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ForEwoORD
BY PaTRICK J. WOLF

Government-sponsored private school choice pro-
grams are increasingly common in the US. Cur-
rently, 39 programs based on various designs serve
over 300,000 students in 19 states plus the District
of Columbia. Tax credit scholarship programs are
a specific form of private school choice where the
state provides tax credits to individuals or corpora-
tions that donate to nonprofit K-12 scholarship or-
ganizations, allowing those organizations to award
partial-tuition scholarships to needy children to
attend private schools. Although only 41 percent
of the private school choice programs use tax cred-
its as their funding mechanism, over 62 percent

of students availing themselves of private school
choice are doing so using tax credit scholarships.
While government-run school voucher programs
garner more publicity, tax credit scholarships are
the main gateway through which disadvantaged
children access private schools with government-

aided support.

Private school choice programs have become more
popular in the US as evidence mounts that access
to a private school of choice improves educational
outcomes for disadvantaged families. Such pro-
grams appear to have their largest positive effects
on the educational attainment of highly disadvan-
taged students in the form of high school gradua-
tion, college enrollment, and persistence in college.
Three recent and rigorous studies of private school
choice programs in Washington, DC; New York
City, and Milwaukee, Wisconsin; concluded that
either all participating students or at least African
American students go farther in school as a result
of private school choice. Other studies show that
private school choice has large and consistent posi-
tive impacts on parental satisfaction with schools
and smaller and less consistent effects on increas-
ing student achievement.

Although the research base provides good rea-
sons for states and localities to provide private
school choice, why do it specifically through the
mechanism of tax credit scholarships? Tax credit
scholarships differ from school vouchers in several

important ways. First, they are funded through
the voluntary actions of individuals and companies
instead of through the involuntary mechanism of
taxation. Second, tax credit scholarship programs
administered by nonprofit scholarship organiza-
tions tend to place fewer regulations on partici-
pating private schools than do government-run
voucher programs. As a result, the private school
participation rate tends to be higher for tax credit
scholarship programs than for voucher programs,
making a greater number and diversity of private
school seats available to participating families.

One especially attractive feature of tax credit
scholarship programs is that they are funded
through private donations, induced by government
tax credits, and not through direct government
revenue. This indirect method of funding private
school choice likely stands a better chance of sur-
viving constitutional challenge in the 39 US states
with “anti-aid amendments” in their constitutions.
Such legal provisions, which are the vestiges of
anti-Catholic bigotry in the 19th Century, gener-
ally prevent states from providing government
assistance to pervasively religious organizations,
even if those organizations are serving the public
good through activities like running soup kitchens
or educating children. The anti-aid amendments
in the Massachusetts constitution are among of the
most restrictive in the country, especially since state
courts have interpreted their reach quite broadly. If
Massachusetts residents are to benefit from private
school choice, it likely will have to be through the

mechanism of a tax credit scholarship program.

Ken Ardon and Jason Bedrick do an excellent

job of making the case for a tax credit scholarship
program within the legal and policy context of the
Commonwealth of Massachusetts. They discuss
the likely benefits that Massachusetts residents
would realize from such a program, in the areas of
the attainment and achievement of participating
students, parental satisfaction, improvement of the
public schools due to the pressure of competition,
and taxpayer savings. Tax credit scholarship pro-
grams save money because the value of each schol-
arship is substantially less than the amount the
government spends to educate that same student in
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public schools. Even if some of the students served
by the scholarship program would have paid for
private schooling on their own, these programs still
improve the financial bottom line in states. The
authors are especially adept at explaining exactly
how a tax credit scholarship program should be
designed and would work given the intricacies of
Massachusetts school funding policies — no small
feat to be sure.

Private school choice programs provide many
benefits, especially to disadvantaged families.
Currently, the citizens of the Commonwealth of
Massachusetts are missing out on these advantages
experienced in 19 states and DC. Massachusetts
could implement an effective tax credit scholarship
program to provide more educational options to
disadvantaged families. The authors of this impor-
tant report have shown the way forward.
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ExeEcuTivE SUMMARY

While higher-income families have a plethora of
K-12 educational options, lower-income families’
options are often limited to the local district school
to which they are assigned. This paper proposes

a constitutional and fiscally responsible method

of expanding educational options for low-income
families.

Section I describes how a scholarship tax credit
program for K-12 education works and why such a
program should pass constitutional muster despite
Massachusetts’ notorious anti-Catholic “Know-
Nothing”- type amendments, which forbid giving
public funds to parochial schools.

Section II summarizes the existing research

on educational choice programs in general

and scholarship tax credits in particular. The
overwhelming consensus of high-quality research
is that educational choice programs increase
student achievement, graduation rates, and college
matriculation, and that parents of students in such
programs report very high levels of satisfaction
with their chosen schools. Educational choice also
benefits students who remain in the public schools
because of the increased competition they create.
Every study of the fiscal impact of scholarship tax
credit programs has found that they save money
for taxpayers.

Section III explains how the Massachusetts
school funding formula works and explores the
fiscal impact of a scholarship tax credit program.
'The paper then proposes a model scholarship tax
credit program that would expand educational
opportunities for tens of thousands of low-income
children while remaining revenue neutral or saving
money for the commonwealth and only minimally
impacting school districts. The program would
grant tax credits to individual and corporate
taxpayers worth 90 percent of their donations

to qualified scholarship organizations. These
organizations would provide scholarships worth

as much as $4,100 on average to students with a
family income that is no more than 200 percent

of the federal poverty line. By the fifth year of the

program, 50,000 students would be eligible
for scholarships.

