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Introduction

In 2007, Pioneer Institute offered
groundbreaking, first-in-the-nation research
on the expansion of educational opportunities
for low-income students via tax benefits.! That
report outlined and assessed education tax credit
programs in Florida, Minnesota, and Arizona.
Building on that research, this policy brief
reviews the new tax credit program in Rhode
Island which facilitates the transfer of students
from public to private schools with the assistance
of corporate-funded tuition scholarships.

While fewer than 35,000 non-special education
students nationwide receive publicly funded
vouchers,> more than 100,000 students across
six states attend private schools as a result of
tax credits to corporations and individuals in
exchange for donations to scholarship- granting
organizations.’ Continuing to address the paucity
of existing knowledge, public understanding,
and research on tax credits, this Pioneer policy
brief provides an overview of the Rhode Island
tax credit program and distills practical lessons
for advocates who are interested in introducing
similar programs in Massachusetts.

The first part of this brief presents a detailed
description of Rhode Island’s Corporate
Scholarship Tax Credit (CSTC) program,
summarizing the key institutional features of the
program. The second part of the brief extracts
lessons learned from Rhode Island’s tax credit
program and assesses the possibility of the
adoption of a similar tax credit funded scholarship
program in Massachusetts.

The Rhode Island Tax Credit Plan
Legislative and Political Landscape

The Corporate Scholarship Tax Credit (CSTC)
program, first introduced by Rhode Island’s
General Assembly (GA) in 2005,* was passed
with bipartisan support by the GA in 2006 under
Republican Governor Donald Carcieri.®> The
CSTC program was established as an amendment

'

to Title 44 of the Rhode Island General Laws
under chapter 44-62, entitled “Tax Credits for
Contributions to Scholarship Organizations,”
and went into effect on January 1, 2007. During
the first year of the CSTC program, the tax
credit was available only to C-Corporations.®
Program eligibility was subsequently extended
to S-Corporations, Limited Liability Partnerships
(LLPs), and Limited Liability Corporations
(LLCs) in the 2008 state budget.’

Recent legislative activity illustrates the extent
of gubernatorial support for the CSTC program.
A March 2009 proposal by Governor Carcieri
would have eliminated all but four of the tax
credits which Rhode Islanders could use to
reduce their personal income tax liability. Among
the tax credits that would have been affected by
the proposal was the CSTC program, as owners
of businesses organized as S-Corporations
pay personal rather than corporate income tax.
However, following an email campaign by the
lobbying firm for the Rhode Island Scholarship
Alliance (RISA), Governor Carcieri’s office
assured supporters of the CSTC program that
the tax overhaul proposal affecting donations
made by S-Corporations was inadvertent and
would not be affected.® More recently, a February
2010 proposal by Governor Carcieri called on
Rhode Island’s General Assembly to double
the size of the CSTC in the 2011 state budget.
The proposal would have increased the cap on
corporate donations to the CSTC program from
$1 million to $2 million in the state’s fiscal year
2011 budget.’ Despite the governor’s proposal,
the budget adopted by Rhode Island’s General
Assembly maintained the $1 million cap on tax
credits.'

The political environment among voters in Rhode
Island also appears to favor the continuation (and
possible expansion) of the CSTC program. In a
January 2009 survey of 1,200 likely Rhode Island
voters conducted by the Friedman Foundation for
Educational Choice,'" a majority of voters — 53
percent — said that they supported the CSTC."
There also appears to be little variation in support



of the CSTC program by either political affiliation
or household income. Among registered Rhode
Island voters who participated in the survey, 51
percent of Democrats, 53 percent of Republicans
and 54 percent of Independent voters favored
the CSTC program. While little variation exists
across income groups in their support for the
CSTC program (see Table 1 below), popular
support exists for expanding eligibility to all
families. In particular, 57 percent of respondents
believed that tax-credit scholarships should be
made available to all families irrespective of
income and special needs status.

