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In 2015, the Vermont Legislature instructed the Higher Education Subcommittee of the Vermont PreK-
16 Council to review outcomes/performance-based funding models for public higher education utilized
in other states and report back on recommendations for the design of a model that could be used to
allocate funding for the University of Vermont and the Vermont State Colleges. This request was
included in the appropriations bill, Section E.608 of Act 58, 2015.

The subcommittee wants to express its appreciation to HCM Strategists and the Lumina Foundation for
lending their expertise to the early phases of the subcommittee’s work.


http://legislature.vermont.gov/assets/Documents/2016/Docs/ACTS/ACT058/ACT058%20As%20Enacted.pdf
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Study of State Funding for Higher Education

Background

National data indicate that by 2020 two-thirds of all new jobs will require postsecondary education
(Lumina Foundation 2013). The Vermont Department of Labor projects that by the year 2022, Vermont
will have nearly 10,000 new job openings — due to both growth and replacing retiring workers — that
require at least a postsecondary certificate (Vermont Department of Labor 2015).

Our state’s ability to fill those jobs is important for Vermont’s future economic well-being. Even more
critical will be the state’s ability to attract the kind of employers and entrepreneurs whose innovations
will create new jobs for Vermont workers. Policymakers and stakeholders increasingly recognize that
postsecondary education and training are a big part of the strategy to do both.

To meet these employment and economic development imperatives, the state’s policymakers have set
the goal that by the year 2020 at least 60 percent of working-age Vermonters will hold a high-quality
postsecondary credential. (Compact with the State of Vermont, 2009)

Achieving the state goal will require significant increases in the percent of Vermont students who enroll
in postsecondary education. It will also require significant increases in the rate at which these students
persist, complete their studies and graduate on time. According to the U.S. Census, 45.5 percent of
Vermont adults currently have a two- or four-year postsecondary degree (Lumina Foundation 2015). It is
estimated that 60,000 Vermonters have some college but no degree (Lumina Foundation 2015). It is also
important to note, that achieving these goals will require significant financial investment by the state.

While it is tempting to consider education and training after high school solely in terms of its benefits to
the individual, the benefits to the state are equally important. The Federal Reserve of Cleveland, in a
report on state economic growth, concluded that a state’s “knowledge stocks” as measured by high
school and college degree attainment rates and the state’s stock of patents, licenses and companies
created, were the main factors explaining a state’s relative per capita income. This is particularly critical
at a time when state revenues lag behind projections.

Performance/outcomes-based funding formulas are used by states to incentivize their institutions of
higher education to increase degree attainment and reach other state goals. The conversation about
performance/outcomes-based funding comes to Vermont in the wake of the state’s disinvestment in


http://www.vermont-icolleges.org/Documents/CHEFcompact2009.pdf

higher education and in recognition of the role higher education should play in shaping the future of the
state’s economy and in expanding opportunity for more Vermonters.

A Vermont Snapshot of Postsecondary Education

In 2009, Vermont signed onto President Obama’s goal of having 60 percent of Vermonters hold a
postsecondary degree by the year 2020. With five years to go, approximately 46 percent of Vermont
adults now hold a two- or four-year degree. When the estimated number of certificates is factored in, it
is projected that about 52 percent of Vermonters have some postsecondary credential. Recent work by
education and business stakeholders has concluded that state workforce development needs demand
that this goal be increased to 70 percent by 2025.