1. INTRODUCTION

1.1 EpucaTtioN AND EqQuaLiTYy
oF OPPORTUNITY

Massachusetts consistently ranks among the

very top performers on the National Assessment
of Educational Progress (NAEP), which is
commonly referred to as “the nation’s report card,”
and is internationally competitive in math and
science according to TIMSS and PISA testing.?
However, these aggregate scores obscure the
reality that performance varies considerably across
districts, particularly along socio-economic lines.

In wealthier towns and cities like Dover and
Weston, where the median household income

is $184,646 and $180,815 respectively, students
perform well.*> On the most recent MCAS, 99
percent of Dover-Sherborn Regional High School
students scored ‘proficient’ or ‘advanced’ in math,
and 100 percent scored ‘proficient’ or ‘advanced’
in English. Likewise, 97 percent of Weston High
School students scored ‘proficient’ or ‘advanced’
in math and 99 percent scored proficient or
advanced in English.* By contrast, students from
lower-income communities like Chelsea and New
Bedford, where the median household income

is $43,155 and $37,493 respectively, often do

not perform nearly as well.® On the most recent
MCAS, only 61 percent of Chelsea High School
students scored ‘proficient’ or ‘advanced’ in math
and 77 percent scored ‘proficient’ or ‘advanced’

in English. So too, only 49 percent of New
Bedford High School students scored ‘proficient’
or ‘advanced’ in math, and 76 percent scored
‘proficient’ or ‘advanced’ in English.¢ This pattern
is repeated across the commonwealth — in the

10 poorest cities and towns in Massachusetts,
only 40.6 percent of students scored ‘proficient’
or ‘advanced’ on the MCAS score compared to

a statewide average of 65.1 percent. In 2013 the
percentage of low-income students who scored
‘proficient’ or ‘advanced’ in English or math in
all grades was approximately 33 points below the
percentage for higher-income students.’
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There is scant evidence that increased school
resources lead to increased student performance.®
Indeed, after adjusting for inflation, K-12
spending in the United States has tripled since
1970, but NAEP scores have remained essentially
flat.’

Wealthier families already have educational
choice. They can afford to live in communities
with higher-performing schools, like Dover

and Weston, or they can send their children to
private schools. Since they have the ability to

exit, the public schools must be responsive to
their children’s needs. By contrast, lower-income
families often have only one viable option: the
public school to which their children are assigned.
'They are a captive audience, so their schools
become de facto monopolies. And while some low-
income families are able to send their children to
METCO* or charter schools, there are more than
10,000 students on waiting lists for METCO
schools' and more than 40,000 students on
waiting lists for charter schools, demonstrating
both the demand for and lack of additional

educational options.

Poverty certainly plays a significant role in the
varied performance, but as discussed below,
studies consistently show that educational choice
programs improve academic outcomes for low-
income students, often to a greater degree than
for higher-income students. While educational
choice programs are not a panacea, they are a
precondition to ensuring equality of opportunity.

1.2 EpucatioNaL CHOICE AND THE MA
ConsTtrTuTIiOoN’s “Know-NoTHING”
AMENDMENTS

Efforts to expand educational opportunity face a
significant legal obstacle: the “Know-Nothing”
amendments to the Massachusetts Constitution.
As discussed in greater detail in a previous Pioneer
white paper,!! the nativist and anti-Catholic
“Know-Nothing” party succeeded in amending
the Massachusetts Constitution in 1854 to block
the commonwealth from supporting Catholic
schools, though at the time the state-supported
common schools were de facto non-denominational

Protestant. Moreover, the commonwealth
continued to provide public funding for numerous
Protestant private schools.

In 1917, a constitutional convention amended the
provision to its present form so that it reads:

“[N]o grant, appropriation or use of

public money or property or loan of public
credit shall be made or authorized by the
commonwealth or any political division
thereof for the purpose of founding,
maintaining or aiding any other school

or institution of learning, whether under
public control or otherwise, wherein any
denominational doctrine is inculcated, or any
other school, or any college ... or educational,
charitable or religious undertaking which is
not publicly owned and under the exclusive
control, order and superintendence of public
officers or public agents authorized by the
commonwealth or federal authority or
both...”?

Under this provision, it would likely be
unconstitutional for Massachusetts to enact a
publicly funded school voucher program that
allowed parents to redeem the vouchers at
religiously affiliated schools, though it’s also
possible that excluding such schools from a
voucher program would violate the “Free Exercise”
clause of the First Amendment to the U.S.
Constitution.” The 1917 convention added an
additional provision which excluded the “Know
Nothing” amendment from the ballot initiative
process that allows the public to directly amend
the state constitution.”

Proponents of educational choice may still have
a constitutionally viable option: scholarship tax
credits (STC). While the “Know-Nothing”
amendments prohibit the “appropriation or use
of public money” to parents who may choose
religiously affiliated schools, an STC program
utilizes only private money. In an STC program,
private individuals and corporations receive

a tax credit for donating to private, nonprofit
scholarship organizations that grant scholarships
to the children of low-income citizens to use at
nonpublic schools, out-of-district public schools, or
even to cover certain homeschooling expenses.