Evidence also suggests that a candidate’s support
for the CSTC program will likely have little
impact on voter preferences. Of those voters
surveyed, 47 percent said that whether a candidate
for Governor, State Senator or Representative
supports tax-credit scholarships will make
no difference whatsoever in the selection of
candidates. If anything, support for the CSTC
program is more likely to reward than penalize
a candidate in Rhode Island. Among survey
respondents, 29 percent said they would be more
likely to vote for a candidate in support of the
CSTC program as compared to 16 percent who
would be /ess likely to vote for such a candidate.

In sum, the legislative and political environment
in Rhode Island appears to provide supportive
ground for the continuation and potential
expansion of tax-credit scholarships for students
to attend private schools.

Program Design

Asdescribedunderchapter44-62 ofRhodelIsland’s
General Laws, the purpose of the CSTC program
is to “enhance the educational opportunities
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available to all students in this state” by allowing
a business entity a tax credit for contributions
to a qualified scholarship organization."* The
following section describes the organizations
qualified to administer scholarship funds and the
eligibility requirements for families to receive
scholarships and for corporations to donate to
qualified scholarship organizations.

Scholarship Granting Organizations (SGOs)

A scholarship granting organization (SGO) is a
charitable organization established to administer
tuition assistance grants to eligible students.'*
An SGO must allocate at least 90 percent of its
annual revenue through a scholarship program
for tuition assistance grants to eligible students
to support their attendance at a qualified school.'
A scholarship program must provide for an
application and review process in order to make
the tuition assistance grants available to eligible
students. The awarding of scholarships must
not be limited to students attending one school.
Consequently, an SGO must represent at least
two private schools in the distribution of tuition
assistance grants. By December 31 of each year,
an SGO must certify to Rhode Island’s Division
of Taxation that the organization is eligible to
participate in the CSTC program.'®

Rhode Island Scholarship Alliance (RISA)

The Rhode Island Scholarship Alliance (RISA),
established in December 2006, is an alliance
of school choice advocates and SGOs. RISA
is the administrative and advocacy arm of the
CSTC program, and assists SGOs and schools
in meeting the state reporting requirements
which accompany the program. RISA promotes
expanding  educational  opportunities  for

Table 1: Support for CSTC, by Family Income

Under |$25,000 - [$50,000 - [ $75,000 - | Over
$25,000 | $49,999 | $74,999 | $150,000 | $150,000
(n=108) | (n=240) | (n=385) | (n=276) | (n=191)
Familiar with CSTC | 45% 48% 43% 44% 46%
Favor CSTC 54% 55% 52% 52% 53%

Source: The Friedman Foundation for Educational Choice
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economically disadvantaged students in Rhode
Island via the CSTC program.'” In May 2007,
RISA wasrecognized by the Rhode Island General
Assembly for its work in expanding educational
opportunities for disadvantaged youth in Rhode
Island.'®

Family Eligibility for Tuition Assistance

Any Rhode Island family with annual household
income' of 250 percent or less of the federal
poverty level is eligible to apply for tuition
assistance for private school attendance.”
Based on these criteria, approximately 52,000
Rhode Island families — nearly half the families
in Rhode Island with school-age children — are
eligible to receive tuition assistance through
the CSTC program.”! To be eligible, students
must attend school on a full-time basis and be in
grades K-12.%2 Families can apply for a tuition
scholarship either through RISA or through one
of the qualified SGOs.

Business Eligibility for Tax Credit

Any business entity eligible to do business in the
state of Rhode Island may receive a tax credit for
contributions made to an SGO.”? The maximum
dollar value of tax credits available under the
CSTC program is $1,000,000 in a fiscal year.
The business entity must submit its tax credit
application to Rhode Island’s Division of Taxation
by the end of the fiscal year (June 30), and will
receive determination of approval for the CSTC

within 30 days of submission. Given the annual
cap on the CSTC, approvals for tax credits are
made by the Division of Taxation on a first-come
first-served basis. The maximum credit allowable
for a business entity in any tax year is $100,000.
Business entities whose tax credit application has
been approved can make either a one or two-year
donation commitment to one or more approved
SGOs.*

For approved business entities choosing to make
a one-year commitment, the donation must be
made within 120 days of approval. For those
business entities with a two-year commitment,
the first year’s donation must be made to the
approved SGO within 120 days of approval by
the Division of Taxation, and the second year’s
donation must be provided to the SGO by the
same calendar date in the subsequent year.