Surely there is much work to be done, as is borne out by these statistics:

e According to VSAC research, 60 percent of Class of 2012 high school seniors enrolled in a
postsecondary education program immediately after high school, less than the national average of
66 percent and the lowest in the region.

e There are significant differences in the pursuit of postsecondary education by gender, geography
and economic status.

e According to the Vermont Agency of Education, only 35 percent of Vermont’s low-income students
enroll in a postsecondary institution whereas the regional average is nearly 47 percent.

e  First-year student retention at Vermont public institutions varies widely in accordance with
differences in students and mission—48 percent at CCV, 62 percent at Johnson State College, 65
percent at Lyndon State College, 68 percent at Vermont Technical College, 79 percent at Castleton
State College and 87 percent at the University of Vermont (VSAC 2015).

e For the high school graduating class of 2009, only 45.8 percent completed a postsecondary degree
within six years. For low-income students, only 30.7 percent completed a degree, according to the
AOE.

e The Lumina Foundation estimates that 60,000 Vermonters have taken some coursework but have
not obtained a degree.

e The Kaiser Family Foundation reports that Vermont ranks fourth in the nation in the percent of its
General Fund spent on corrections and 43™ in the nation in spending on higher education.



State Disinvestment in Higher Education

By nearly any measure, Vermont ranks near the bottom of the nation in terms of state funding for
education and training after high school. Whether calculated in terms of appropriations per education
full-time equivalent or FTE (Vermont ranks 49™), or in terms of state fiscal support per $1,000 of state
personal income (45”‘), Vermont has not made the same investment in access to higher education and in
its public institutions of higher education that has been made by nearly every other state.
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Vermont’s disinvestment in higher education has been the cumulative result of many annual budgetary
decisions. One common way to understand a state’s investment in a program relative to a state’s size
and capacity is to look at expenditures relative to $1,000 of personal income. This reflects the state’s
investments relative to its potential capacity to invest and accounts for differences in both the size and
the economic capacity of the state. In 1980, Vermont spent $7.78 per $1,000 of personal income in
support of higher education. By 2013, this had fallen to $3.38 per $1,000 of personal income. Vermont
now invests 49 percent less as share of personal income than the average share invested by the 10
smallest states in the nation.



Another way to understand this disinvestment is to look at funding for higher education relative to
investments Vermont has made in other General Fund programs and services. In 1980, Vermont spent
11.8 percent ($26.5 million) of its $225.4 million General Fund expenditures on higher education. In
2014, Vermont spent 6 percent ($82.9 million) on higher education of its General Fund expenditures of
$1.37 billion. State funding for higher education grew only at roughly 42 percent of the rate the General
Fund grew over that same period. Over the same time period from 1980 to the present, the enrollment of
Vermont students in public higher education in Vermont has increased by over 3,000 students.

Simply put, if funding for higher education had done nothing more than grow at the rate of the General
Fund, higher education now would be receiving an annual appropriation of $161.5 million. This in turn
would have resulted in lower tuition at our public institutions, expanded and higher-quality programs,
larger grants, increased education opportunity for all Vermonters, not to mention lower student debt.

As a direct result of this public policy, tuition for Vermonters attending the state’s public institutions is
artificially high compared with states whose higher education funding is more the norm. One
consequence of these funding decisions has been increased student and parent debt. In FY10, a
Vermont family receiving a VSAC grant (typically lower-income families) borrowed $34,715 in student
and parent loans to obtain a four-year degree at one of the Vermont State Colleges, $30,273 at UVM,
and $46,367 to obtain a degree from one of Vermont’s private institutions

Additionally, these funding decisions likely contribute to Vermont’s lower-than-average rates at which
Vermont high school students continue on to college, as well as the rate at which they complete their
degrees We also note that high tuition rates at public institutions of higher education are having a
negative impact on the college-going rate of economically disadvantaged Vermonters. Vermont ranks 11
percent below its regional neighbors in the numbers of these Vermonters going to college.

%k %k %

Subcommittee’s Responsibility

For FY 2016, lawmakers again level-funded spending on higher education, but asked for additional
research and recommendations on performance/outcomes--based funding for higher education , in part
to align existing appropriations with the state priority of increasing the number of Vermonters who
obtain high-quality certificates, associate’s, bachelor’s, graduate and professional degrees.