*The Metropolitan Council for Educational Opportunity (METCO) is a voluntary school desegregation program that allows students assigned to lower-performing public schools to attend higher-

performing public schools.
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'The United States Supreme Court ruled in
ACSTO v. Winn (2011) that private money does
not become public money until it has “come into
the tax collector’s hands.””® Likewise, the Arizona
Supreme Court ruled that an STC program did
not violate Arizona’s “No-Aid” amendment, which
is similar to Massachusetts’ “Know-Nothing”
amendments, because it did not entail the
expenditure of public money:

[N]o money ever enters the state’s control

as a result of this tax credit. Nothing is
deposited in the state treasury or other
accounts under the management or possession
of governmental agencies or public officials.
Thus, under any common understanding

of the words, we are not here dealing with
“public money.”*®

Massachusetts already provides tax benefits to
religiously affiliated schools and even houses

of worship. For example, the commonwealth
provides income tax deductions for individual and
corporate donors to nonprofit organizations” and
the nonprofits themselves can take property tax
exemptions.' In both cases, religiously affiliated
nonprofits, including schools and houses of
worship, are eligible for the tax breaks, which serve
a secular purpose and are neutral with respect

to religion. Likewise, a scholarship tax credit
program serves the secular purpose of expanding
educational opportunities and is entirely neutral
with respect to religion since parents can choose
among a variety of educational options, both
secular and religious.

1.3 ScHoLARsHIP Tax CREDIT PROGRAMS IN
THE UNITED STATES

There are currently more than 192,000 students
receiving scholarships through 14 scholarship
tax credit programs operating in 11 states,
including Arizona®, Florida, Georgia, Indiana,
Towa, Louisiana, New Hampshire, Oklahoma,
Pennsylvania’, Rhode Island, and Virginia."
Additionally, Alabama and South Carolina
enacted scholarship tax credit laws in 2013 (the
latter for students with special needs)* and in
2014, Kansas enacted a scholarship program for
low-income students assigned to “failing” public
schools.”

At their core, the programs are very similar.
Taxpayers receive tax credits for contributions

to scholarship organizations that fund students
attending schools other than their assigned public
school. However, their details vary greatly.?> In
some states, only taxpaying citizens are eligible
for the tax credits while in others only corporate
taxpayers are (this is often because a given state
does not have either a personal or a corporate
income tax). The amount of the tax credits vary
from 50 percent to 100 percent of donations with
six of the 14 programs offering credits worth 100
percent of donations and another four offering
credits between 75 and 90 percent.

All but two of the 14 programs require would-
be scholarship recipients to earn below a certain
income threshold to be eligible. These means-
testing guidelines vary greatly. Florida requires
that scholarship recipients qualify for the federal
Free and Reduced Lunch program (185 percent
of the federal poverty line) while Oklahoma’s
threshold is 300 percent of income guidelines
of the “Free and Reduced Lunch” program.
However, studies have shown that scholarship
organizations generally conduct their own
means-testing beyond what the law requires.
For example, though Arizona’s tax credits for
individual donations does not have any income-
based eligibility criteria, a 2011 study found that
more than two-thirds of participating families
would have qualified for Arizona’s corporate
STC program, which requires that families earn
no more than 185 percent of the federal poverty
line.

Some programs are limited to students who
previously attended a public school or to students
who would be assigned to a failing public school
while others have no such restrictions. Scholarship
recipients in some states can only redeem the
scholarships at private schools, while recipients

in other states may attend out-of-district public
schools. In New Hampshire, homeschooling
tamilies may use the scholarships to cover certain
education-related expenses.

This paper will discuss the implications of these

*Arizona has three STC é)rograms: a means-tested program in which only corporate taxpaﬁers are eligible to receive tax credits; a non-means-tested program in which only individual taxpayers are

eligible to receive tax cre

its; and a non-means-tested Frogram in which only students wit]
tPennsylvania has two STC programs: one in which all

disabilities and foster children are eligible to receive scholarships.
low-income students are eligible and another in which eligibility is limited to students who are assigned to failing public schools.
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various policy decisions and propose a model
scholarship tax credit program for Massachusetts.

2. RESseArRcH oN EpucATIiONAL
CHoICE

2.1 EFFECT ON PARTICIPATING STUDENT
OuTCcOMES

Educational choice programs are among the most
studied education policy interventions, and the
overwhelming consensus of high-quality research
is that choice and competition improve educational
outcomes. In 2013, the Friedman Foundation

for Educational Choice published a literature
review by Greg Forster that identified 12 random-
assignment studies of educational choice programs
conducted between 1998 and 2012.?* Random-
assignment studies are the “gold standard” of
social science research because they compare

two groups that are different only due to the
“treatment” (in this case, receiving a scholarship
to attend a nonpublic school) and random chance.
With a large enough sample, random assignment
eliminates the influence of unobservable factors,
like parental motivation, on the study’s results.
'That leaves a high degree of confidence that
differences between the “treatment” and “control”
groups are the result of the treatment.

Of the 12 random-assignment studies, 11 found
that educational choice programs had a positive
impact on the academic outcomes of some or all
of the participating students, including higher
standardized test scores, higher graduation rates,”
and/or higher rates of college enrollment.?®

Only one study found no statistically significant
difference, and none found a negative impact.

'The five studies finding positive impacts for only
some students generally found gains among those
who had the least educational opportunities at the
outset, particularly low-income, African-American
students and students who transfer out of very
poor-performing public schools. For example,

a random-assignment study by researchers at
Harvard University and the Brookings Institution
found that African-American students in New
York who received scholarships were 24 percent
more likely to attend college than peers who

applied for but did not receive a scholarship.?” The
author of the literature review surmised that “these
student groups were served more poorly in their
public schools and thus stood to gain the most

from the opportunity to choose a new school.”