According to §44-62-4 of Rhode Island’s General
Laws (“Calculation of tax credit and issuance of
tax credit certificate™), the tax credit received for
a one-year contribution is computed at 75 percent
of the total voluntary cash contribution made by
the business entity. For a two-year contribution,
the tax credit received each year is computed at
90 percent of the annual amount of the voluntary
contribution (see Table 2 for an example). Should
the amount of a business entity’s contribution in
the second year (of a two-year commitment) be
less than the amount of the contribution made in
the first year (but at least 80 percent of the first

Table 2: Calculation of Tax Credit for Business Entity

Commitment | Tax Annual Taxable
Period Credit | Donation | Income
(%) to SGO

Income Tax | Tax [Income Tax | Net Cost
Liability Credit Liability | of Annual
(Pre-Credit) [ ($) (Post- Donation

Credit) to SGO

1-Year 75% | $100,000 [ $5,000,000 | $450,000 | $75,000 [ $375,000 | $25,000

2-Year 90% | $100,000 [ $5,000,000 | $450,000 | $90,000 [ $360,000 | $10,000

Notes. Tax credit calculation schedule for a C-Corporation subject to Rhode Island Business Corporation Tax (form RI-1120C).
C-Corporations are subject to a 9 percent income tax on adjusted taxable income. Income Tax Liability (pre-credit) is calculated as
9% of Taxable Income. The Tax Credit ($) is calculated as the product of the Tux Credit (%) and Annual Donation to SGO. Income
Tax Liability (post-credit) is calculated as Income Tax Liability (pre-credit) minus the Tax Credit ($). The Net Cost of Annual
Donation to SGO represents the post-credit cost to the business of their annual donation to the CSTC program, and is calculated as

the Annual Donation to SGO minus the Tax Credit ($).
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year’s contribution), the business entity receives
a credit for both the first and second year equal
to 90 percent of each year’s contribution. If,
however, the amount of the contribution made
in the second year is less than 80 percent of the
contribution made in the first year of a two-year
commitment, the business entity receives a credit
for both the first and second year equal to 75
percent of each year’s contribution.”

Program Impact

Businesses in Rhode Island have donated more
than $4 million to fund tuition scholarships since
the CSTC program took effect on January 1, 2007
(see Table 3). The proceeding section details
the impact of the CSTC program by exploring
the distribution of donations to and the amount
of scholarships funded by qualified SGOs, the
criteria by which SGOs award scholarship funds,
the extent of corporate participation in the CSTC
program, and anecdotal accounts of the impact of
scholarships on families in Rhode Island.*

Donations & Scholarships

Qualified SGOs have funded tuition scholarships
to eligible families since the 2006-07 school
year.”” Table 3 summarizes the total donations
received by qualified SGOs and the dollar value
of scholarships granted under the CSTC program.
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In each of the three full academic years (2007-08
through 2009-10) in which the CSTC program has
been in place, more than $1 million in donations
have been made to fund tuition scholarships.

Annual donations have been distributed to families
via tuition scholarships by a few qualified SGOs.
In the second half of the 2006-07 academic year,
The Foundation of Rhode Island Day Schools
(“The Foundation”), representing two private
Jewish day schools, was the first SGO to receive
and fund scholarships. During the 2007-08 and
2008-09 academic years, The Foundation was
joined by F.A.C.E. of Rhode Island (Financial
Aid for Children’s Education), the Rhode
Island Christian School Scholarships Alliance
(RICSSA) and Scholarships to Economically
Poor Students (STEPS) in the receipt of
donations and funding of tuition scholarships.?®
For the 2009-10 academic year, The Foundation,
F.A.C.E. of Rhode Island and STEPS were active
in funding tuition scholarships (See Figures 1-3
for more detail by SGO).

