with the HEFC in developing a recommendation for a performance-

based funding model for state universities and community colleges. Jack Hershey, current 

President and Chief Executive Officer of the OACC, previously served as Associate Vice 

President of Government Affairs at Ohio State University under Gee and was appointed as 
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Project Director for Governor Kasich’s Quality and Value Initiative by the Ohio Board of 

Regents, Chancellor John Carey and Gee. He reflected on the approach taken by Ohio to develop 

a funding model for universities and community colleges that was tied to performance outputs.  

 

When we were first asked to do this in Ohio, and our process [to develop a performance-

based funding model] has been completely different than what I’ve seen any other state 

go through, the Governor came to the president of Ohio State at the time, and they’d had 

a decades long relationship, and Kasich said to him, ‘Look, graduation rates are terrible 

in this state for universities and community colleges.’ And he even pushed Ohio State to 

say that even though you’ve got the best [graduation rates in the state] you should be 

better given the quality of students you have. And so he looked at us and said, ‘You 

know, I’d like you to put more of your money into completion, and actually getting paid 

when you produce a result.’ And that was all he said to us. ‘You guys go off, come up 

with a recommendation and come back.’ Kasich has a great deal of respect for our 

college and university presidents and the job that they do and lays out big picture goals 

and gives institutions the autonomy to go figure it out.  (J. Hershey, personal 

communication, February 17, 2016) 

 

While Gee lead efforts within the HEFC to move the state university and community 

college systems to recommend a funding model for higher education that was based completely 

on performance, the model as recommended was not prescribed by Governor Kasich. Kevin 

Boys, President of Southern State Community College credited the Ohio Governor with his 

approach in working with the college and university presidents: 
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I give substantial credit to our Governor, who seems to look at our college and university 

presidents for the heavy lifting on [developing a recommendation for the performance-

based funding formula]. He’s not prescriptive, but he’s very determined. The charge was 

rather clear. He wanted us to come up with a funding formula that was 100% 

performance-based. How we got there, again it wasn’t a prescriptive approach. It was laid 

at our feet. We knew the challenge was ours and if we met it with success we would be 

rewarded for it. I give credit from the top. In most states, it doesn’t happen that way. (K. 

Boys, personal communication, February 22, 2016)  

 

 Working from the HEFC recommendations to move to a state funding allocation model 

based on institutional performance, the OACC formed a consultative working group comprised 

of academic, financial and enrollment management administrators that employed an objective 

and methodical approach in developing a recommendation for the community college system 

performance-based funding model. Through Lumina Foundation Strategy Labs, the OACC 

contracted with HCM Strategists to facilitate policy discussions about performance-based 

funding, review related data and offer insights based on best practices in performance-based 

funding applied by states across the country. According to Hershey, HCM Strategists serving as 

third-party facilitator allowed the working group to focus objectively on policy goals and drivers.  

 

They were able to be a third party mediator. We brought them in and they led all of our 

meetings. When we went through data, they went through the data and presented it to 

everybody. So at least at the front of the room we had someone who did not have an 

inherent conflict of interest. They were also able to bring examples of the latest research 
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related to student success. And so we tried to ensure that our funding model was in line 

with what all of those experts said we should do in student success… Third party 

facilitation is key. You have to have lots of policy discussions before you ever run a 

spreadsheet. At the policy level, you can have a pretty engaging conversation with all 

levels of leadership at colleges or universities about what should the policy be, what 

policy drivers should we have in this formula that would move our state in the right 

direction. Once you put a spreadsheet on the table, the whole process changes. Because 

everybody goes to, ‘I’m up. I’m down. And now all of my policy concerns I’m throwing 

out the door because while I said they were good, are now hurting my institution.’ So in 

both of our cases we tried to go as far down the process as we could with just what’s the 

right thing to do for colleges and universities in Ohio and for students in Ohio. (J. 

Hershey, personal communication, February 17, 2016) 

  

The use of an objective, third-party facilitator was supported by all who participated in the 

consultative working group, including the Ohio Board of Regents, who were involved in the 

development of the policy recommendations for a performance-based funding model for the 

state’s community colleges.  

 

It removes the perception of bias, that the Department of Education had an agenda or that 

there was something that they were trying to achieve by facilitating those conversations. 

By working with an objective, third-party facilitator to lead those conversations, it put 

everyone at ease in developing the recommendations. (Ohio Department of Education 

and Board of Regents, personal communication, February 5, 2016) 
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Ultimately, the OACC presented a recommendation for a funding model to the General 

Assembly that exceeded their expectations. The model was endorsed by all of the community 

college presidents and tied 100% of community college funding to performance outcomes.  

 

One of the benefits of the collaborative consultation process was that when we came out 

of that process with a signed document by each college and university president in the 

state saying they endorsed this proposal, in terms of allocating 100% of their resources 

based on performance metrics and doing it in the manner they prescribed, it carried a lot 

of weight with the General Assembly and it helped the proposal make it through the 

legislative process, largely untouched because the college and university presidents had 

so resoundingly endorsed it. (Ohio Department of Education and Board of Regents, 

personal communication, February 5, 2016) 

 

There are marked differences in the approaches taken by Florida and Ohio in developing 

their respective models for performance-based funding for community colleges. While the 

performance-based funding model for community colleges in Florida reflected a specific policy 

agenda and objectives generally supported by policymakers, the approach in Ohio engaged 

colleges in developing the model in their state from the beginning, with policymakers and state 

higher education leaders receptive to the recommendations proposed by the community college 

presidents and the OACC. It should be noted that the high-level of inclusiveness and sensitivity 

to collective support for the process and the recommendations that were proposed in Ohio were 

also attributed to lessons learned during the development of the state’s prior performance-based 
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funding model in 2009 – a process that was described by the subjects interviewed as one 

ironically similar to the approach taken by Florida.  

 

Measurement and Funding Levels Based on Performance 

 Based on the performance metrics identified by the Legislature, the Division of Florida 

Colleges in the Florida Department of Education devised the mechanism to assess institutions’ 

performance across the metrics. The assessment method allows for colleges to be compared with 

others or themselves for each measure, wherever the greatest gains or improvements are made. 

While using a three-year average for performance on some measures is useful in minimizing the 

affect of significant swings in performance, the application of the three-year average in the 

Florida model differs from the application in the Ohio model. According to the current 

assessment mechanism, college performance for a given year is compared with the average level 

calculated from the three immediate prior years.  Hence, each college is still assessed based on 

its performance for a given year. The timeliness of performance data presents a challenge for 

colleges posed by Florida’s performance-based funding model. For the current funding cycle, 

colleges were evaluated based on their performance over three years ago (2012-13). Given the 

time between when data was initially collected and when it was evaluated, colleges could have 

already implemented changes inside that window of time that led to improvements in student 

outcomes. Additionally, while Bronze Colleges can secure base appropriations withheld by the 

state by effectively implementing performance improvement plans, any improvement 

experienced during the year would not be reflected in the performance calculation the following 

year (during the FY 2016 cycle, colleges will be assessed based on 2013-14 performance data).  
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The Florida Legislature and Governor appropriated $40 million to fund the Florida 

College System performance-based funding model in 2015-16, with $20 million reallocated and 

withheld in proportional amounts from colleges and $20 million in new funding from the state. 

Future enhancements to the performance-based funding program in Florida may include both 

additional funds invested in the model and tie greater portions of the base appropriation to 

outcomes.  

 The Ohio performance-based funding model distributes funds proportionally for each 

component, consistent with the previous funding model. According to the model, institutions 

receive a proportional share of the total earned across each component as detailed in the formula 

below.  

 

Course Completion  

(% of (total cost-based Completed FTE Earned + % of total completed FTE Access Add-on 

Earned) * 50% of FY 2015 Allocation) 

+ 

Success Points 

(% share success points earned * 25% FY 2015 Allocation)  

+  

Completion Milestones  

(% of total cost-based completion milestones earned + % of total completion milestones access 

add-on earned) *25% of FY 2015 Allocation)   
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Ohio’s performance-based funding model distributes funds proportionally to colleges 

based on institution outcomes according to the model components. Funding based on proportion 

compares the performance of each institution to the other 22 colleges in the system.  