Under Section E.608 of Act 58, members of the PreK-16 Council’s Higher Education Subcommittee were

charged with developing “a proposal by which a portion of state funding for the Vermont State Colleges
and the University of Vermont would be allocated based upon nationally recognized and established
performance measures” that shall include:


http://legislature.vermont.gov/assets/Documents/2016/Docs/ACTS/ACT058/ACT058%20As%20Enacted.pdf

e Retention and four-year graduation rates

e Number of both graduate and undergraduate degrees awarded

e Actual cost of instruction

e Cost of attendance after all non-loan financial aid

e Average amount of financial aid awarded

e Average debt upon graduation for Vermont students

e Number of first-generation and socioeconomically disadvantaged students earning a degree from
each institution

e The number of students enrolled in and completing programs identified as important to Vermont's
economy pursuant to 16 V.S.A. § 2888(b) (Vermont Strong Loan Forgiveness Program)

The group was directed to meet no more than three times and present a “results-based funding

proposal with any legislative changes necessary to implement the proposal” to the Governor and the
General Assembly on or before December 15, 2015. The three subcommittee meetings were held July

16, Oct. 29 and Nov. 30.

The first meeting included presentations by UVM and the VSC on data related to the non-exclusive list of
outcome/performance measures described in the Act.

Additionally, testimony was taken from Martha Snyder, a senior associate at HCM Strategists, who
briefed the committee on outcomes/performance-based funding models that have been employed by
other states, best practices and lessons learned from models that have not achieved desired results and
or which have not been sustained.

The second meeting allowed members of the group to present and discuss outcome measures they
believed should be included as part of a performance-based funding model. The Vermont State Colleges
also presented a proposed outcomes-based funding model.

The third meeting consisted of final deliberations and consensus on recommendations to the Governor
and the General Assembly.

(Links to all presentations are listed in the Report Appendix.)

Some information contained in this report is based on findings from the Act 148 Interim Study of Higher

Education Funding of 2014 and submitted to the Legislature last year.



http://pluto.ccv.vsc.edu/prek16/Materials/Act%20148%20%282014%29%20Interim%20Study%20of%20Higher%20Education%20Funding%20FINAL%20Jan.%2022%202014.pdf
http://pluto.ccv.vsc.edu/prek16/Materials/Act%20148%20%282014%29%20Interim%20Study%20of%20Higher%20Education%20Funding%20FINAL%20Jan.%2022%202014.pdf

What is Outcomes/Performance-Based Funding?

The fiscal environment facing Vermont — like so many other states — has policymakers considering how
to best fund higher education. Historically, states typically have focused appropriations on enrollment
and college access. In recent years, policymakers have given greater attention to the need to improve
student retention, reduce drop-out/stop-out rates and improve on-time degree completion graduation
rates, particularly for first-generation, low-income students. Nationally, only 55 percent of students
who begin their education at a four-year college complete their degree within six years (National
Student Clearinghouse 2015).

According to Inside Higher Ed, at least 35 states are rethinking their funding models to link support for

public colleges to student completion rates, degrees completed and other performance measures that
will improve both college access and college completion.

That’s where outcome/performance-based funding may be relevant. This formula uses metrics to
measure progress on key goals and objectives. Since 1979, states have tried to incorporate — with
varying degrees of success — measures that rely on performance to allocate how higher education
funding will be distributed. In recent years, performance-based funding has regained popularity and a
comprehensive article from the Center for American Progress details the genesis of performance-based

funding and critical elements of well-designed plans being utilized by six states.

Likewise, the Lumina Foundation has released the first four of 13 papers it will publish on performance-
based funding in higher education.

Its reasoning: “Numerous independent research studies have found evidence that funding models with
financial incentives for colleges and universities to help students complete their programs of study result
in better pathways and supports for students. The need for finance systems oriented around improving
student outcomes is urgent, especially for ensuring more equitable outcomes for students from all racial
and ethnic backgrounds.”