Table 3: CSTC Program Donations & Scholarships

Academic Year

2006-07 | 2007-08 2008-09 2009-10
Donations Received by SGOs | $179,985 [ $1,161,586 | $1,553,206 | $1,156,792
Tuition Scholarships Granted | $179,985 | $1,093,065 | $1,531,731 | $1,148,493
Unused Donations $0 $68,521.00 | $21,475.01 | $8,299.00
Participating SGOs 1 4 4 3
# of Schools with Scholarship 2 59 59 51
Recipients
# of Scholarship Recipients 71 272 336 511
Average Scholarship $2,535.00 | $4,018.62 | $4,558.72 | $2,247.54

Notes. Author’s calculations from data from “SGO Summary Information on Scholarships Distributed” (source:

http://www.tax.state.ri.us/Credits/, retrieved on July 28, 2010). For the 2006-07 academic year, data are for the

second half of the school year.
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Figure 1: Total Value of Donations and Scholarships, by SGO and Academic Year

Notes. Author’s calculations
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SGO Tuition Scholarship Criteria Business Participation

We previously described the characteristics of The extent of business donations to qualified
families eligible to receive tuition scholarship SGOs indicates enthusiastic support for the CSTC
assistance for private school attendance (see program. The program has reached the $1 million
Family Eligibility for Tuition Assistance). In cap on tax credits in each of the five fiscal years
addition to these criteria, each SGO determines since the program was enacted (fiscal year ending
how to distribute the donations it receives. June of 2007, 2008, 2009, 2010, and 2011).
Table 4 summarizes the criteria each SGO that Evidence suggests that businesses are applying
has funded tuition scholarship has used to make for the tax credit early in the fiscal year (beginning
scholarships decisions.?’ July 1). According to a September 2007 RISA

Table 4: Criteria for Scholarship Determination, by SGO

SGO Schools Represented Criteria for Scholarship Award
The Foundation Jewish day schools Scholarships are evenly divided among
eligible students. When the amount
of scholarship funds exceeds what an
individual family should receive based
on the school’s scholarships formula,
the excess funds are disbursed among
remaining eligible students in the school.
When the additional funds disbursed at
the school level exceed the financial needs
of eligible students, the balance of funds
is disbursed among remaining eligible
students in the other school represented
by The Foundation.

F.A.C.E. Catholic elementary and secondary schools | Scholarships are given to students based
on their ranked order of financial need.
Prior award recipients could receive
renewed scholarship awards based on
demonstrated financial need.

STEPS Nondenominational private girls school | Scholarships are given to eligible students
(grades 5-8); independent LaSallian boys with the best academic potential.
school (grades 5-8); independent co-ed
school (grades 3-8); special needs school
(grades K-8)

RICSSA Private Christian (non-Catholic) academies | Scholarships are evenly divided among
scholarship recipients. Any eligible
student (with family income no greater
than 250% of poverty level) is given a
scholarship.

Notes. Author’s summary from “SGO Summary Information on Scholarships Distributed”
(Source: http://www.tax.state.ri.us/Credits/, retrieved on July 28, 2010).
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press release, the CSTC program reached the $1
million cap in approved tax credits at least nine
months before the 2008 fiscal year ended (on
June 30, 2008).*° Most recently, business support
for the CSTC program has been overwhelming.
By the first day of fiscal year 2011 (July 1, 2010)
the credit amount from all applications received
by the Division of Taxation exceeded the $1
million cap. As a result, the Division of Taxation
held a lottery (on July 26, 2010) to determine
the order in which business donation and credit
applications would be approved.*!