 

One of the nuances of the Ohio funding model is that it is a proportional allocation of a 

single appropriation. So the General Assembly makes an appropriation and the formula 

distributes those resources in accordance with the formula. So, unlike Medicaid or school 

funding or other formulas where an additional input produces an output on the other end, 

our formula is a set appropriation proportionally allocated to all of the institutions. So in 

reality they are to a certain extent competing against one another for a limited set of 

resources. (Ohio Department of Education and Board of Regents, personal 

communication, February 5, 2016) 

 

 Distributing funds through a proportional allocation model to colleges based on a 

comparison of institutional performance outputs limits colleges in their ability to develop fiscal 

plans year over year given changes in funding levels received as a result of the model. Morris 

Beverage, President of Lakeland Community College commented on the difficulty in developing 

an annual operating budget caused by the proportional funding distribution method: 

 

Based on my perspective on performance funding, it seemed to me that if your 

performance improved, you’d get more funding. If your performance deteriorated, you’d 

get less funding. That’s not the way that Ohio’s model works. We’re compared against 

everyone else. For example, a portion of the formula is based on course completions. So 
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we could find ourselves in a situation where our course completion levels can go up from 

one year to the next, but if they don’t go up as much as the median or mean of the other 

two-year colleges in Ohio, then our portion of the funding on that measure would actually 

go down if no additional monies are put into the formula pot… You cannot determine if 

we graduate one more student – it does not have an incremental impact on funding. You 

can’t determine that… It’s sort of like playing football at night, without the lights. You 

have to wait until morning when light comes to see where you are compared to the other 

team. It really challenges colleges in planning for the future because you can put a lot of 

time and effort and resources into impacting the areas that the formula is driven by, but 

until you see how everyone else has done, you don’t know how you did as it relates to 

funding. That’s the cornerstone of bias against calling this performance-based funding. It 

compares us to everyone else and we’re funded on the basis of how we compare to others 

but not ourselves. That seems a little different than what I believe the original stated 

purpose was. But I also think that’s the trap of chasing the formula. The funding should 

be an outcome, not a goal. The goals are the issues of student success, completion rates, 

getting them through quickly… if you’re focused on that, then at the end of the day the 

funding is probably going to take care of itself. (M. Beverage, personal communication, 

February 5, 2016) 

 

 Recognizing the impact of community colleges in ensuring access to postsecondary 

education and in preparing students to transfer to the state university and enter the workforce, the 

Ohio General Assembly and Governor continued to increase their investment in the community 

college system, even despite decreases in student enrollment over the past several years. The 
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increase in investment served to provide some stability in funding and aided colleges in the 

transition to the new performance-based funding model. Figure 7 below, displays funding for 

Ohio’s community colleges over eight years, from 2010 through 2017. State budgets are 

appropriated by the General Assembly every two years in Ohio.   

 

 

Figure 7 – State Funding for Community Colleges in Ohio 

2010 – 2017 
 

In addition to annual increases in overall funding by the state for community colleges, the 

use of access categories in Ohio’s performance-based funding model helped colleges preserve 

their access mission by applying additional weight for colleges that support at-risk and 

historically underrepresented populations. An official at the Ohio Department of Higher 

Education and Board of Regents described the consideration taken by the consultative working 

group and the Ohio community college presidents to not dis-incentivize colleges for supporting 

at-risk students: 
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In 2011, when Governor Kasich came into office, the community college sector really 

embraced the charge of the Governor’s office, to implement performance-based funding. 

They went from approximately 90% of their formula being distributed based on 

enrollment, to the current model in which 100% of their funding is disbursed based upon 

success or outcome measures. But carefully along the way, we wanted to be sure not to 

do things that would harm the access mission of the two-year sector. So we developed 

access weights that were at one time referred to as at-risk weights. We spent a lot of time 

looking at data to determine which segments of the population are more or less likely to 

be successful. The last thing that we wanted to do was to create a formula that dis-

incentivized institutions to do exactly what their missions called them to do which was to 

enroll at-risk students and serve as access institutions for members of the community. So 

we ended up at four categories that were shown to be the most likely to be linked to 

students who were less likely to succeed. So we provide additional funding in our 

formula to assist institutions with those students so they can be as successful as possible. 

We wanted to be mindful of the fact that we don’t want schools to stop taking risks on at-

risk populations. (Ohio Department of Education and Board of Regents, personal 

communication, February 5, 2016) 

  

Hershey, President and CEO of the OACC echoed this sentiment in describing the care 

and attention applied in developing the model and its access category weights: 

 

For community college presidents, they felt that by moving to a 100% performance-based 

funding formula that they were abandoning their access missions. First and foremost, we 
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are open access institutions meant to serve the masses. In our formula, once we set it up 

to be based on completion milestones, a lot of our work went to how do we ensure that 

our formula doesn’t dis-incentivize us to take a chance on a kid that has chosen to come 

to us and better their life. We spent a lot of time on at-risk or access categories. At some 

point, we had 15 access categories that we thought we could add into our formula. We 

settled on age, income and race, and we just added academic preparation. And so if you 

come into our system now, and you are tagged with one of those things, our campuses 

know that it’s more costly, you are going to need more services to get those students 

through to completion and because of it, when you do, more state funding flows to those 

than anyone else. And if you have multiple access categories, then you get even more. 

With more access categories, the higher the weight goes. (J. Hershey, personal 

communication, February 17, 2016) 

 

 While the performance-based funding model in Ohio is based on institutional outcomes, 

given the calculation of metrics across all institutions, course completion actually serves as a 

substitute for enrollment in the new model. President Boys, in describing the performance-based 

funding model proportional distribution method, metrics in the model and access category 

weights revealed the proxy contained in the model: 

 

Let’s say a community college does a really effective job reaching a new audience of 

students… and they are really at-risk students [and historically don’t perform well]. 

There is an initiative to increase access [to higher education] for students from urban high 

schools. So their performance funding could actually go down… they’ve invested in 
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these students and their performance funding goes down. Then they don’t have the 

resources they need to do the types of things that they know they need to do that will help 

those students. So we are all hopeful that we can continue to offer the access mission and 

work as hard at that as we do with student success. We can’t help students be successful 

if we don’t get them in the door. It’s not just about completion. We have to still maintain 

a firm commitment to access, because that is largely who we serve. If you think about it, 

course completion is probably a pretty good proxy for enrollment. Our overall share of 

FTE is 1.61% and our share of course completions is 1.63%, so it’s a good proxy.  

(K. Boys, personal communication, February 22, 2016)  

 

 In both Florida and Ohio, the performance-based funding models are reviewed annually 

to ensure relevance and updated where needed. Those interviewed desire that the Ohio model 

remain relatively unchanged. Consistency in model components, metrics, calculations and 

funding distributions help colleges in planning programming and operating budgets. While both 

states applied three-year averages in most of their performance calculations to mitigate any 

swings in data, the application of those averages in the calculations differed. One of the primary 

differences in the performance-based funding models is the application of weights that support 

institutions that serve at-risk and historically underrepresented populations in Ohio. The Florida 

performance-based funding model currently does not contain weights tied to the success of these 

populations.  

Colleges in both states receive technical assistance and support in understanding the 

calculation of measures and distribution of funds according to the performance-based funding 

models. In Florida, this assistance is provided by the Division of Florida Colleges in the Florida 
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Department of Education, the same office that develops the recommended mechanism for 

calculation of the formula and distribution of funds to colleges. In Ohio, while the Ohio 

Department of Education and the Board of Regents administer distribution calculations and 

funding distributions, technical assistance is provided by the OACC. The timeliness of data 

related to outcomes is a shortcoming of the current model in Florida.  

 

Opportunities and Challenges Associated with Performance-based Funding 

 The implied benefit of both the Florida and Ohio performance-based funding models is 

the opportunity to reward colleges with financial incentives for improvements in student success 

and outcomes. In Florida, the Florida College System received $20 million in new funds invested 

by the Legislature to support the state’s performance-based funding program for community 

colleges. Seven colleges, recognized by the model as Gold Colleges, reaped the benefit of this 

investment in the System: Santa Fe College ($1,103,202); Valencia College ($2,155,623); 

Tallahassee Community College ($951,201); Lake-Sumter State College ($394,540); Gulf Coast 

State College ($624,737); State College of Florida, Manatee-Sarasota ($655,739); and Florida 

SouthWestern State College ($882,521) (Florida College System, 2015b). Given the modest 

addition in funding (on average, approximately 4.0%) that the highest performing institutions can 

secure through the model in Florida, and the small percentage of the base allocation that is at-risk 

(on average, approximately 2.2%) colleges can still plan for programming and operations by 

carving out the portion of the base allocation that is at-risk. While in the case of Bronze 

Colleges, the base allocation is withheld by the state, it can be secured through the effective 

implementation of a performance improvement plan by those colleges.   
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 A significant challenge for colleges posed by the Florida performance-based funding 

model is directly tied to the timing of data used in the performance calculation. Although 

Florida, like Ohio, is unique in that it administers a centralized data system for its higher 

education institutions, the use of performance data that is several years old limits colleges in their 

ability to quantify the impact that enhancements in programs and initiatives had on student 

success and outcomes. While in time, those enhancements may lead to improvements in student 

success, increases in outcomes would not be recognized in the model for two to three years. 