In 2009, Andrew J. Coulson of the Cato Institute
published a global literature review that analyzed
more than 150 statistical comparisons covering
eight educational outcomes™ to determine what
sort of education system produces superior
outcomes: those that are more market-like or those
with more centralized government control. The
review concluded that it is “the least regulated
market school systems that show the greatest
margin of superiority over state schooling.”*
Among other outcomes, the more market-like
education systems (i.e. — those with minimal
regulations and in which parents pay at least

part of the tuition) produced higher student
achievement, greater parental satisfaction, and
higher attainment levels on average than the more
centralized education systems.

2.2 PARENTAL SATISFACTION

Another key measure of the success of educational
choice programs is parental satisfaction. Parents
consistently report very high levels of satisfaction
with the schools they select for their children
through educational choice programs, particularly
when compared to their assigned public school.

In a recent survey, 96.8 percent of parents whose
children are participating in New Hampshire’s
scholarship tax credit program expressed
satisfaction with the private or home school

that their child attended, including 89.5 percent
who reported being very satisfied.*® Likewise,

in a recent survey of parents with children
participating in Georgia’s STC program, 98.6
percent of respondents reported being satisfied or
very satisfied with their chosen schools relative
to their previous experience in an assigned public
school.’! In 2010, a survey commissioned by the
Florida Department of Education found that 95.4
percent of families participating in their STC
program reported their schools were “excellent”

(75.1 percent) or “good” (20.3 percent).*

* Academic achievement (as measured by test scores), efficiency (academic achievement per dollar spent per pupil), parental satisfaction, orderliness of classrooms, condition in which facilities were

maintained, subsequent earnings of graduates, attainment, and effects on measured intclﬁgcncc.
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A 2009 study by the Friedman Foundation for
Educational Choice asked parents of scholarship
recipients about their satisfaction regarding

a variety of factors relative to their previous
experience in assigned public schools. The report

found:

* 80 percent of the parents were “very satisfied”

with the academic progress their children are
making in their chosen independent schools,
compared to 4 percent in their previous
public schools.

* 80 percent were “very satisfied” with the
individual attention their children received at
their chosen schools, compared to 4 percent
in public schools.

* 76 percent were “very satisfied” with the
teacher quality in their chosen schools,
compared to 7 percent in public schools.

* 76 percent were “very satisfied” with their
chosen schools’ responsiveness to their needs,
compared to 4 percent in public schools.

* 62 percent were “very satisfied” with the
student behavior in their chosen schools,
compared to 3 percent in public schools.

'These findings are not inconsistent with surveys
showing that roughly half of the public rates their
local public school an “A” or a “B.”** What these
findings make clear is that a significant number of
parents believe their children’s needs are not being
met in the public school system. This is not an
indictment of public schools since we should not
expect that any one school will be able to meet the
diverse needs of all the children who happen to
live in a given geographic area. Educational choice
programs allow parents to choose whichever
school best meets the needs of their children.

2.3 EFrecTs oF ComPETITION ON PUBLIC
ScHooL PERFORMANCE

'The benefits of educational choice programs are
not confined to participating students. Public
school students can also benefit because choice
programs create an incentive for schools to

compete for students. When parents can vote
with their feet, schools must work hard to meet
children’s needs. The aforementioned literature
review by Greg Forster reported that 22 of 23
empirical studies found that educational choice
programs improve academic outcomes at public
schools.** None of the studies found a negative
impact. The one study finding no statistically
significant impact examined Washington, D.C’s
school voucher program, which was designed to
insulate public schools from competition.*

One of these studies measured the impact of the
threat of competition from Florida’s scholarship
tax credit program.’” Since state funding of public
schools is tied to enrollment, public schools lose
money for each student who chooses to leave for
another school, thereby creating an incentive

to compete. Researchers isolated the effect of
competition by comparing the performance of
public school students in the year before the

STC program was enacted to their performance
in the year after it was enacted but before it was
implemented,” controlling for factors such as race,
gender, and socio-economic status. The study
utilized four measures of competition: the distance
to the nearest private school, the density of private
schools within a five-mile radius, the diversity of
private schools in that area, and the concentration
of different types of private schools in the area.
'The study concluded that “all four measures of
competition (distance, density, diversity, and
concentration) are positively related to student
performance on state math and reading tests.”*
While the first-year gains were small, they were
statistically significant.

2.4 Fiscar ImpacT or STC ProGrAMS

'The fiscal impact of a scholarship tax program
depends both on how it was designed and how
the state funds public education. In states where
funding is tied to enrollment, well-designed STC
programs produce savings when the reduction

in state expenditures resulting from students
switching from public to private schools is greater
than the total reduction in tax revenue. The main
factors that determine an STC program’s fiscal

* After the program was implemented, it would be impossible to disentangle the effect of competition from the effect of students switching schools. For example, it’s possible that the private schools
“cream” the better-performing pupils, leaving poorcrf};crformin% students in the public schools, but it is also possible that students with the worst performance in the public schools have a greater

incentive to seek out alternatives, thereby leaving the

etter-performing students in the public schools.
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impact include the size of the credit, average
scholarship size, number of switchers, and the
percentage of switchers who qualify for additional
state aid (e.g. — students qualifying for the federal
Free and Reduced Lunch program, English

language learners, and students with disabilities).

Among existing STC programs, the tax credits
range from 50 percent of donations to scholarship
organizations to 100 percent of donations.

Lower tax credit amounts will produce greater
savings, holding all else constant. However,
higher tax credit amounts induce taxpayers to
contribute more to the program, allowing far
more low-income families to receive scholarships.
Policymakers must balance the goals of saving
money and aiding the greatest number of students.

