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Background
State governments provided more than $112 billion to support 
higher education institutions and programs in fiscal year 2023, 
according to data from the State Higher Education Executive Officers 
Association. Of this funding, the vast majority was appropriated 
directly to public colleges and universities. In FY22, more than 78% 
of total state funding was allocated to direct appropriations to 
higher education institutions. Specific appropriations to research, 
agriculture and medicine programs were approximately 10.1% of 
state funding and state financial aid programs comprised 8.6% of 
state funding. These state appropriations comprise roughly 18% of 
revenue at public four-year institutions and nearly half of revenue at 
public two-year institutions. 

Each state distributes funding to higher education institutions using 
unique higher education funding formulas. Even within a state, 
most states use a different funding formula for four-year and two-
year systems. In 2021, just 17 states used a similar model for funding 
these different sectors. 

Historically, most states based higher education funding on how 
many full-time equivalent  are enrolled at the institution each 
semester. These appropriations fluctuate based on the level of 

appropriations and may fluctuate yearly or based on individual 
campus needs. Over the past several decades, a growing number 
of states have sought to expand higher education funding formulas 
beyond enrollment numbers. These changes can be modifications 
to funding formulas that consider inputs, such as enrollment of low-
income or first-generation students or metrics such as number of 
degrees awarded. When outcome and completion metrics are used, 
a funding model is generally considered to be a performance-based 
funding model. 

By 2020, at least 31 states had performance-based funding 
models for higher education funding. However, in most states, 
performance-based funding accounts for a relatively small portion 
of appropriations to institutions. In 2021, just 9.4% of public higher 
education funding was allocated via performance-based funding 
nationwide. Other key factors within a formula can determine 
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Key Takeaways 
• Nearly 80% of state funding for postsecondary education 

is allocated directly to institutions via state higher 
education funding formulas. 

• States continue to modify funding formulas and explore a 
variety of strategies to support affordable postsecondary 
education options for students and families.

https://shef.sheeo.org/grapevine/?report_page=data-tables
https://shef.sheeo.org/report/?report_page=sources-and-uses-of-state-funding
https://sr.ithaka.org/wp-content/uploads/2020/12/SR-Issue-Brief-Overview-of-State-Higher-Education-Funding-Approaches-121020.pdf#page=4
https://static1.squarespace.com/static/5d9f9fae6a122515ee074363/t/61bbb8eebd907c6e6accdb51/1639692527480/ISPaper_TheLandscapeofStateFundingFormulasforPublicColleges.pdf#page=8
https://shef.sheeo.org/wp-content/uploads/2022/10/SHEEO_SHEF_FY21_PBF_Report.pdf#page=3
https://shef.sheeo.org/wp-content/uploads/2022/10/SHEEO_SHEF_FY21_PBF_Report.pdf#page=12
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institutional funding levels. For example, enrollment formulas that use FTE student counts can provide 
lower funding to institutions that serve larger groups of nontraditional students, such as adults, who are 
more likely to enroll part time.   

State Policy Action
CHANGES TO STATE FUNDING FORMULAS 

COLORADO 

Since 2014, Colorado lawmakers have approved several iterations of the state’s higher education funding 
formula. That year, the state passed legislation that created a new funding formula that included some 
performance metrics. However, under this formula, approximately 80% of state funding was still based 
on enrollment figures.  In 2019, the Colorado legislature passed SB 95 which required the Colorado 
Commission on Higher Education to convene in 2019 and every five years after that to review the state’s 
funding formula. As part of this work, in 2020, Colorado lawmakers passed HB 1366 which created a new 
higher education funding allocation model. The new model created by this legislation funds institutions 
based on three primary components. 

• Ongoing additional funding – base building funding awarded to an institution working to address 
state higher education master plan goals. 

• Temporary additional funding – funding awarded to an institution for a specified period  to address 
state master plan goals or priorities. 

• Performance funding – funding award to an institution based on changes in performance on certain 
metrics compared to other institutions. 

Performance funding metrics outlined in Colorado state statute include: resident FTE enrollment, credential 
completion rates, Pell-eligible student population, underrepresented minority student population share, 
retention rates, graduation rates, and first-generation undergraduate student population share. 

The weight and funding changes associated with the performance funding are determined each year by the 
Joint Budget Committee (comprised of six legislative members) and finalized in collaboration with higher 
education institutions. Preliminary calculations for the fiscal year 2023-24 appropriation are available 
online. The Colorado Commission on Higher Education is also required to make funding recommendations 
to the Joint Budget Committee as part of the annual budget request process. JBC analysis found that 
“Performance outcomes do not shift funding in this model very much” and noted that the uncalibrated 
formula would reduce appropriations to the community college system, largely due to low completion rates.  