Conversely, the use of Improvement Benchmarks in the model considers institutional increases 

in outcomes across all performance metrics, a feature that is lacking and desired by respondents 

in Ohio.   

 Another challenge posed by the performance-based funding model in Florida is the focus 

on job placement and average starting salaries for graduates. Fluctuations in the economy and in 

employment in different regions of the state could have negative impacts on these measures. 

While job placement rates and completer entry-level wages can indirectly assess the relevance of 

certificate and degree program offerings, the inability of employers to hire additional graduates 

in difficult economic times adversely affects colleges that are evaluated based on conditions that 

they cannot control. As in the case of the state’s most recent economic recession, several parts of 

Florida were more affected by the downturn than others.   

 In Ohio, the opportunity to secure additional investments in higher education from the 

General Assembly motivated colleges and universities to not only engage in discussions related 

to a new performance-based funding model in the state, but to lead the conversation. According 

to Hershey, former Ohio State University President Gordon Gee recognized the lobbying benefit 
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for higher education as university and community college presidents aimed to position their 

institutions for increased funding from the state through their collective efforts in the HEFC.  

 

While we did all this work, Gordon Gee, who was president at Ohio State University at 

the time, had in his mind that this was also a lobbying strategy. It might be the right thing 

to do, and I think he saw the value in it in terms of steering the university in the right 

direction. But, he felt that if we were going to make big movement as an institution, we 

were going to want big support [for higher education] from state government. If funding 

were held firm and flat in the state, you’d see a lot of losers and it probably wouldn’t be 

going as well as it is. But every step of the way, in every budget since we implemented 

[performance-based funding], Governor Kasich has put fairly healthy increases into the 

SSI. So it hasn’t created as many winners and losers as it has created people getting big 

gains because they are making changes quickly, and people are getting smaller gains 

because they are not changing as rapidly (J. Hershey, personal communication, February 

17, 2016) 

  

The solidarity between the sectors in moving to a funding model based completely on 

performance garnered the support of the General Assembly and the Governor. Over the past 

several years, the state increased its investments in the community college and state university 

systems. Although the community college system benefitted collectively from the investment of 

increased funding, the transition to a new funding model is not without challenges. Some 

colleges benefitted more financially from the transition than others. While it is still too early to 
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assess the impact of the new model on institutional performance, from the state’s perspective, the 

increased focus on outcomes at both the state and college level benefits the system.  

 

It’s too early to say that it definitively accomplished what we intended it to do. But we 

are starting to see some data that suggest that it is doing what we wanted it to do. I think 

that more of the focus has been on anecdotal examples of how it has changed the 

conversations at our institutions of higher education and focused the resources at the 

institutions on student success and forced presidents, provosts and CFOs – every 

individual at the institution – to be mindful of the fact that ultimately that is why they are 

working there… to provide services to students to help them succeed. And that 

conversation has so dominated the dialogue in Ohio that it’s impossible for it not to be 

having an impact. We certainly feel the impact that it’s having on our institutions. The 

data is beginning to come in to support that, but it’s still a little early in that regard… The 

priorities of the institutions have shifted. They have become much more focused on 

student success and putting in place policies, processes and programs to meet students 

where they are at and help them in their progression toward a certificate, degree or 

whatever that credential that might be. The whole mindset has become more focused on 

getting the student a credential of value and helping them find a job with that credential 

as quickly as possible… The biggest opportunities are how we might use the funding 

formula to explore some exciting things in higher education like prior learning 

assessments or competency-based education. As new things come into play that are 

deemed to be appropriate things to pursue, how do we ensure that the formula is 

incentivizing things that we want institutions pursuing and not dis-incentivizing it. (Ohio 
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Department of Education and Board of Regents, personal communication, February 5, 

2016) 

 

The shift to a new funding formula tied to performance benefited colleges by focusing 

conversations between administration, faculty and staff on drivers of student success and 

improvements in outcomes. Presidents Boys and Beverage spoke to the opportunities they 

leverage in moving forward with initiatives and programs at their colleges that contribute to 

student success.  

 

It provides an extremely beneficial opportunity to talk with faculty and staff about their 

role in helping students to be more successful. That is the greatest value of this funding 

formula. It does give me something tangible to talk about related to student success when 

some might be dragging their feet or questioning why are we going to invest these 

resources to hire career counselors and guided pathways and the kinds of things that we 

know we need to be engaged in. (K. Boys, personal communication, February 22, 2016)  

 

At the campus level, the formula is legitimizing what we are trying to do. With faculty 

who weren’t as connected with institutional policies but were primarily focused on their 

particular area, with them understanding how state funding is impacted by how we do, 

it’s given them a different perspective on the outcomes of what we do. (M. Beverage, 

personal communication, February 5, 2016) 
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 Across the community college system, another perceived benefit of the new performance-

based funding model is the increase in efficiency and speed in implementing reforms in college 

policies and practices that influence student success and completion.   

 

Yes, we’ve had some small upticks in graduates at bachelor, associate and certificate 

levels, but we are still pretty early in this. There are like 25 variables between why a 

student graduates and to say that performance-based funding is the sole determiner of 

whether they will graduate is ridiculous. What it has done in Ohio, with all 23 colleges, is 

it has created a culture where people are implementing reforms faster and on a broader 

scale than they otherwise would. So people are actively searching out any sort of ideas 

that should help students graduate better. Now you might pick the wrong program to 

implement, or you may pick the right program and implement it horribly on your campus 

– that’s not the fault of performance-based funding. Performance-based funding would 

get you to the point where you could implement changes to impact students. When we 

look at those measures, the numbers of reforms our campuses have made are enormous 

across every step of the student process. (J. Hershey, personal communication, February 

17, 2016) 

 

While at a high level, the performance-based funding model in Ohio seems simple and 

straightforward in its funding distribution methodology, focusing on course completions, success 

points accumulated and certificates and degree awarded, the model is still cumbersome for 

colleges to interpret and understand.  
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People laugh now that we simplified it with the new formula, but it is still as complex as 

it can be. But it was an effort to at least simplify it at the CFO and president level to 

know what I can do. I know that if I graduate more students and get more students to 

complete courses, I am going to do better under this new funding formula. And at least 

from the state perspective, that’s what they want. They’re giving $2 billion a year to 

higher education in Ohio. They’d like to think that we are doing something to respond to 

the policy drivers in the formula. (J. Hershey, personal communication, February 17, 

2016) 

 

Additionally, the model is designed to compare the performance of each college against 

the other 22 colleges in the system. Unlike Florida, that recognizes either the performance of 

colleges compared to others or against their prior level of performance (across a three-year 

average), and awards based on the highest score, the Ohio model strictly assesses the share of 

outcomes contributed by each college and distributes funds accordingly.    

 

The greatest challenge in the performance-based funding formula is that it distributes 

shares of the state appropriation to colleges – but the college presidents get frustrated 

with the fact that even if they are doing really well, they don’t know how the other 22 are 

doing. So I might be showing gains in everything that I’m supposed to show gains in, but 

if 10 other colleges are showing better gains then I might still lose money out of it. It 

makes it hard for colleges to plan – they may be improving, but how are they improving 

compared to everyone else… The mix of early adopters in student success reform 

programs like Completion by Design and Achieving the Dream may have been viewed as 
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the early winners in a performance-based funding formula, but the schools that didn’t 

have that have a lot more room to go. They can increase their course completion rate far 

more, to a higher percentage than the colleges that made that improvement before the 

formula ever started… the colleges that made improvements that don’t get any credit for 

them claim that other colleges are copying what they’ve done and are now making gains 

that they are benefitting from in the formula in ways that those who made improvements 

earlier haven’t seen. (J. Hershey, personal communication, February 17, 2016) 

 

 Funding colleges based on a share of completions across the system can hinder 

institutions, especially those set in rural communities. While higher enrollment in urban colleges 

translates to a larger proportion of completions across the system, for rural colleges spread across 

multiple counties – and in many cases supporting students that face similar socioeconomic 

circumstances as at-risk and historically underrepresented populations, but are not recognized in 

the model like those weighted in access categories – rural colleges perceive that they can do little 

to increase their share of the SSI based on the proportional calculation method employed by the 

model.     

 

One of the greatest challenges with performance-based funding is there isn’t any more 

money to do the things that you need to do. As an example, we know that if students have 

better career counseling and a more solid idea about where they are headed before they 

enrolled for their first class, we know that their chances for success are greater. But I also 

don’t have the budget to hire four new career counselors, which is probably what we 

would need in order to impact that significantly. There aren’t additional resources to do 
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the kinds of things that we know will increase student success. So we are left to go the 

same old, do more with less, hire less full-time faculty so you can fund these initiatives. 