Most STC programs cap the total or average
scholarship size at a figure that is considerably
less than the state’s average per-pupil expenditure.
A lower average scholarship size will produce
greater savings but the neediest families require
larger scholarships to allow them to afford the
school of their choice. As with the tax credit
amounts, policymakers must balance the twin
goals of saving money and providing aid to the
neediest families. Setting a cap on the average
scholarship size rather than total scholarship size
allows scholarship organizations to better tailor
scholarships to the financial needs of individual
families.

States only save money when a student switches
from a public school to a private or home school.
In eight of the 14 existing STC programs, students
are only eligible for scholarships if they attended

a public school in the previous year (or, in some
cases, are entering kindergarten or first grade).” A
greater proportion of switchers translates into more
savings for the state. However, there are numerous
low-income families who would otherwise qualify
for the scholarships who do not want to send

their children to a school that does not meet their
needs merely to qualify for a scholarship. They
often receive financial aid through private schools
or other charitable institutions and it would seem
unfair to exclude them entirely from the program.

To balance these competing interests, states like
New Hampshire require that a certain portion
of scholarship recipients be switchers, but allow
scholarship organizations to grant the remainder
to any qualifying low-income family.

Researchers have calculated the fiscal impact

of the three longest-running and largest STC
programs. A 2009 study estimated that Arizona’s
STC program saved between $99.8 million and
$241.5 million.* Since the state had forgone only
$55.3 million in tax revenue as a result of the tax
credits, Arizona taxpayers saved between about

$2.00 to $4.50 for each $1.00 in forgone revenue.

A 2011 study of Pennsylvania’s STC program
estimated that it saved the state and districts about
$512 million each year while reducing state tax
revenue by only about $40 million.* That study
did not account for the fiscal impact of non-
switchers, but Pennsylvania’s savings are likely

to be substantial since the average scholarship at
the time was only $1,040," which is less than 7.2
percent of the then $14,531 average cost-per-child
in Pennsylvania district schools.* The average
scholarship size is now $990.* Moreover, a large
majority of scholarship recipients in Pennsylvania
come from low-income households. The average
household income for scholarship families was
only $29,000.* Students who qualify for the
tederal “Free and Reduced Lunch” program cost
the state more and are less likely to attend private
schools without financial assistance.

In 2010, the Florida legislature’s nonpartisan
Office of Program Policy Analysis and
Government Accountability (OPPAGA)
estimated that Florida’s STC program saved

the state $32.6 million, which is approximately
$1.44 in state education funding for every $1.00
reduction in tax revenue.” Though there have not
yet been any formal evaluations of the fiscal impact
of other STC programs, the impact of Florida’s
program suggests that savings are likely. Florida’s
STC program offers the maximum possible tax
credit (100 percent) and has both the largest
average scholarship size ($3,664) and the highest

ratio of scholarship size to average public school

*The size of the scholarships may appear small, but rh?,’ are intended to make u]f the difference between what the families can afford and the schools’ own need-based tuition-breaks. The poorest families

often have only small co-payments even though the scholarship by itself is small.
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per pupil expenditures (35.6 percent).* STC
programs in seven of the other 10 states offer only
partial credits, as low as 50 percent in Indiana and

Oklahoma.

3. FiscaL ImpacT oF AN STC
PrROGRAM IN M ASSACHUSETTS

A scholarship tax credit program would affect
both state and local finances. The impact has two
sides — the loss in tax revenue due to the credits,
and the decline in spending on education due to
students leaving the public schools. The revenue
side of the ledger is straightforward — the state
would grant tax credits of a certain amount, which
would directly reduce revenue. The impact on
spending is more complex and depends on the
school funding formula and the details of the STC
program. In particular, the results depend on

the generosity of the tax credits and scholarships,
the number of students leaving public schools,
how many of the students are from low-income
families, and the geographic distribution of the
scholarship recipients. The following sections
describe a model STC program which would

be revenue neutral for the commonwealth and
provide scholarships to more than 20,000 students
each year.

3.1 ScHooL FUNDING IN MASSACHUSETTS

School funding in Massachusetts is determined

at the state level by a complex formula called
Chapter 70. The funding formula begins with

the calculation of the foundation budget, which
estimates the per-pupil cost to provide teachers,
materials, and other resources in an attempt to
calculate the minimum funding necessary to
provide an adequate education. The foundation
budget varies depending on whether a child
attends a vocational school, whether the school is
an elementary, middle or high school, and also on
factors such as whether a student speaks English
or is from a low-income household.* For FY14, the
foundation budget per pupil ranged from $7,000 to
$19,000, with an average of $10,000 and a median
of $9,500. 'The foundation budget represents the
absolute minimum amount a district is required

to spend, although some districts are required to

*The foundation budget measures whether a student is “limited English proficient” (LEP)
or receives free or reduced price lunch.

spend more than the foundation.

Once the foundation budget is determined,

the formula allocates spending between the
municipality and the state. The required local
contribution measures the amount that each
municipality must contribute, and for the most
part it is not sensitive to changes in enrollment.
More than 95 percent of municipalities choose
to spend at least one percent more than required
by law, and 72 percent spend at least 10 percent
more.*’

The last part of the formula calculates state aid.
'The calculation effectively begins with the aid
from the prior year and then makes two main
adjustments that could increase aid . The first
adjustment is foundation aid.” Districts receive
foundation aid if the combination of the required
local contribution plus the prior year’s aid is not
enough to reach foundation. Foundation aid is
usually more important in lower-income districts.