Principles of Successful Models

Testimony provided to the subcommittee identified a series of design principles for outcomes-based
funding formulas:

1. Begin with a state goal and clear policy priorities.

Performance/outcomes-based funding models must be organized around simple, clearly stated and
measurable state goals. These goals must be both understood by the institutions of higher education
and be achievable through actions or changes of behavior on the part of the institutions.


https://www.insidehighered.com/quicktakes/2015/11/04/new-lumina-papers-performance-based-funding?utm_source=Inside+Higher+Ed&utm_campaign=413ea4fde2-DNU20151103&utm_medium=email&utm_term=0_1fcbc04421-413ea4fde2-197416097%20-%20.Vjo77YMWQiw.mailto
https://www.americanprogress.org/issues/higher-education/report/2012/08/07/12036/performance-based-funding-of-higher-education/

2. Use asimple approach that accounts for institutional differences and that includes only
measurable metrics.

Institutions of higher education are called upon and expected to serve diverse populations and fulfill
different missions. Metrics should be clearly aligned with state goals and applied to institutions in a way
that is aligned with their missions. Categories (i.e., number of degrees granted, graduation rates, etc.)
may be applied across all types of institutions but their weights should be varied to reflect the role and
mission of the institutional type. For example, graduation rates, number of certificates granted and
number of research grants should not be weighted the same for two-year institutions and research
universities.

3. Incent the success of first-generation and low-income students.

Special attention should be given to incent efforts to improve the success of underrepresented students.
Typically this means providing incentives for enrolling these students, retaining these students and for
on-time certificate or degree completion.

4. Elicit stakeholder Input.

Higher education is one of Vermont’s most vital economic sectors and is critical to the state’s economy.
It is one of the largest employers—XXX faculty and staff are employed at Vermont institutions of higher
education — and also successfully attracts tuition and fees from nearly 21,000 out-of-state students each
year. In 2013, 37,309 students were enrolled at Vermont public and private colleges and universities.
Higher education institutions are important regional employers, and meet significant state and local
workforce development, research, technology and knowledge-transfer needs. Successful development
and implementation of effective performance/outcomes-based funding models generally requires broad
and thorough participation and buy-in from employers and other related stakeholders.

5. Money needs to be meaningful.

The goal of a performance/outcomes-based funding model is to align funding for higher education with
state priorities and incent changes in institutional policies, practices and behaviors to better achieve
these goals. In order for these incentives to be effective, the funding, whether it be allocation of existing
funding, allocation of new funding or the provision of supplemental or bonus funding, must be
predictable, guaranteed and large enough to have a meaningful impact at the institutional level.

6. Plan to evaluate.

The goal of performance/outcomes-based funding models is to incent policies and practices aligned with
state policies and outcomes. Performance metrics need to be clear, simple, measurable and easy to
communicate. Baseline data needs to be developed to measure the gap, if any, between current and
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desired outcomes. A system must be put in place that allows collection of annual performance and
outcome data as well as system-level review of the impact of the performance funding model on
achieving state goals. Successful performance funding models evolve collaboratively over time in
response to experience and changing state priorities.

Current Funding and Objectives

For the past several years, the Vermont Legislature essentially has level-funded spending for higher
education. In FY16:

e 524.3 million was appropriated for the Vermont State Colleges. Historically, this appropriation is
divided evenly between the five colleges at $4.87 million each. Twenty percent of the VSC annual
appropriation goes to financial aid for Vermont students.

e $42.5 million was appropriated for the University of Vermont. Historically, $21 million is directed as
financial aid to Vermont students; and approximately $20M is split evenly between the Medical
School and Agriculture and Extension in support of UVM’s land grant mission.

o Performance-based funding represents a commitment from public institutions of higher education
to redouble their efforts to achieve state objectives and meet state needs. For this to be successful,
however, this funding model requires a concomitant commitment by the state of Vermont to
increase funding to levels reflecting state social, economic and workforce needs. As previously
discussed, the Act 148 committee recommended, and we endorse, a proposal to increase higher
education funding by the prior year rate of increase of the General Fund plus 1 percent.