Some of it is obviously about choice. When you look at our institution spread across five 

counties, resources are an issue for us and there isn’t any more money in the pot… Even 

if we do a great job with helping our students to be successful, there is really no reward at 

the end of the day. Other than maybe getting the same funding we got last year. (K. Boys, 

personal communication, February 22, 2016)  

 

The perplexing lack of stability in institution funding year over year (especially when 

considering the investment in additional funds by the state over the past several years) generates 

perhaps the greatest challenge for colleges that are now adjusting their approach to fiscal and 

program planning and subsequently the composition of human capital on their campuses.  

 

At the institutional level, the planning for the first couple of years has really been a 

challenge for us, especially with tight budgets already. The swing of even a few 

percentage points can make a big difference [in our funding]. And not knowing from one 

year to the next as you do your financial modeling really becomes a challenge. With the 

transition of the baby boomers, from the workforce to retirement, so we had retirements 

over the past four or five years that in the past we might have just immediately recruited 

for their replacement. Now we are delaying their replacements, using part-timers even 

more. We are exercising a lot of caution because we don’t know exactly where we are 

going [with funding as a result of the new performance-based funding formula]. (M. 

Beverage, personal communication, February 5, 2016) 
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 Both the Florida and Ohio performance-based funding models present promising 

opportunities for their systems and individual colleges. The primary benefits for colleges in each 

state are the additional state funds invested into the systems and the role that these programs are 

playing in focusing institution conversations, planning and resources on practices and reforms 

that drive student outcomes. Questions still remain about the degree to which these models serve 

in promoting these conversations among colleges. The presidents interviewed for the study 

claimed that their colleges were already moving forward with initiatives to support student 

success regardless of the direction taken with the performance-based funding model. The most 

difficult challenges that the models present to colleges are tied to the timeliness of data used in 

performance calculations and the instability and lack of predictability in college funding year 

over year. Further, while both models seek to prevent huge swings in data and funding, the safety 

integrated in the models can actually have a detrimental impact on college receptivity and 

support for the programs given the perceived challenge associated with garnering additional 

support for improvements in outcomes.    

 

Next Steps for Performance-based Funding 

During the 2016 legislative session, the Florida Legislature passed House Bill 7043 to 

codify in law a performance-based incentive program for the Florida College System. Prior to 

passing this legislation, the statutory direction for the performance-based funding program was 

contained in state budget and appropriations proviso. House Bill 7043 requires the State Board of 

Education to adopt rules implementing the performance-based funding program for the Florida 

College System. The metrics contained in the legislation align with those featured in the current 

performance-based funding model (student retention rate, student completion rate, job placement 
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rate for program completers or continuation of education and the average starting salary for 

program completers).   

House Bill 7043 also formalizes the establishment and implementation of minimum 

funding eligibility thresholds by the State Board of Education for Florida’s community and state 

colleges. These thresholds determine the level of performance required to secure the each 

institution’s share of performance-based funding. Like with the current model, institutions 

performing below these identified thresholds will have their portion of the base appropriation 

tied to performance withheld by the state. The bill also requires the State Board of Education to 

submit a report by October 1 each year to the Governor, the President of the Senate and the 

Speaker of the House detailing the performance-based funding allocations from the previous 

year. The report should include rankings for all colleges in the System based on their 

performance according to the four performance metrics and the funding awards distributed to 

each institution.  

In addition to formally establishing the performance-based funding system in statute, 

Senate Bill 524, related to education appropriations established the Distinguished Florida 

College System Program. The legislation provides more funding for the highest performing 

community and state colleges in Florida. According to the Senate Bill provisions, the State Board 

of Education and the Legislature will partner to recognize the state’s highest-performing 

community and state colleges each year. To be recognized as a Distinguished College, 

institutions must meet five of the following seven standards established for the program: (a) 

150%-of-normal-time completion rate of 50% or higher, as calculated by the Division of Florida 

Colleges; (b) 150%-of-normal-time completion rate for Pell Grant recipients of 40% or higher, as 

calculated by the Division of Florida Colleges; (c) retention rate of 70% or higher, as calculated 
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by the Division of Florida Colleges; (d) continuing education, or transfer rate of 72% or higher 

for students graduating with an Associate of Arts degree, as reported by the Florida Education 

and Training Placement Information Program (FETPIP); (e) licensure passage rate on the 

National Council Licensure Examination for Registered Nurses (NCLEX-RN) of 90% percent or 

higher for first-time exam takers, as reported by the Board of Nursing; (f) job placement or 

continuing education rate of 88% or higher for workforce programs, as reported by FETPIP; and 

(g) average time-to-degree for students graduating with an Associate of Arts degree of 2.25 years 

or less for first-time-in-college students with accelerated college credits, as reported by the 

Southern Regional Education Board (SREB). Colleges designated as Distinguished Colleges are 

eligible for funding as specified in the General Appropriations Act.  

 In Ohio, the community college presidents, working with the OACC and the consultative 

working group, continue to revise the system’s performance-based funding model. Additional 

elements considered in the 2016-17 performance-based funding model include short-term 

certificate completion and an academic preparation access category. Other future updates to the 

model considered include removal of projected data to determine initial year fiscal allocations, 

course equivalency, weights for dual enrollment and other acceleration mechanisms to degree 

completion and program of study (Ohio Association of Community Colleges, 2013).  

  Ohio’s current performance-based funding formula only includes certificate programs 

greater than 30 credit hours. In 2016-17, the model will consider short-term certificates (less than 

1-year) that align with state workforce development priorities. Considering the open access 

mission that community colleges serve, and the additional support and resources needed to help 

students who enroll in college under-prepared academically, the funding model will weight 

academic preparation as an access category. The academic preparation access category will 
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provide additional support for student completion for colleges that help students move to college 

level coursework and beyond (Ohio Association of Community Colleges, 2013).  

 Given the complexity of Ohio’s performance-based funding model and the increasing 

difficulty in using projection data for institution appropriations across a growing number of 

performance metrics, the community college presidents are urging the removal of these data 

from the model. For 2016-17, the model will also consider accelerated paths to degrees including 

course equivalents and dual enrollment. Course equivalents will be used to support colleges in 

their development of competency-based approaches. Additional weight recognizing dual 

enrollment delivery and completion will also be applied in 2016-17. The current model considers 

dual enrollment within its course completion and credit accumulation (success points and 

completion milestones) measures and in the calculated costs for certificates, degrees and 

transfers. Moreover, in 2016-17 the model will incorporate program of study in order to identify 

success and completion rates by programs (Ohio Association of Community Colleges, 2013).  

The consultative working group that developed the performance-based funding model 

recommendation suggested examining other measures to include in the funding formula in time: 

job placement; success of transfer students in the state university system; transfer to other 

community and technical colleges in the state; additional completion milestones; and allocation 

adjustments in the formula over time. Focusing on job placement and workforce training will not 

only recognize colleges for their direct role in meeting state workforce needs, but will also allow 

for the identification of skills gaps across the state. Tracking students’ success after transferring 

to the state university system can enhance collaboration between the sectors and support the 

establishment of transfer pathways. Connecting the sectors through bridges or pathways will 
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have funding implications for both community colleges (that prepare students for transfer) and 

universities (that provide subsequent education and training).  

The consultative working group also suggested that consideration in the performance-

based funding formula be made for students who transfer between other community colleges in 

the state due to program offerings. According to the current funding formula, transferring 

between colleges affects both institutions where the student enrolled. Next steps for 

performance-based funding will also consider the addition of a 48 credit hour success point for 

students, falling between the current 36 credit hour success point and degree completion 

(typically 60 credit hours). Finally, adjustments to funding allocations, based on the addition of 

new metrics and policy objectives over time will be taken into consideration annually during 

reviews of the performance-based funding model.   

 For both states, maintaining continuity in the existing performance-based funding models 

will be paramount in order to allow for accurate comparisons in performance over time, promote 

stability and predictability in funding distribution methodologies that allow colleges to plan and 

continue to seek ways to contribute to student success. At least for the foreseeable future, 

performance-based approaches will be prominent in the public financing of community colleges 

in Florida and Ohio.  