'The second main component of aid is target

aid. The commonwealth calculates a target for
the percentage of the foundation budget that

it will fund. The target percentage depends on
each municipality’s property wealth and income
— higher income and wealth communities are
expected to contribute more on their own and
receive less aid from the commonwealth. The
target percentages range from 17.5 percent in
wealthier communities to 86.5 percent in poorer
communities. The target aid percentage shows
the minimum aid each district is meant to receive;
some districts already receive more than this
amount while others receive less. In principle, the
formula would then provide enough aid to get
each district up to the target share. However, the
commonwealth has never fully funded this aid
component. Instead, in recent years districts have
received a portion of the aid to bring them closer
to their target aid percentage.

3.2 How AN STC ProGram IMmpaCTS
ScHooL FunDING IN M ASSACHUSETTS

A scholarship tax credit program would reduce the
number of students in some public schools, with

*In addition to the two components described below, the state often provides minimum aid that

guarantees that each district’s aid will increase by at least a fixed amount per pupil; in FY14 minimum
aid was $25 per pupil. Minimum aid is not specified in the state law that governs state aid, but the

legislature often chooses to provide it for political purposes.
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ramifications for school funding. As explained
previously, the state funding formula determines
both the required local contribution and state
aid. The impact of an STC program on local

contributions is complex.

In communities with required contributions above
their target share, an STC program would reduce
the required local contribution as enrollment and
the foundation budget decline.” It is impossible

to determine how many of these communities
would reduce their actual local spending as the
required local contribution fell. For the majority
of communities, an STC program would have

no impact on the required local contribution
because the formula is not directly tied to
enrollment or the foundation budget. However,
many municipalities choose to spend more than
required; reductions in enrollment — and in state
aid - could lead these cities and towns to change
their spending even though the required local
contribution does not change.

A scholarship program would have a much clearer
impact on state aid. The impact occurs because
a decline in enrollment lowers the foundation

budget, which then translates into less state aid
than the district would have received had the
students not transferred.

The actual impact on state aid varies across
districts, and it depends primarily on two factors:
whether the district is a foundation aid district,
and how much aid would have changed had the
students not left.

ImpacT IN FOUNDATION AND ABOVE
FounpaTtion DisTricTS

In foundation aid districts (those that require
state aid just to reach the minimum level of
spending), a drop in enrollment and foundation
has a direct impact on state aid calculations. Ifa
student leaves the district, the district’s foundation
budget would fall by about $10,000 (depending
on the characteristics of the student), and the
district would require $10,000 less aid to reach
foundation. This is illustrated in the first column
of Table 1 — the loss of 50 students would reduce
the foundation budget by $500,000 and state aid

by the same amount.

TABLE 1. THE IMPACT OF SCHOLARSHIPS FOR 50 STUDENTS ($M)

Foundation Abow.?
Aid Budget Foupda.tlon
District

Foundation Budget 20 20
Required Local Contribution 10 14
State Aid 10 10
Required Net School Spending 20 24
Change in Foundation Budget if 50 students get scholarships 0.5 0.5
Impact on Foundation Aid -0.5 0
Target Share Not relevant 40%
Impact on Above Foundation Aid 0 -0.2
Total impact on State Aid -0.5 -0.2

This feature of the formula changes every year — in FY2014 it would have reduced the required contribution in “excess effort” communities by about $1,500 for each student who left.
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In contrast, in an above-foundation district, a
drop in foundation of $10,000 would have a
more limited impact on aid. The impact would
be governed by the district’s target share — e.g. if
a district’s target share for state aid is 40 percent
of foundation, then the district could in theory
require $4,000 less aid. If 50 students left, the
district could lose $200,000.

However, there are two additional considerations
that could reduce the impact on aid in above-
foundation districts. First, target aid has never
been fully funded. In FY14 the state provided 25
percent of the aid necessary to close the gap and
reach the target share; in the hypothetical example
above the state would only provide 25 percent

of the $4,000, or $1,000 per student, for a total
loss of $50,000. The savings from the scholarship
would still show up if the commonwealth
continues to fund additional portions of the gap
each year, but the lack of full funding for target
aid effectively postpones some of the savings from

an STC program.

The second factor that reduces aid is that some
districts are above both foundation and their target
share. This occurs in 220 districts that contain
380,000 students, or 40 percent of the students in
the state.” In these districts, the loss of students
would not have any substantial impact on state
aid.f

In general, the largest impact is in foundation aid
districts, with the smaller impact in other districts
dependent on the district’s income and property
values. However, the exact impact depends on

a combination of complex details, and several
factors can change the fiscal impact over time.
Broader changes in enrollment, foundation, and
the local contribution affect which districts receive
foundation aid (and would be most affected by

an STC program). At the same time, higher
levels of inflation would lead to larger increases

in foundation and more state aid. Additionally,
changes to the state aid formula would change the
impact of STCs — e.g. the share of the target aid
that the commonwealth funds may change, or the
commonwealth could provide other categories of

*Thirty five of these districts are non-operating districts that have very small enrollments
representing students who are sent outside the district.

The reason that these districts are not affected is that they receive “too much”aid, so that changes in
enrollment have no in(lfact. These districts could still lose’'minimum aid if the state provides any, but

because it is so small ($25 per pupil in FY14) the remainder of this paper ignores it.

aid (although other aid categories are typically less
sensitive to enrollment). Finally, the immediate
financial impact of an STC program on state aid
gets slightly smaller as it serves a larger number of
students; if more students leave then some districts
would no longer require foundation aid or target
aid. At the same time, more communities would
see their required local contributions decline.
While each district is unique, the most important
determinant of the impact is whether a district is a
foundation aid community.

Dogs A Dror 1N ENROLLMENT ACTUALLY
DEcreASE Aip?