While a full list of companies donating to the
CSTC program is unavailable,® companies
supporting the CSTC program include Amica
Insurance, Bank of America, Chatterton
Insurance Agency, CVS, Citizens Bank,
Dykeman Electrical and FM Global.?* Of the $1
million in tax credits received during the 2008 tax
year, approximately 60 percent ($595,000) went
to corporations (C-Corporations), approximately
31 percent ($314,100) went to companies paying
personal income tax (S-Corporations, LLCs and
LLPs) and 9 percent ($90,000) went to insurance
companies.**

Impact of Scholarships on Students and Families

Anecdotal evidence suggests that the CSTC
program has successfully created new educational
opportunities providing beneficial educational
experiences for Rhode Island students. The
following are excerpts from letters to Governor
Carcieri recounting the experiences of recipients
of tuition assistance through the CSTC program.*

“My son... is receiving an education that
will allow him to attend the high school of
his choice and excel in his chosen career
path. He absolutely will not receive the same
comprehensive course work through our
very sub-standard public school system.”
Parent of a 7th grade student at Community
Preparatory School in Providence

“This credit has allowed my son to excel...
the love he has for his school is unbelievable.

~

He has learned so much and because the
school is so small he has not been lost in
the system... without programs like this we
could not afford to send him.” Parent of a
student at Community Preparatory School in
Providence

“The Scholarship Tax Credit has given
many students like myself opportunities [
had only dreamed of. I was provided with
an outstanding education tailored to my
abilities. I am currently a senior at Brown
University... none of this would have
been possible for me if it were not for the
RI Corporate Scholarship Tax Credit.”
- Parent of a student recipient of a tuition
scholarship

Lessons from Rhode Island

The CSTC program has successfully expanded
the educational opportunities available to low-
income families in Rhode Island. Since its
introduction in 2006, the number of scholarship
recipients has grown from 71 students to over
500 students three years later (see Table 3). And,
while Governor Carcieri’s proposal to double the
size of the program was not included in the FY
2011 state budget, expansion efforts certainly
reflect the enthusiastic participation of families
and the generosity of corporations and businesses
choosing to donate to the scholarship program.

In this section, we summarize the key features
of the CSTC program that have likely led to its
immediate success. We then apply these lessons
from Rhode Island to the case of Massachusetts. In
doing so, we specify features of Massachusetts’s
political and legal landscape that may encourage
or discourage the introduction of tax credit
programs there.

Key Features of the CSTC Program

1) Tax benefits available to all business entities
in the state. While the original law allowed only
C-Corporations (which pay corporate income
tax) to apply for tax credits for scholarship



donations, Rhode Island expanded eligibility
after the first year of the program to business
entities (S-Corporations, LLCs and LLPs)
which pay personal income tax. Based on recent
estimates, more than 30 percent of the tax credits
went to companies applying the credit against
personal income tax, reflecting the important role
that these business entities play in supporting the
CSTC program.

2) Targeted eligibility requirements for
families. The Rhode Island program limits
eligibility for tuition scholarships to families with
household income no greater than 250 percent of
the federal poverty threshold. As a result, nearly
half of all families in Rhode Island are eligible
to receive tuition assistance. While many families
are ineligible for tuition assistance through
the CSTC program, recent survey evidence
does suggest that families across the income
distribution in Rhode Island do not differ in their
support of the program.

3) Centrally organized clearinghouse for SGOs
and families. The Rhode Island Scholarship
Alliance (RISA) is crucial to the success of the
CSTC program. RISA supports SGOs in the
administration of scholarship funds and in the
reporting requirements mandated by law. RISA
provides a central location for families to apply
for tuition assistance. RISA has also proven to be
an important proponent of the program via active
lobbying efforts.