 

Conclusions 

 Within recent years – more than any other time before – states are tying more public 

funding for higher education to student outcomes. Fueled by financial constraints, promoted by 

policy entrepreneurs like Complete College America, Lumina Foundation and the Bill and 

Melinda Gates Foundation and embraced by lawmakers seeking greater accountability and 
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transparency in higher education finance, performance-based funding programs are rapidly 

diffusing to states across the country (Hearn, 2015). Despite little research confirming the benefit 

of such programs, nearly 30 states have already adopted, and several more are transitioning to 

performance-based funding programs for community colleges (National Conference of State 

Legislatures, 2015). The study of performance-based funding programs for community colleges 

in Florida and Ohio, presented two among many different approaches applied by states to 

influence the performance of institutions by using funding as a lever to drive outcomes and 

justify the return on public investment for higher education. The study applied the principal-

agent theory to frame theories of action related to the performance-based funding programs 

administered in both states. The principal-agent theory implies that principals use rewards and 

sanctions to influence agents’ actions and both parties are assumed to seek their own interests. In 

the case of performance-based funding, states act as principals and use funds to influence 

colleges (the agents) to alter their practices to achieve outcomes that are aligned with state 

interests. In Florida, while a small portion of the base allocation for community colleges is now 

tied to performance, the performance-based funding program largely supplements the System’s 

funding approach based primarily on student enrollment and program and instructional costs. For 

community colleges in Ohio, the shift to a new performance-based funding program – influenced 

by a previous version that was widely viewed as weak – was far more pronounced, tying all state 

appropriations for community colleges to student outcomes. While different in their approach to 

performance-based funding, both states developed programs that seek to ensure that colleges are 

effectively meeting the needs of their citizenry and employers and supporting economic growth.  
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In reviewing Florida’s current performance-based funding model as the status quo, and the 

performance-based funding model employed in Ohio as a policy alternative, the study considered 

the following research questions:  

 

1. Are performance-based evaluation and funding programs perceived to generate intended 

outcomes and lead to improved performance of institutions? 

2. What are the perceived benefits and challenges of implementing performance-based 

funding programs?  

3. What unintended consequences are perceived to arise out of the implementation of 

performance-based funding programs?  

4. Based on the analysis of performance-based funding policies and programs implemented 

in other states and in Florida, what recommendations can be made to policymakers and 

higher education leaders for consideration? 

 

While it is too early to determine the effectiveness of these performance-based funding 

programs in leading to performance improvements among colleges in Florida and Ohio, 

preliminary data on course and program completion and accumulation of success points in Ohio 

reveal little connection between the program objectives and measured outcomes. Although the 

argument can be made that a disconnect could be attributed to the design of the model, its 

metrics and the use of a three-year average of data to prevent large swings that inadvertently 

benefit or disadvantage colleges, subjects interviewed also confirmed that many variables 

contribute to student success. Additionally, and more likely, as the economy in Ohio continues to 

recover and more citizens in the state enter or return to the workforce, enrollment in community 
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colleges will decline. In addition, more students will likely enroll part-time. The anticipated shift 

in enrollment will subsequently lead to lower scores for colleges across all output measures.  

The observed disconnect between student outcomes and performance-based funding 

programs, while recognized superficially in this study, is consistent with findings from 

sophisticated data analyses and research that found little to no evidence suggesting that these 

programs improve student retention and completion (Dougherty & Reddy, 2013; Rutherford & 

Rabovsky, 2014; Tandberg & Hillman, 2014). However, findings based on interviews conducted 

with college presidents in Ohio for this study conflict with earlier studies that revealed changes 

in institutional policies, programs and practices resulting from the administration of 

performance-based funding programs (Dougherty et al., 2014b; Dougherty & Reddy, 2013). 

Subjects interviewed claimed that updates in course advising, engagement and retention 

programs and registration procedures supporting student success were already being 

implemented at their institutions prior to the state’s transition to a new performance-based 

funding model. In fact, the presidents interviewed suggested that although the performance-

based funding program in Ohio presents significant challenges in fiscal planning, the model has 

very little effect in changing behaviors on college campuses. As Kevin Boys, President of 

Southern State Community College claimed, colleges are already doing everything that they can 

to support students and promote their success and completion.  

 

I’m not convinced that the current system is changing behavior [of institutions]. Because 

of proportional funding, if you think about it, all an institution really needs to do is have 

average performance to secure the state share of instruction. As long as I am performing 

at the average – if an institution comes along and starts blowing it out of the water, then 
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that is a different matter… For larger community colleges [by enrollment] in the state, 

any modest gains in completion, because of their current share of instruction, they would 

get a larger share and we won’t. As long as our performance is matching the other 

community colleges in the state, it remains static. There is no more money in the pie 

other than the two or three percent overall increase that we might get from the 

Legislature. So it’s not really an incentive-based system… It has no bearing on my 

thought processes for the kinds of things we need to do to improve the institution. I’m 

going to continue to help students move along their path to success because that is why 

we are here. It’s not to ensure our average performance against my peers. (K. Boys, 

personal communication, February 22, 2016) 

 

Based on the substantial collaboration and the collective endorsement by lawmakers, 

higher education leaders and college presidents in developing the state’s performance-based 

funding program, it is clear that this approach to state funding for community colleges will be in 

place for the foreseeable future. Future changes proposed to the model confirm that all involved 

in helping form and shape the funding policy are seeking to enhance the model by addressing 

key components like the academic preparation of students and short-term certificate programs 

that were absent from the initial version. In Florida, the update in rules and statutes formalizing 

the authority of performance-based funding policy and the addition of the Distinguished Florida 

College System Program imply that at least as long as this Governor and legislative leadership 

are in office, the state will continue to grow its investment and emphasis in rewarding 

improvements in student outcomes and institutional performance. Table 7 on the next page, 
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summarizes the key program features of both the Florida and Ohio performance-based funding 

models.  

 

Table 7 – Performance-based Funding Programs for Two-Year Colleges in 

Florida and Ohio 

Program Feature Florida Ohio 

Number of Metrics 4 11 

State Appropriation Tied to 
Performance  

$40.0 Million  
($20.0 Million from base 
appropriation) 

$456.3 Million 

Percentage of State 
Appropriation Tied to 
Performance 

4.5% 100% 

Funding Stop-Loss 

Bronze Colleges (lower third by 
performance ranking) can recoup 
funds withheld by the state 

No 

Future Model Enhancements 

During the 2016 Florida 
Legislative Session, approved 
the Distinguished Florida 
College System Fund 

Addition of short-term 
certificates component and 
academic preparation access 
category weight in model for 
2016-17 
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CHAPTER 5 

CONSTRAINTS AND POLICY RECOMMENDATIONS 

Review of Policy Constraints 

Constraints must be considered in developing policy recommendations for Florida’s 

performance-based funding program. Analysis of the current performance-based funding model 

administered in Florida, coupled with the review of an alternative model employed in Ohio, and 

the affects of both models on community colleges in those states, and consideration of the 

following policy objectives informed the proposed recommendations: 

 

1. Establish a system of evaluation and performance-based funding for Florida that 

incentivizes and rewards institutions for continued improvement in completion and 

graduation rates and holds all institutions accountable 

2. Establish a performance-based funding system for Florida that incentivizes and rewards 

institutions for continued improvement in completion and graduation rates in high-need 

workforce areas as identified by the state 

3. Establish a performance-based funding system for Florida that limits unanticipated and 

unintended challenges for institutions 

 

Policy constraints are limitations or restrictions that limit our ability to implement 

proposed policy (Stockey & Zeckhauser, 1978).  Political, technology and economic constraints 

may limit the adoption and implementation of the policy recommendations posed in this analysis. 

The current ideology maintained by the Governor and legislative leadership related to higher 

education finance in Florida centers on pushing institutions for greater accountability and 
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transparency, improving efficiencies in instructional programming and student services, moving 

students to completion and degree attainment faster and maximizing the state’s return on its 

investment in education and training that supports its citizens and the economy. The current 

performance-based funding model - and the forthcoming Distinguished Florida College System 

Fund – seeks to recognize the highest performing colleges in Florida according to defined 

metrics. While the current model evaluates and incentivizes institutions for continued 

improvement in retention, graduation and job placement rates and holds all institutions 

accountable according to those measures, it potentially harms institutions who need additional 

resources the most (to implement initiatives and programming that support student success).  

The availability and timeliness of institutional performance data presents another 

constraint. Data used to assess college performance according to the current model lags by 

several years. In addition, completion and job placement data reporting and validation by 

colleges and the FETPIP may limit the state’s ability to obtain and link data to specific training 

programs. 

