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INTRODUCTION
Competency-based education is an innovative education model which focuses on ensuring that students master
content and skills. This stands in contrast to traditional education models that pass students onto new grades
or courses after they have received a certain amount of instruction regardless of mastery. However, state
funding for schools is based on the number of hours of instruction a student receives regardless of how much a
student learns during that time. These seat-time rules create potential barriers to and disincentives for
competency-based education.
What would a state funding system look like that is not based on hours of instruction? To answer this question,
the Foundation for Excellence in Education (ExcelinEd) examined funding of online and community-based
courses. These nontraditional learning experiences by their very nature run counter to the notion that students
need to be physically present with a teacher during the regular school day for a set number of hours of
instruction. As such, states funding these nontraditional learning opportunities have developed approaches that
provide important lessons for states seeking to align their funding systems with competency-based education.
ExcelinEd conducted interviews to determine how leading states are funding nontraditional learning
experiences and then hosted a workshop of national experts. This report summarizes the results of this
research and offers recommendations for states.

KEY FINDINGS
State education funding systems stem from a century-old instructional model where teachers stand in front of a
certain number of students and deliver content for a set number of hours. The money made available to
schools in a state is based on the cost of providing this specific instructional model. As such, districts get state
funds based on the hours of instruction a student receives.

Definition of “Instruction”
Online courses are exposing this antiquated notion of what “instruction” is and is not. Students and teachers
are not in the same physical location. Students are not passively watching teachers deliver content. They are
reviewing online content and taking online quizzes, while the teacher reviews progress and works individually
and with groups of students who need support.
Colorado has a seemingly restrictive requirement that “instruction” must include teacher-pupil “contact.”1
However, state program and finance leaders proactively worked together to provide clear guidance to schools
offering online courses that “instruction” includes any time in which students are under the direction of and
with real-time access to a teacher. This includes online instruction, while excluding traditional homework or
students working independently with instructional software. 2
An overly strict interpretation of “instruction” can also preclude state funding for community-placed learning
opportunities, where students learn important skills needed to succeed in college and the work place. New
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Hampshire seemingly has a restrictive requirement that “instruction” must be “under the direction of a
teacher employed by the school district.”3 However, the state worked within its existing funding system to
fund “extended learning opportunities” that take place through community partners, if a district’s teacher
decides what credit has been earned based on the student’s mastery of district-determined competencies.4
These states and others are redefining “instruction” to mean a teacher’s facilitation of student learning of
specific competencies, using a variety of delivery mechanisms and through various partners. This approach
does not require an arbitrary distinction between the time students are working directly with teachers, with
community partners, in groups or in self-directed activities. Teachers still play a central role; however, they
facilitate and validate the learning of students, supported by technology and community partners.

Defining an “Hour”
Traditionally, states fund “hours” of instruction. If a student receives 600 hours of instruction during the year,
and a full year is 900 hours, the state provides only two-thirds of the full-time equivalent of funding. States
have exacting rules about how to count time between classes, at recess or in study halls. Elementary schools
are typically allowed to use the master schedule that applies to all students. However, middle and high schools
must count the hours of instruction for every individual student.
The use of a student’s schedule to determine hours of instruction creates challenges for online courses and
community-based learning. Students may complete these experiences in more or fewer hours than in a
traditional course. Also, as explained above, learning frequently takes place outside of the school building and
not during traditional school hours.
Once again, leading states are working within the existing state funding system to accommodate these
experiences. Florida funds online courses based on the equivalent hours a course would be scheduled in a
brick-and-mortar school.5 The state has a statewide course directory which provides some assurances that the
same course offered in two different schools covers the same content and skills. 6 Similarly, Colorado allows
schools to create an “equivalent” bell schedule for a student in which an online course counts as “if the
student were taking the same or similar course offered at a brick and mortar school.” State funding is based on
this mock schedule.7