4) Transparent SGO certification and business
donation application process. Rhode Island’s
Division of Taxation (within the Department of
Revenue) makes available information regarding
SGO certification and business donation
application in a straightforward and accessible
manner. The Division of Taxation’s website
(http://www.tax.state.ri.us/Credits/) enables
SGOs and businesses to easily access all the
necessary information and forms for both SGO
certification and business donations.
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The Case of Massachusetts

The institutional features of Rhode Island’s tax
credit program provide a framework to inform the
enactment of corporate-funded tuition assistance
scholarships in Massachusetts. A corporate-
funded tax credit program, as in Rhode Island,
mitigates the role that the state plays in providing
funds to families to attend private, and in some
cases religious, schools. Under Rhode Island’s
plan, the state does not retain the funds used to
support tuition assistance grants. Rather, the use
of intermediary organizations, such as SGOs, to
manage the disbursement of funds to families
precludes the state from having to directly fund
private school attendance. This provides some
legal distance between state financing and private
school attendance.

Under the arrangement in Rhode Island, SGOs
receive corporate donations directly and then
provide tuition assistance to eligible families.
The SGO is primarily responsible for the
administration of — accepting and distributing —
scholarship funds. So, rather than decide on the
proportion of state revenues to use to subsidize
nonpublic school attendance and channel money
directly to families, state legislators need only
agree upon a cap on the maximum allowable
annual tax credit. As has been previously pointed
out,* this institutional arrangement insulates state
governments from many of the legal challenges
associated with First Amendment questions
related to direct government financing of
private schools, as with state-sponsored voucher
programs.

The possibility of enacting a similar plan in
Massachusetts, however, rests largely on the
legal and political landscape that might assist
or constrain the implementation of tax credit
scholarships. From a legal perspective, the
Massachusetts constitution contains amendments
— the “Know-Nothing” or “Blaine” amendments
— which stipulate that public money may not be
used for the purpose of “founding, maintaining
or aiding” any nonpublic school.’” While the

8
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existence of such amendments may pose an
obstacle to enacting a plan similar to Rhode
Island’s corporate-funded scholarship program,
there is precedent for the support of education
tax credits in states with Blaine Amendments.
In particular, a 1999 decision by the Arizona
Supreme Court upheld the state’s newly formed
(in 1997) tax credit program. The court ruled
that because scholarship funds do not enter state
coffers they are not considered public money.
Moreover, the court ruled that the program’s
primary effect was not to aid religion but to
“encourage the development of educational
settings that would invigorate learning, improve
academic achievement, and provide additional
choices to parents and children.”*® However, an
October 2009 decision by the Ninth U.S. Circuit
Court of Appeals declared Arizona’s tax credit
program unconstitutional because taxpayers
are allowed to receive a credit for donations to
scholarship-granting organizations that give
scholarships exclusively to students attending
religious schools. Review of this decision is
pending in the U.S. Supreme Court, the outcome
of which will likely have implications for how
scholarship granting organizations are organized
and how tax credit programs will be designed,
but is unlikely to make such programs entirely
unconstitutional.*

In addition to the legal challenges associated
with implementing tax credit programs, political
support — legislative, gubernatorial and voter
— is critical to the success of tax credit funded
scholarships. As we have seen, political support
has driven the success of Rhode Island’s program.
However, support for Rhode Island’s program has
not been universal. In particular, teacher unions
are likely opponents of a tax credit program.
Teacher unions oppose such plans because they
see them as reductions in public expenditures
on public schools. In Rhode Island, Robert
Walsh, executive director of National Education
Association Rhode Island, views the CSTC
program as “essentially $1 million the legislature
has designated to private school scholarships and
the corporations are a pass-through.”*

5

Therefore, to enact a tax credit plan in
Massachusetts, advocates and supporters will
need to confront both the legal and political
hurdles that exist. Given the success of Rhode
Island’s plan, the blueprint for the administration
of tuition assistance via tax credits is in place, and
should inform any proposals set forth. However,
any measures taken toward proposing a tax credit
scholarship in Massachusetts must consider the
legal and political challenges that currently exist.
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