 Economic constraints may also limit the feasibility of implementing the proposed policy 

recommendations. Fluctuations in state revenue, combined with growing, competing needs 

across Florida in healthcare, K-12 education, welfare, protection and transportation, limit the 

state from investing additional funding in the Florida College System. Further, limitations in 

funding may also prevent updates to technology needed to administer more timely and robust 

data collection and analysis.       
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Performance-based Funding Recommendations for Florida’s Community and State 

Colleges 

 Review and analysis of the current performance-based funding program administered in 

Florida, combined with the review of an alternative program employed in Ohio, informed the 

development of the following policy recommendations for consideration. Recent steps taken by 

state policymakers to formally codify Florida’s performance-based funding program for the 

Florida College System in statute and the state’s education code imply that the program will be 

supported, funded and evaluated over a sustained period of time. Assuming the continuation of 

the state’s performance-based funding program according to the four metrics identified in statute 

(student retention, completion and graduation, job placement rate of completers and the average 

starting salary of recent completers) the study proposes the following recommendations based on 

policy research: 

Consider workforce demand and labor market return in recognizing certificate and 

degree completion. In their analysis of the impact of Washington’s Student Achievement 

Initiative – the state’s performance-based funding program for community colleges – Hillman, 

Tandberg and Barakat (2015) discovered that the initiative had little to no effect on student 

retention and associate degree completion. While retention and associate degree completion 

remained relatively unchanged as a result of the performance-based funding program, the 

number of short-term certificates awarded increased following implementation of the policy 

reform. Although the growth in certificates may be viewed as a policy success, it is important to 

consider whether certificate completers improved their labor market outcomes. With a few 

notable exceptions in more specialized professions like welding and nursing, recent studies on 

the economic returns of certificate programs and associate’s degrees in several states generally 
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found that certificate programs yielded very little value beyond a high school diploma. The 

variation in credentials recognized as part of Florida’s performance-based funding program (two-

year degrees, apprenticeships, applied technology diplomas and vocational certificates) may lead 

some colleges to turn to shorter certificate programs as a way to improve performance outcomes. 

Given the increase in popularity of short-term certificate programs, it will be important for 

Florida policymakers and higher education leaders to link labor market outcomes with credential 

attainment. Consideration should be made to award larger financial incentives for completions in 

high-demand fields, or for programs that are more likely to have greater labor market returns. 

Each year, Florida’s Department of Economic Opportunity (DEO) issues a Regional Demand 

Occupation Lists that highlights targeted occupations throughout the state. The Regional 

Demand Occupation Lists are issued statewide and by workforce region. Florida’s workforce 

regions overlap with many of the community and state college service districts. Although the 

current performance-based funding model assesses job placement rate and average starting salary 

for program completers, it does not emphasize careers identified by the DEO as targeted or in 

highest demand. Incentivizing colleges to rapidly plan and deploy academic and workforce 

training programs that meet workforce needs will further enhance the current model and push 

colleges to execute and respond to needs in the communities they serve.  

 Engage institutions in the evaluation and enhancement of the state’s performance-based 

funding program. Principal-agent theory serves as the key lens through which policy analysts 

examine the effectiveness of performance-based funding programs. Principals, such as state 

legislators, governors and higher education leaders seek to achieve various policy goals and 

enlist agents – in this case community and state colleges – to carry out the actions necessary to 

achieve them. State policymakers often use rewards and sanctions as a way to induce colleges to 
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more vigorously pursue their policy agendas. The underlying theory of action is that these 

incentives will motivate the behaviors of college leaders and create the conditions from which 

systematic change can occur.  

The use of financial incentives to induce desired behaviors and improved performance is 

not unique to higher education. Pay-for-performance accountability systems in other public 

sector organizations like public health care providers, police departments, job training programs, 

municipal airports, public K-12 schools and social welfare programs offer lessons for the field of 

higher education (Gerrish, 2015). The New Public Management strategies employed to improve 

performance in those sectors routinely yield modest to no effects, and in some cases produce 

undesirable results (Moynihan, 2008). The consistency in findings across sectors suggests 

fundamental shortcomings inherent in pay-for performance accountability efforts. Further, while 

performance-based funding programs are politically popular, the underlying theory of action is 

not well developed and may inadvertently lead to poor results and produce unintended 

consequences for colleges.  

In designing Florida’s performance-based funding model, there was far less 

representation in the work group from academic and workforce areas than was represented in the 

consultative working group in Ohio. Based on prior experience with performance-based funding 

in Ohio, both presidents interviewed as part of the study credited the process employed in 

developing the recommendations proposed for the current model. By engaging college presidents 

and representatives from their academic and workforce areas in evaluating and enhancing the 

current model, the state will mitigate issues related to the underlying theory of action and elicit 

their support and buy-in for the performance-based approach.   
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Ensure quality in measurement and the timeliness of data used in assessing institutions. 

Research points to the essential role of measurement quality in effectively assessing the 

performance of colleges (Jha, 2013; Moynihan, Fernandez, Kim, LeRoux, Piotrowski, Wright,  

& Yang, 2011). Lack of consideration for the diversity of institutions limits performance-based 

funding programs in adequately measuring outcomes. Care should be applied to both avoid a 

one-size fits all approach that fails to consider institutional variation and limit complexity that 

prevents meaningful comparisons across institutions. Further, using data to assess colleges on 

their performance that is several years old (performance of institutions in the current model is 

based on 2012-13 performance data) detracts the relevance of measures and discourages colleges 

from moving forward with transformational change. While Bronze Colleges (the lowest 

performing colleges according to Florida’s current performance-based funding model) can secure 

their base appropriation withheld through the effective implementation of a performance 

improvement plan, those institutions will not benefit from gains in student outcomes for several 

years according to the current model’s calculation methodology.   

Additional policy recommendations that expand on related practices, address institutional 

needs, and consider emerging trends and commonly accepted principles and guidelines include:   

Recognize institutional support for students from at-risk, historically underrepresented 

and special populations and who require preparation. Unlike Ohio, Florida’s current 

performance-based funding model does not weight success by at-risk or historically 

underrepresented students or students who require special accommodations. As open-admission 

institutions and the primary access point for postsecondary education and training in the state, 

Florida colleges serve a diverse student population that presents unique needs. In Fall 2014, 

56.3% (259,735) of students enrolled in the Florida College System were non-White. 
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Additionally, Florida colleges served 11,418 disabled students and 20,053 of limited English 

proficiency. 203,701 (44.2%) students were disadvantaged economically or academically. 

Despite changes in code and practice related to enrollment in remediation or college preparatory 

courses (which made enrollment in college preparatory courses optional for many students), 

nearly a third (136,595) of all students enrolled in college and vocational preparatory coursework 

in Florida colleges (Florida College System, 2015b). The increased cost in supporting at-risk and 

historically underrepresented students and students who require special accommodations should 

be considered in assessing and recognizing institutional performance. Establish weights or 

incentives to support institutions that excel in helping these populations succeed. 

 Recognize innovation that supports student success and scale throughout the System.   

Expand the business approach to higher education finance by investing in and incentivizing 

innovation in student support and job placement. This can be accomplished either through the 

investment of public funds or the leveraging all institutions in securing grant funding from 

private organizations and foundations. While current statewide programs like the Florida College 

System Chancellor’s Best Practice Award and the Florida Sterling Council Governor’s Sterling 

Award recognize best practices employed by institutions, there is no investment or angel fund to 

pilot or scale these programs in other colleges. Further, based on observations of colleges in 

Ohio, by rewarding financial incentives to support and recognize innovation, the state may 

actually have greater influence on college behavior to drive student outcomes than through 

performance-based funding.     

Provide additional support for the lowest performing institutions. Three of the five 

lowest performing colleges in Florida, according to the performance-based funding model were 

among the lowest funded as a percentage of the System’s funding formula over the past two 
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years. Having funds withheld by the state only hurts these institutions even more. Withholding or 

reducing funding for colleges that need it the most is perhaps the greatest harm incurred by 

colleges as a result of performance-based funding. Even with well-thought plans for improving 

student success and outcomes, without the funding needed to sufficiently implement those 

program changes, struggling institutions may never be able to make the types of gains necessary 

to score high enough to be recognized by the current forms of incentive funding. Although it 

may initially seem counterintuitive, supporting the lowest performing institutions with additional 

resources through a grant or performance contract may induce more significant change that can 

be institutionalized by colleges.  

Span sectors in recognizing institutions for student success. Pathways are one way that 

states like Florida can consider in their approach to performance-based funding. Allowing 

students to create multi-year academic plans that take them through earning a credential rather 

than conventional semester-based advising and planning would allow states to hold colleges and 

universities accountable for student retention, progression and completion at an even finer level 

of scrutiny. It will also allow both colleges and universities to share in successful students 

outcomes as they start at a community college before transferring to a university. In 2013-14, 

53.7% (107,656) of students enrolled in a state university system upper division program started 

at a community college (Florida College System, 2015c). Like articulation in the state, seamless 

accountability structures between sectors will allow for better tracking of student progress and 

identify breakdowns in institutions at certain thresholds. The greatest barrier in this seamless 

approach is bridging separate data systems between the college system and the state university 

system.  
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Consider other methods in holding institutions accountable. Factors that contribute to a 

student’s choice for college include location, accessibility, affordability, program offerings, 

transferability and the success of students and graduates. Providing this information to students 

and their families not only supports them in making informed decisions about which college to 

attend, but also holds institutions accountable. The National Center for Education Statistics 

College Navigator tool offers students access to a comprehensive data set about colleges and 

universities and the ability to compare institutions across several areas. The challenge with the 

College Navigator tools is that it can be cumbersome to use, especially among first-generation 

students and their families. The Voluntary Framework of Accountability (VFA) offers an 

accountability framework for colleges to consider that addresses the diversity of students' goals 

and educational experiences. The VFA allows colleges to assess their performance and identify 

areas for improvement. Additional applications of VFA might include performance reporting by 

states that compare colleges across metrics and approachable information dashboards for 

policymakers, stakeholders and students to access and interpret. Use of a performance reporting 

tool could complement the current performance-based funding model and provide greater access 

to meaningful data.  