In principle, districts with flat or declining
enrollment could receive less state aid (whether
because the district requires less foundation aid
or because the decline in foundation leads to a
decrease in target aid).* However, historically the
state has almost never actually reduced state aid
to districts.” In most years all operating districts
receive at least as much aid as the prior year, and
often they even receive a small increase due to
minimum aid. Thus even if a district did not need
aid to reach foundation or their target share, the
district would not see their aid reduced.

'This reluctance to decrease aid means that when
enrollment falls, state aid generally does not. The
previous discussion of the impact of an STC
program still holds true, with one important
adjustment. Districts that lose students to private
schools would lose state aid compared to what they
would have gotten, but they will never lose aid
compared to the prior year —i.e. growth in state
aid may slow, but expenditures never fall.

For many districts, this qualification is not
relevant. This is true because the foundation
budget adjusts for inflation, so even in a district
with flat enrollment foundation will typically
grow by a few percent. As long as the number of
students taking advantage of an STC is not large,
the inflation adjustment means that foundation
would still increase. In these districts, an STC
program would reduce but not eliminate the
growth in aid.

*Declines in enrollment do not always lead to declines in aid, because the foundation budget is

adjusted for inflation and could grow even if enrollment declines.
The state has cut aid when the budget was tight, but not due to decreases in enrollment.
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In some districts — those with declining
enrollment — aid could be flat or growing very
slowly even without an STC program. If enough
students leave for private schools, the district
would theoretically receive less aid. However,
the commonwealth would most likely hold these
districts harmless and maintain aid at the level
of the prior year. So long as the commonwealth
continues this policy, state taxpayers will not
realize savings from declining enrollment
associated with the STC program or another
cause.

'The rationale for maintaining aid when enrollment
declines is that schools may face fixed costs that
do not change when the number of students
changes - e.g. a school needs a principal even if
enrollment falls. However, a 2012 analysis by the
Friedman Foundation estimated that 73.3 percent
of the total costs per pupil in Massachusetts are
short-run variable costs.*® If the majority of costs
are variable costs, it would be fiscally prudent for
the commonwealth to revisit this “hold harmless”
policy. Even if a district faces significant fixed
costs initially, in the long run all costs are
variable.™ If the state aid formula is not adjusted,
reductions in enrollment could lead to ever higher
levels of state aid per pupil that are unrelated to
the costs of educating students.

Do THE SAVINGS TO THE
CoMMONWEALTH LAsT?

In addition to the complications mentioned
previously, there is one other important caveat
about the savings to the commonwealth from

an STC program: They can change over time.
While scholarships would immediately reduce aid
and lead to savings that offset the cost of the tax
credits, the impact could either grow or fall over
the following years.

"Two factors cause the savings to grow over

time. One was mentioned previously - the
commonwealth has historically only funded a
portion of the gap between actual aid and target
aid. 'This delays some of the potential savings from
reduced enrollment, so the initial annual savings
understate the total savings. If the commonwealth

continues to fund 25 percent of the target share
gap in future years, savings would grow over time.

'The second reason that the savings from
scholarships could grow over time is that in some
districts the scholarships have no immediate
impact because the commonwealth’s “hold
harmless” provision prevents aid from actually
declining. This generally occurs in districts that
have had declining enrollment in recent years,
meaning that the regular Chapter 70 formula
would not provide them with as much aid as
they received in the past. The loss of a student in
these districts does not have any impact on state
aid. However, as time passes inflation (and any
future enrollment growth) will push many of these
districts above their prior level of state aid. At
that point, any scholarships will begin to have an
impact on aid — i.e. the savings will grow.

'The savings from scholarships could also change
over time if the share of scholarships going to non-
switchers changes. The share could increase if
more families who would have sent their children
to private school even without a scholarship apply
for and receive scholarships. On the other hand,
the share could decrease once the pool of eligible
private school students receives scholarships so
that growth in the program comes from switchers.
'The extent of any shift is not clear — many families
already sending students to private school have
relatively high income and would not be eligible
for scholarships. In general, the higher the cap

on income eligibility, the more potential non-
switchers and the lower the long-term savings.

ExamprLE oF FiscaL ImpacT oN
ScuooLr DisTrICTS

As described above, an STC program would
reduce state aid and to a lesser extent the required
local contribution from municipalities (although
not necessarily the actual local contribution).
While districts would receive less state aid and
potentially less local funding, they would also
have fewer students. A hypothetical example can
illustrate the potential overall impact on a district
of an STC program that allowed 50 students to

transfer to private school.

*The charter school funding formula compromises on this issue and allows that variable costs may be slow to adjust, gradually reducing funding as students leave a district for charter schools.
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TABLE 2. IMPACT OF STC PROGRAM ON ONE FOUNDATION AID DISTRICT

Enrollment 980
Foundation Per Pupil 10,780
Foundation Budget 10,564,400
Required Local Contribution 6,800,000
Chapter 70 Aid 3,764,400
Net School Spending (NSS) 10,564,400
NSS Per Pupil 10,780

Without the program the district would have
received $4 million in aid and been required

to spend $7 million in local funds. The loss

of students reduces the foundation budget by
$55,000. This in turn reduces both the local
contribution and the state aid amount, although
the loss in state aid is restricted so that the district
does not lose aid compared to the prior year. The
net impact is that the local district is allowed to
reduce spending by $82,500 and the state saves
$236,000, although because there are fewer
students the spending per pupil would rise

by $331.