State disinvestment in public higher education has created barriers to degree completion for more and
more Vermonters by driving up tuition costs. In addition to an infusion of much-needed new state
funding, an outcomes/performance-based funding formula could allow the state to focus a portion of its
existing appropriation in a manner that incentivizes institutions of higher education to meet state goals.

Recommendations

1. Create a performance/outcomes-based model that drives institutional and student behavior to
better achieve the state’s economic and workforce development goals, including:

a) Awarding of more degrees to Vermonters with a special emphasis on:

i. Number of degrees completed by Pell-eligible/low-income/ALANA Vermont
students;
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b) On-time graduation as defined by earning a two-year degree in two years and a four-
year degree in four years;

c) Improved retention, persistence and graduation rates;

d) Increasing the number of STEM degrees earned by Vermonters.

2. Weighting of goals should reflect institutional focus and mission, such as certificate credentials
and academic research.

Vermont is fortunate to have public institutions that represent a range of missions and which serve
differing populations. For example, the Community College of Vermont, serves both traditional and
nontraditional students, provides certificates, degrees and serves as a gateway institution for students
seeking to obtain credit prior to transferring to a four-year institution. The University of Vermont is a
Land Grant institution, provides undergraduate and graduate education as well as conducting research
and development activities. The weighting and application of outcomes/performance goals should
reflect state goals and each institution’s mission and focus.

3. Funds should continue to be allocated to UVM and VSC (as a system) to preserve flexibility.

Higher education funding in Vermont is directed to UVM and the Vermont State Colleges, which in turn
allocate funding to achieve institutional goals and obligations. For example, the University of Vermont
chooses to direct half of its funding to the Land Grant mission of medical education and
agriculture/extension. The Vermont State Colleges chooses to allocate its appropriation equally among
its five colleges and universities.

Outcomes-based funding models are designed to efficiently achieve state goals by incenting institutions
of higher education to focus their resources on achieving state goals. A review of
performance/outcomes-based proposals under consideration in other states revealed a trend toward
allocating resources at the institutional level. This raises questions about the predictability of funding:
how an institution that loses funding in a given year as a result of a decline in outcomes will respond,
how an institution that gains funding will utilize those resources, and what the loss of flexibility at a
systems level will mean for an ability to respond to unforeseen circumstances. Such unevenness in
projected funding inhibits strategic short- and long-range planning and impairs efforts to create systemic
efficiencies and reforms.

New Sense of Urgency

The economic need for expanded postsecondary access and completion has provided a sense of urgency
to new action on outcomes/performance funding policies, which tie a portion of state appropriations to
metrics that gauge postsecondary institutional and student performance on various indicators aligned

with state economic and workforce needs.
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We believe such a model in Vermont has the potential for great benefit to students, our public
postsecondary institutions and to the state as a whole.

We also see that in 30-plus years of implementing differing models with varying degrees of success
across the country, Vermont’s efforts will benefit from a thoughtful, pragmatic and nuanced approach
that is right-sized for our rural state and its unique geographic, gender and economic challenges.

While we have agreement regarding the four goals stated above, in a larger sense, this puts the cart
before the horse. A successful Vermont performance/outcomes-based funding and metrics model needs
greater clarity regarding important questions about which the committee was unable to achieve
consensus.

Areas for Further Discussion

Key questions that need to be addressed prior to successful implementation of a performance-based
funding and metrics model include:

1. What are the education, training, research and workforce goals to be achieved by performance-
based funding?

Performance/outcomes-based metrics and funding models must be tied to state goals. While there is
general agreement within the committee regarding the importance of increasing the number of
Vermont students obtaining meaningful postsecondary credentials on time, more work should be done
to define goals related to workforce development, research, technology and knowledge-transfer and
their importance relative to access and degree attainment.