Ensure stability in administering the performance-based funding program, but be 

flexible. In order to evaluate the effectiveness of the performance-based funding model in 

achieving desired goals, stability and consistency in its administration and funding over time is 

essential. Meanwhile, the state should be cautious to administer a performance-based funding 

model that is too rigid and does not allow for changes. Trends in curricula development and 

credentialing in community colleges are now shifting to competencies employers need to support 

the operation and growth of their businesses and organizations, offering students options for 
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stackable credentialing, education pathways and greater flexibility through the use of on-ramps 

and off-ramps.   

Keep it simple. Despite its rather straightforward appearance, Ohio’s model of 

performance-based funding is complicated. Based on proxies and a percentage of the overall 

state appropriation for higher education, it is difficult to fully understand and for presidents and 

college administrators to explain to stakeholders. Similarly, Florida’s funding formula features 

seven different variables (direct instructional funding, academic support funding, library funding, 

student services funding, institutional support funding, physical plant operations and 

maintenance funding and district cost differential funding) that are difficult to explain and 

interpret. As observed in Ohio, and in earlier examples like Tennessee, a greater number of 

performance metrics considered does not necessarily translate to stability in funding for colleges 

(Wright & Deaton, 2012). Further, complexity in funding models limits understanding among 

stakeholders that can lead to confusion, frustration and apathy. In addition, as shared by both 

presidents in Ohio, considering the performance-based funding model and its areas of emphasis 

at a high level, opens the door for candid conversations about efforts to support student success 

at their colleges.    

  

Drive Performance Gains by Adequately Funding the Florida College System 

While the proposed policy recommendations seek to advance Florida’s performance-

based funding program for community and state colleges, transformative change supporting 

student success and productivity in the workforce cannot be realized without substantial 

investment of additional funding for these institutions. Relative to the rest of the nation, Florida’s 

public funding for its community and state colleges is staggeringly low. Florida’s appropriations 
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per FTE for community and state colleges are approximately $1,000 lower than the average state 

funding per FTE for colleges across the country. Comparison in funding for the largest colleges 

by enrollment nationally reveals similar disparities in funding.  

Since 2010, the State of Ohio increased funding for its community college system by 

20.2% ($73.8 million). Within the past year, Ohio invested an additional $16.5 million in the 

community college system. Conversely, from 2010 to 2015, Florida grew its investment in 

community colleges (General Revenue) by only 6.6% ($54.7 million). Ohio’s increased 

investment in community colleges smoothed the transition to the state’s new performance-based 

funding model. Despite the removal of a stop-loss in the model, no college lost funding. Ohio 

community colleges benefited from additional state funding even as enrollment dropped by more 

than 15.0%. Modest increases in state funding for Florida colleges, combined with erratic capital 

outlay funding, no tuition increases and drops in enrollment force colleges to make difficult 

decisions potentially hurting the quality of instruction and services to students. Increasing 

investments in Florida colleges, while holding institutions accountable and recognizing 

innovative practices will better position the System to address the state’s postsecondary 

education and workforce needs.   

As policymakers and government leaders in Florida seek greater levels of performance 

from community and state colleges, appropriate funding should be allocated. Research proves 

that the level of state funding support directly impacts the performance of public institutions – 

with increased performance associated with growth in state appropriations. As it expands its 

performance-based funding program for community and state colleges, Florida needs to ensure 

that these colleges have the funding necessary to meet growing levels of expectation for 

performance (Robst, 2001; Toutkoushian & Hillman, 2012; Zhang, 2006).   
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Implications and Future Research 

Performance-based funding approaches are popular policy strategies that are embraced by 

states and promoted by interest groups concerned about student outcomes and the public return 

on investment in colleges. Part of a renewed accountability movement in higher education, now 

nearly 30 states administer or are in the process of transitioning to a performance-based funding 

approach that ties state funding to identified metrics (National Conference of State Legislatures, 

2015). In most cases, these performance-based approaches are used to distribute some portion of 

the state’s base appropriations for colleges. The policy analysis reviewed the history of 

performance-based funding programs applied by states and examined research related to their 

administration, effectiveness and discontinuation. In addition, the study surveyed performance-

based funding programs currently employed by states. The study also considered the policy-

making process and the role that policy entrepreneurs and advocacy coalitions play in enacting 

policy. Building on extensive research of performance-based funding programs and their efficacy 

and applying the principal-agent theory, the study focused on two models: Florida as the status 

quo and Ohio as the policy alternative, comparing the processes applied in their development, 

measurements contained in each model and the funding level tied to performance according to 

those metrics. The policy analysis considered the perceptions and insights of stakeholders in 

Ohio involved in the development, implementation and evaluation of the state’s performance-

based funding model for community colleges. Those perceptions and insights, combined with 

analysis of preliminary outcomes data informed the policy recommendations proposed.      

Performance-based funding programs shift the focus of funding from inputs (student 

enrollment) to outcomes (student completion) and uses funding to influence institutional 

behavior and performance. In Ohio, despite transitioning to a model based completely on 
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performance, the application of the principal-agent theory revealed a disconnect in the intended 

influence by the state and institutional behavior. This may be attributed to both the model design 

and its implementation. The findings confirmed cautions related to program design, 

implementation and adoption by colleges offered by Hillman, Tandberg and Gross (2014) in 

their study of performance-based funding in Pennsylvania. Further research should consider 

evidence revealed in outcomes data over time to determine the effectiveness of the new 

performance-based funding model in addition to extending the sample to identify commonalities 

and differences between other models and the impact of the models on outcomes in other states.   

While principal-agent theory offers one policy lens to review and assess performance-

based funding programs, further analyses of these programs might apply the advocacy coalition 

framework to assess the political power exercised by policy entrepreneurs and the influence of 

policy diffusion in Florida and Ohio. Despite evidence revealing little to no difference in student 

outcomes resulting from the implementation of performance-based funding programs in their 

states and others, Governors in Florida and Ohio still directed the development and 

implementation of these programs in their states. Further research should explore the role that 

advocacy groups and foundations like Complete College America, Lumina Foundation, the Bill 

and Melinda Gates Foundation, National Governors Association, SREB and the National 

Conference of State Legislatures played in swaying these Governors and other states to move 

forward with performance-based funding programs in the face of findings revealing their 

ineffectiveness in achieving desired policy objectives. Moreover, further study of the diffusion of 

performance-based funding programs across states with similar political ideologies should also 

be considered.     
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 The policy analysis did not review the impacts of performance-based funding programs 

on local policies, operations, admissions protocols, instruction and sentiment among faculty and 

staff on college campuses, and the subsequent impact that these changes have on student 

outcomes. Further research should consider the effects of performance-based funding programs 

on these factors to determine the significance they play and unintended consequences they may 

have on student access, progression and completion.  

 Further research should also explore the affect of the economy on student enrollment, 

retention, progression and completion. Numerous factors outside of the control of colleges 

impact students’ ability to persist and succeed. These factors may also influence student intent. 

As the economy improves and grows in Florida, Ohio and other states, future research should 

consider employment status of students, their intent for enrolling in college and the impact on 

enrollment behavior and persistence. How will performance-based funding models assess 

institutions on outcomes for students who never intend to earn a degree or who accomplish their 

goal to secure employment or advance in the workforce prior to graduating?   

 Finally, other disruptions impacting community colleges will likely influence student 

enrollment, progression and success.  Further research should consider the affects of changes in 

curricula development and credentialing in community colleges that are now shifting to focus on 

competencies. As competency-based approaches to credentialing evolve and advance, and are 

increasingly embraced by employers, completion outcomes will likely change and need to be 

considered in relation to performance-based funding approaches employed by states.  
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APPENDIX 

 

IRB APPROVALS 

 
 

Consent Form 

Performance-based Funding Policy Interview and Observations 
 
You are invited to participate in a policy analysis focusing on the implementation of 
performance-based funding policies on community colleges in Ohio. You were selected to 
participate because your institution was assessed as either benefiting from or challenged by the 
performance-based funding model in your state. Please read this form in its entirety and ask any 
questions about the study before agreeing to participate. 
 