TEXAS 

In 2023, Texas passed HB 8, which modifies the state formula for funding 50 community colleges to a 
primarily outcomes-based approach. The state’s previous funding formula relied on enrollment through 
contact and instructional hours provided. The legislation was a result of the work of the Commission on 
Community College Finance which was established by SB 1230 in 2021.  The commission worked with 
the Texas Association of Community Colleges and 48 member colleges to craft unanimous support for 
a funding model that includes measurable outcomes. The formula is also aligned to the state’s higher 
education strategic plan, Building a Talent Strong Texas. 

https://static1.squarespace.com/static/5d9f9fae6a122515ee074363/t/61bbb8eebd907c6e6accdb51/1639692527480/ISPaper_TheLandscapeofStateFundingFormulasforPublicColleges.pdf#page=9
https://www.leg.state.co.us/clics/clics2014a/csl.nsf/fsbillcont/07005675E98BAA1287257C83007BF534?Open&file=1319_enr.pdf
https://custom.statenet.com/public/resources.cgi?id=ID:bill:CO2019000S95&cuiq=8bf89bac-92d6-57b4-9ccd-9ea837faa2be&client_md=429938ca2ce081da84609cf5c3b0ee30&mode=current_text
https://custom.statenet.com/public/resources.cgi?id=ID:bill:CO2020000H1366&ciq=ncsl27&client_md=0fc15dd214e927ebe088210e31abc222&mode=current_text
https://leg.colorado.gov/sites/default/files/fy2023-24_hedfig_0.pdf#page=256
https://leg.colorado.gov/sites/default/files/fy2023-24_hedfig_0.pdf#page=255
https://leg.colorado.gov/sites/default/files/fy2023-24_hedfig_0.pdf#page=260
https://custom.statenet.com/public/resources.cgi?id=ID:bill:TX2023000H8&ciq=ncsl27&client_md=4ca31e726ffbadcb966202f56cfbe744&mode=current_text
https://www.highered.texas.gov/our-work/supporting-our-institutions/community-college-finance/formula-funding/
https://tacc.org/tacc/commission-community-college-finance
https://tacc.org/tacc/commission-community-college-finance
https://custom.statenet.com/public/resources.cgi?id=ID:bill:TX2021000S1230&ciq=ncsl27&client_md=d33e96893be13f83284a7758b9e97ca5&mode=current_text
https://www.highered.texas.gov/our-work/talent-strong-texas/
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The new funding formula relies on several metric outcomes including: 

• Dual enrollment completions – Funding awarded for high school students who complete at least 15 
hours of sequential college credit that meets academic or workforce program requirements. 

• Successful transfers – Funding for students who transfer to a Texas four-year university or enroll in a 
co-enrollment program.  

• Credential attainment – Funding for completion of postsecondary credentials including degrees, cer-
tificates, and workforce credentials. The legislation allows for an additional weight for credentials is-
sued in high-demand occupations. 

Along with the restructuring of the funding formula, the state appropriated a total $683 million to support 
community colleges and included provisions to hold institutions harmless to avoid budget cuts in this fiscal 
year. The Texas Higher Education Coordinating Board will oversee and can design specific metrics as part 
of the formula including weighting for economically or academically disadvantaged students and adult 
learners. 

Other Programs 
Some states are exploring postsecondary funding options that leverage new funding mechanisms or 
streams to reduce costs for students. For example, Virginia’s FastForward program (HB 66; 2016) funds 
programs using a “paying for success” model, where students pay only one-third of tuition costs upon 
registration. An additional third is covered by the state upon training completion, and the final third is paid 
by the state when a credential is earned. Most FastForward programs are between six and 12 weeks and 
are offered at all the state’s 23 community colleges in high-demand occupations. Over 32,000 certificates 
and credentials have been issued in 40 in-demand careers across the state, and the average wage gain 
from program completion is $11,626. In 2023, Montana passed HB 245 which expands the state’s Trades 
Education and Training Credit. This tax credit is available to employers paying expenses associated with 
training or education for their employees to attend training for a trades profession. The credit covers up 
to 50% of the cost of education, up to $2,000 per employee. HB 245 expands this credit to apply to more 
professions including agricultural equipment operators, construction professions, IT and computer science 
careers, and medical and dental professions. 

Additional Resources 
• NCSL Podcast: Innovative Financing 

• NCSL Postsecondary Bill Tracking Database 

This brief is made possible with support from Stand Together Trust.

https://fastforwardva.org/
https://custom.statenet.com/public/resources.cgi?id=ID:bill:VA2016000H66&cuiq=8bf89bac-92d6-57b4-9ccd-9ea837faa2be&client_md=0401c902e379e520b29833ab22e2f868&mode=current_text&archived=1
https://www.pvcc.edu/fastforward-how-it-works
https://custom.statenet.com/public/resources.cgi?id=ID:bill:MT2023000H245&ciq=ncsl27&client_md=98d589e00a690b95a74033fc7f5b4eef&mode=current_text
https://mtrevenue.gov/2023-montana-legislative-roundup-changes-to-several-montana-income-tax-credits-tax-news-you-can-use/
https://ncsl-podcasts.simplecast.com/episodes/exploring-innovative-paths-to-pay-for-college-oas-episode-202?utm_source=National%20Conference%20of%20State%20Legislatures&utm_campaign=d617033d77-Today_Jan_22&utm_medium=email&utm_term=0_-d617033d77-%5BLIST_EMAIL_ID%5D
https://www.ncsl.org/education/postsecondary-bill-tracking-database
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