2. What is the source of funding?

Successful performance/outcomes-based funding models require sufficient resources to incent and
reward desired behaviors and outcomes. Several models have emerged around the nation. Some
models allocate the majority of their funding using a performance-based model while other states
allocate a smaller portion of their funding using the model. Some states have chosen to design and
implement performance-based funding using only new money and others have developed bonus
funding to reward institutions that achieve performance/outcomes goals.

This question is particularly challenging to resolve in Vermont where our public institutions are already
inadequately supported and higher education funding is below nearly all other states.

The committee discussed two alternative approaches—using a portion of current base funding and
utilizing new money. While acknowledging the merits and weaknesses of both proposals, no consensus
was reached regarding which approach best met Vermont’s needs.
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Conclusion

Vermont’s investigation of the feasibility of outcomes/performance-based funding follows a national
trend of instituting policies that will garner increased access and success for both students and
postsecondary institutions. As has been discussed in this report, the concept of performance-based
funding has over a 30-year track record with varying degrees of accomplishment. Yet it is clear that
there is need for funding models that will produce better outcomes. Current funding models are not
designed to incent student and institutional success. This is particularly true for nontraditional students
and low-income/first-generation students.

In Vermont, an aging population and shrinking workforce make this a matter for urgent attention. The
Legislature is to be commended for making this conversation a priority. Vermont’s future success
depends on well-educated workforce and a healthy economy that supports 21* Century careers.

While the Higher Education Subcommittee reached consensus on several overarching goals, participants
did not reach consensus regarding all of the goals regarded as important by individual members of the
subcommittee. These issues—particularly those outlined in this report as areas for further discussion—
will need to be resolved if an outcomes/performance-based funding model is to be adopted.
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Appendix
Sec. E.608 of Act 58 (2015)

STATE FUNDING FOR HIGHER EDUCATION; STUDY AND
PROPOSAL; PREKINDERGARTEN-16 COUNCIL

(a) The Secretary of Administration and those members of the Prekindergarten—16 Council identified in
16 V.S.A. § 2905(d) who, with the Secretary, are charged with performing duties relating to the Higher
Education No. 58 Page 237 of 247 2015

Endowment Trust Fund shall develop a proposal by which a portion of State funding for the Vermont
State Colleges and the University of Vermont would be allocated based upon nationally recognized and
established performance measures, including:

(1) retention and four-year graduation rates;

(2) number of both graduate and undergraduate degrees awarded;
(3) actual cost of instruction;

(4) cost of attendance after all non-loan financial aid;

(5) average amount of financial aid awarded; and

(6) average debt upon graduation for Vermont students.

(b) In addition to the nationally recognized and established results-based performance measures, the
Council’s proposal shall consider the following:

(1) the number of first generation and socioeconomically disadvantaged students earning a
degree from each institution; and

(2) the number of students enrolled in and completing programs identified as important to
Vermont’s economy pursuant to 16 V.S.A. § 2888(b) (Vermont Strong Loan Forgiveness
Program).

(c) The individuals identified in subsection (a) of this section shall meet no more than three times. On or

before December 15, 2015, they shall present an (sic) results based funding proposal to the Governor
and General Assembly together with any legislative changes necessary to implement the proposal.
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Members of the Higher Education Subcommittee to the
PreKindergarden-16 Council

Chairman: Scott Giles, President and CEO, Vermont Student Assistance Corp.
Sen. Brian Campion, D-Bennington, member of Senate Committee on Education

Rep. Kevin Christie, D-Windsor 4-2, ranking member of House Committee on
Education

Justin Johnson, Secretary of Administration

Jeb Spaulding, Chancellor, Vermont State Colleges

Susan Stitely, President, Association of Vermont Independent Colleges
Tom Sullivan, President, University of Vermont

Lisa Ventriss, President, Vermont Business Roundtable
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