This study is being conducted by Scott Balog, a doctoral candidate under the supervision of Dr. 
T.K. Wetherell in the College of Education at Florida State University.  
 
Title of Research Study:  
An Analysis of Performance-based Funding Policies and Recommendations for the Florida 
College System  
 
Purpose: 
The purpose of this study is to review the effectiveness of performance-based funding models on 
the performance of community colleges and identify the unintended consequences of such 
models. The study will offer policy recommendations for higher education, government and 
policy leaders to consider in the development of a performance-based funding model in Florida.  
 
Procedures: 
As a participant in the study, you will be interviewed for a maximum duration of one hour. The 
interview protocol will focus on the impact that the performance-based funding model 
implemented in your state had on your institution and/or system. A follow-up interview with a 
maximum duration of 20 minutes may be scheduled to further explore your responses. Your 
interview will be audio recorded in order to help facilitate in note taking.  
 
Risks and Benefits of Participating in the Study: 
There are no foreseeable risks to participating in the study. While there are no foreseeable direct 
benefits to participating in this study, you may gain insight into the benefits and challenges other 
community colleges experience resulting from the implementation of performance-based funding 
models in their states.  
 
Confidentiality: 
The records of this study will be kept private and confidential to the extent permitted by law. In 
any report published, the anonymity of interview subjects will be protected. Research records 
will be stored securely and only researchers will have access to the records. The audio files will 
be stored digitally in a computer operated only by the principal researcher. All files will be 
destroyed within six months following the completion of the study. 
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Contacts and Questions: 
Please refer any questions you may have about the study to the researcher, Scott Balog. He may 
be contacted at ###-###-#### or ******************. You may also contact the researcher’s 
advisor, Dr. T.K. Wetherell at ###-###-#### or *********************.  
 
If you have any questions or concerns regarding this study and would like to talk to someone 
other than the researcher or his advisor, you are encouraged to contact the FSU Institutional 
Review Board at 2010 Levy Street, Research Building B, Suite 276, Tallahassee, FL 32306-
2742, or 850-644-8633, or by email at humansubjects@magnet.fsu.edu. 
 
You will be given a copy of this information to keep for your records. 
 
 

STATEMENT BY PERSON AGREEING TO PARTICIPATE IN THIS STUDY 
 
[ ] I have read this consent form. I freely and voluntarily choose to participate. I understand that I 
may refuse to answer any question. I understand that I may withdraw at any time. I understand 
that interviews will be recorded. I understand that some of my answers may be included as text 
in a published document, and, that, if so my name will be changed to protect confidentiality. I 
also understand that any questions I may have can be answered by calling Scott Balog. 
 
[ ] I understand that the interview will be audiotaped and all interview notes, tapes, and 
transcripts and any others documents obtained will be destroyed by December 31, 2015. 
 
 
PRINT NAME (Participant): ______________________________________________________ 
 
Participant’s Title/Role: __________________________________________________________ 
 
DATE: _____________ 
 
Participant’s SIGNATURE: _______________________________________________________ 
 
 
 
OBTAINED BY: _______________________________________________________________ 

Scott Balog 
 
SIGNATURE:__________________________________________________________________ 
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Interview Protocol Performance-based Funding Policy Interview 

Community College Institution Level 

Community College Governance  

Please review the role, governance structure and membership of your Board of Trustees. Are 
trustees appointed or elected?  

Does the local Board of Trustees make autonomous policy decisions for your institution? Or 
report to a central system board?  

Please review the role, governance structure and membership of the state’s community college 
system board.  

How is community college funding policy developed and implemented in your state?  

History and Evaluation of Performance-based Funding Programs  

Please review the history of performance-based funding programs for community colleges in 
your state. What were the policy objectives?  

How is success measured according to the performance-based funding policy? Please describe 
the outcomes of those programs for the system and your institution.  

Did the outcomes meet expectations of policy-makers? If so, how did the outcomes meet 
expectations? If not, how did the outcomes deviate from expectations?  

If the original performance-based funding program was discontinued, why was it discontinued? 
Was the original performance-based funding program successful? Why or why not?  

Why did your state reinstate/expand the performance-based funding program for community 
colleges?  

What was the primary reason that your state decided to reinstate/expand performance funding?  

What was your role in the implementation/reinstatement or expansion of the performance-based 
funding program?  

How do the results of the new performance-based funding program compare to the results 
observed from the prior program?  

Were there any studies published that assessed the effectiveness of performance-based funding 
programs in your state?  
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Implementation of Performance-based Funding Program  

What are/were the greatest challenges associated with implementing the performance-based 
funding program for community colleges?  

What are/were areas of opportunity associated with implementing the performance-based 
funding program for community colleges?  

Has your college amended any policies or procedures in response to the reinstatement/expansion 
of the state’s performance-based funding program?  

What role, if any, did your board of trustees play in the implementation of performance-based 
funding program requirements?  

What group, agency or individual explained the performance-based funding program 
requirements to you? When?  

How clear were those requirements? What questions, if any, remained after that explanation?  

Does your institution receive technical support or guidance from the state regarding its 
performance-based funding program? About what, specifically?  

How is the institution’s performance assessed according to the performance-based funding 
program?  

Is there funding at stake for institution? If so, how much? Can institutions recoup lost funding? If 
so, how?  

Who at the institution was involved in the implementation of performance-based funding 
program requirements?  

What is the general attitude on campus towards performance policy?  

Other Factors Impacting Development and Implementation of Performance-based Funding 

Program 

What factors and individuals contributed to the success/failure of the performance-based funding 
program for your institution?  

What factors and individuals contributed to the success/failure of the state’s performance-based 
funding program for the community college system?  

Did your college support or oppose the reinstatement/expansion of the performance-based 
funding program in your state?  

Did outside organizations contribute to the reinstatement/expansion of the performance-based 
funding program for community college in your state? If so, who were they and how did they 
influence the reinstatement/expansion of the program?  
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Was there any local/statewide opposition to the reinstatement/expansion of the performance- 
based funding program? Where did it come from?  

How did your community and the students you serve impact the implementation of performance- 
based funding program policy at your institution?  

How has state’s performance-based funding program impacted your college’s faculty and staff?  

Additional Questions  

Are there any questions that I did not ask that you think I should have?  

Is there anything else you would like to share with me about your institution and/or its 
implementation of the state’s performance-based funding program?  
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Interview Protocol Performance-based Funding Policy Interview 

Community College System Level 

Community College System Governance  

Please review the role, governance structure and membership of the state’s community college 
system board.  

Are community college system board members elected or appointed?  

Who appoints members to the community college system board?  

How is community college funding policy developed and implemented in your state?  

Who are the primary policy-makers involved in forming community college funding policy in 
your state?  

Do outside organizations contribute to the development of community college funding policies? 
If so, who are they and how do they influence the development of policy?  

History and Evaluation of Performance-based Funding Programs  

Please review the history of performance-based funding programs for community colleges in 
your state. What were the policy objectives?  

How is success measured according to the performance-based funding policy? Please describe 
the outcomes of those programs.  

Did the outcomes meet expectations of policy-makers? If so, how did the outcomes meet 
expectations? If not, how did the outcomes deviate from expectations?  

If the original performance-based funding program was discontinued, why was it discontinued? 
Was the original performance-based funding program successful? Why or why not?  

How do the results of the new performance-based funding program compare to the results 
observed from the prior program?  

Were there any studies published that assessed the effectiveness of performance-based funding 
programs in your state?  

Why did your state reinstate/expand the performance-based funding program for community 
colleges?  

What was the primary reason that your state decided to reinstate/expand performance funding?  

What was your role in the implementation/reinstatement or expansion of the performance-based 
funding program?  
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Implementation of Performance-based Funding Program  

What are/were the greatest challenges associated with implementing the performance-based 
funding program for community colleges?  

What are/were areas of opportunity associated with implementing the performance-based 
funding program for community colleges?  

How were requirements of the state’s performance-based funding program explained to 
colleges? When?  

How are institutions’ performance assessed according to the performance-based funding 
program?  

Is there funding at stake for institution? If so, how much? Can institutions recoup lost funding? If 
so, how?  

Other Factors Impacting Development and Implementation of Performance-based Funding 

Program 

What factors and individuals contributed to the success/failure of the state’s performance-based 
funding program for the community college system?  

Did colleges support or oppose the reinstatement/expansion of the performance-based funding 
program in your state?  

Did outside organizations contribute to the reinstatement/expansion of the performance-based 
funding program for community colleges in your state? If so, who were they and how did they 
influence the reinstatement/expansion of the program?  

Was there any local/statewide opposition to the reinstatement/expansion of the performance- 
based funding program? Where did it come from?  

Additional Questions  

Are there any questions that I did not ask that you think I should have?  

Is there anything else you would like to share with me about the state’s performance-based 
funding program? 
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