Supporting Student Acceleration
Funding based on equivalent hours means that schools can receive full funding for a student who completes an
online course, even if he or she does not receive a set number of hours of instruction. However, if a student
finishes a traditional course more quickly, states do not provide full funding for that student. Instead, a school
must offer the student instruction for the rest of the year to get a full funding amount. Yet, there are extra
costs for a student to begin new material mid-year, in terms of providing another teacher or paying for an
online course provider. So, the easiest and most affordable solution for a district is to not allow students to
accelerate during the year.8
One alternative is to allow districts to get full funding once a student masters the content and skills in a course
and then make the student eligible for more funding to take additional coursework. Idaho, for example,
provides more than $4,000 for students to take online courses beyond a full course load. 9 Similarly, New
Hampshire pays for students to take extra courses through the state’s online charter school, called VLACS. 10
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In both instances, the state is paying more for a single student; the student’s resident district gets its full
funding amount, and the online course provider also gets funding. However, the extra cost to the state is offset
by having more students graduate on time and with college credits, i.e., the state does not have pay for a fifth
year of high school and pays less for students in higher education. New Hampshire specifically considered these
savings when choosing to pay for students to take additional courses through VLACS. 11
Of note, in Idaho and New Hampshire, a student’s own district cannot get more than full-time funding for a
single student. The extra funding can only go to an online course provider. This means that a district itself has
no financial incentive to accelerate a student.

Ensuring Quality
If schools receive state funding based on student mastery instead of hours of instruction, a critical question is
how to deter schools from passing students to get the money. Several states currently use completion-based
funding for online courses. Florida funds the Florida Virtual School (FLVS) based on whether a student
successfully completes a course with a passing grade. 12 Similarly, Texas pays districts for online courses only if
students completes them.13 In Utah, 50 percent of the payment made by a student’s home district to the
district that provides an online course depends on timely and successful completion. 14
In New Hampshire, VLACS is paid based on the percentage of course assignments completed. The school holds
students to high standards, and the average student takes more than a semester to complete a semester-long
course.15 An additional advantage of this partial-completion approach is that it recognizes that some students
may not be able to complete a full, additional course during the same school year.

RECOMMENDATIONS AND NEXT STEPS
The experience of states funding online courses and community-based programs shows that it is possible to
support competency-based education without having to fundamentally alter a state’s funding system. States
can proactively provide guidance to districts and schools on how they can work within the existing funding
system.

Recommendations to States
1. Define “instruction” as a teacher’s facilitation of student learning of specific competencies, using a variety
of delivery mechanisms and through various partners.
2. Fund a course based on the equivalent hours it would normally be scheduled, with assurances that the
course is covering the same skills and content.
3. Provide additional funding if students take more than a full course load, either through their own districts
or a combination of course providers.
4. Support the establishment of state and/or district-determined competencies through which schools can
determine whether mastery is achieved and/or credit is earned.
5. Fund schools, in whole or in part, based on students achieving competencies.
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Next Steps
To encourage states to delink seat time and school funding, states likely need to understand the impact on the
state budget, factoring in its spending on both K-12 and higher education and considering the long term—not
just one fiscal year.
The experience of Florida is cautionary. Florida initially funded students to take additional courses through the
FLVS without penalizing school districts. Faced with a short-term budget squeeze, the state capped funding for
an individual student, forcing districts and FLVS to fight over a single funding amount for each student.
Enrollment in FLVS plummeted. Unlike New Hampshire, Florida did not consider the full, long-term fiscal
impact.16
Indeed, as competency-based education is implemented, additional students will likely need more time to
achieve competencies. For example, 60 percent of students in Summit Public Schools, a high-performing
network of charter schools, require a fifth year of high school to graduate. States pay for this additional year of
school through their normal funding formulas. 17 States can offset some of this extra cost by allowing students
to take additional courses during the year. Also, by funding based on competencies, states can ask schools to
adsorb some of the cost of students needing more time. In New Hampshire, even if a student takes more than a
semester to complete a course, VLACS only gets a semester’s worth of funding. 18
As such, it will help for states to undertake a fiscal impact analysis of implementing competency-based
education and delinking funding from seat time.
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