UnEequal FiscaL ImpacT

'The impact of an STC program would vary by
district. 'The logic of the changes in state aid is
clear — if students do not attend a district, the
district should not receive state aid. However,
because the state aid formula is moderately
progressive and provides larger amounts of aid to
poorer districts, those districts would lose more
aid per pupil when students left. Since the STC
program is targeted toward low-income students,
districts with higher concentrations of low-income
families are likely to lose more students than
richer districts. As students leave public schools,
the districts forgo the aid associated with those
students, so lower-income districts will be more
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Year 2
(wY/:a;?C) w/sTe) ~ Cchange
1,000 950
11,000 11,000
11,000,000 10,450,000 (550,000)
7,000,000 6,917,500 (82,500)
4,000,000 3,764,400 (235,600)
11,000,000 10,764,400 (235,600)
11,000 | 11,331 331

affected than higher-income districts — many of
which would not lose any aid even if they lost
students.

It is easy to misinterpret or overstate the
importance of this disparate impact for a few
reasons. First, the reason higher income districts
see little or no reduction in aid is that they would
not have received an increase in aid if the student
attended the district. Second, the reductions in
aid refer to the aggregate aid, but enrollment is
also falling; the net effect is to increase spending
per pupil. Finally, the reductions in aid discussed
in this paper are not reductions in the amount

of aid compared to the prior year; no districts
actually lose aid. Instead, they only represent a cut
when compared to the increase the district would
have gotten had a student remained in the district
—1i.e. less growth in aid. In many cases, districts
would be completely unaware of the fiscal impact,
particularly if enrollment is growing. In those
districts, enrollment and the foundation budget
will grow and the district will receive additional
state aid, but the growth will be somewhat slower
than it would have been absent the STC.

It is important to recognize that the impact of an
STC on school finances is exactly the same as if
a student graduated or moved out of a district, or
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it a child enrolled in a private school or was home
schooled rather than attending a public school.
In all of these cases, the district does not educate
the student and will not receive state aid for the
student. The only difference in these situations is
the reason that a student leaves the district.

While some districts would lose some state aid,
the ultimate fiscal impact of an STC program
on local districts is likely to be small. 'Their total
budgets would not shrink, they would only grow
more slowly than they would have, and districts
that lose the most aid would also be the ones
losing the most students, so that spending per
pupil also rises. Additionally, as discussed in
Section 2.3, the overwhelming consensus of the
research literature shows a positive response to
increased choice and competition.

3.3 THe PoTenTIAL IMPACT OF AN STC
ProGram

Because STC programs generally target lower-
income students, the participation would likely
reflect the distribution of low-income students
around the commonwealth — i.e. districts with
more low-income students would most likely

see more students accept scholarships and move

to private schools. This pattern means that
participants would be concentrated in larger urban
districts that have higher percentages of low-
income students.

If an STC provided 5,000 public school students
with scholarships in FY2015, state aid would

fall by $30 million, or $6,000 per student.* As
long as the tax credits were for less than this
amount, the state government would save money
while improving educational opportunities. The
average loss in aid per student transferring masks
tremendous variation. The amount of aid lost
ranges as high as $17,000 per student, but about
75 percent of the districts with more than 100
students would not lose aid either because they did
not lose students or because the formula prevented
them from losing state aid. Larger urban districts
are much more likely to lose students and aid —
among the 10 largest districts only Newton would

lose fewer than 100 students and only Boston
would not lose aid.

'This hypothetical STC program would lead to

a $30 increase in required spending per pupil
statewide — required spending per pupil rises
despite the reduction in aid because the fall in
enrollment means that the spending is spread over
fewer students. The impact on per pupil spending
also varies across districts. Some districts lose
enough aid that their required per-pupil spending
stays roughly constant, while other districts such
as Boston lose students but no aid and would see
required spending per pupil rise.

'These estimates focus on the savings to the
commonwealth and impact on required total
spending. As explained previously, required local
spending is only loosely tied to enrollment - an
STC program has a marginal impact in some
cities and towns and no impact in others. At the
same time, many cities and towns spend more
than required and are free to change spending. If
an STC reduces enrollment, these municipalities
could choose to reduce spending,.

'The impact of an STC program does not scale
evenly as it grows. If the STC were increased

to 10,000 students the savings would rise by

less than 100 percent. The reason for the slower
growth in savings is that as more students accept
scholarships, more districts are protected by the
“hold harmless” provision of the state aid formula
that prevents them from losing aid.

3.4 How A MopkeL STC ProGram
CouLp Work

As discussed in Section 2.4 above, policymakers
must balance various competing considerations
when crafting a scholarship tax credit program.
This proposal aims to aid as many low-income
families as possible while reducing state
expenditures as much or more than the concurrent
loss in state revenue. The proposal is tailored for
Massachusetts. When crafting an STC program,
policymakers in other states should consider
their particular circumstances, especially the
peculiarities of their own funding formulae.

*This figure reflects savings to the state if all scholarship recipients transferred from public schools. Later in the paper we discuss the impact if students not in public school receive scholarships.
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Means-testing: We propose setting eligibility

to receive a scholarship at 200 percent of federal
poverty line, which is $47,700 for a family of four
in 2014.°° All but two STC programs (Georgia’s
and Arizona’s individual-contributor STC) have
a means-testing provision and of those, all but
Pennsylvania’s peg their income threshold relative
to the federal poverty line (FPL) or the federal
Free and Reduced Lunch program, which is 185
percent of the FPL. To be eligible for scholarships
in Louisiana, families may earn no more than 250
percent of the FPL while Iowa, New Hampshire,
and Virginia set their income thresholds at

300 percent of the FPL. The FPL guidelines

are already used for numerous state and federal
programs, and the federal government adjusts
them annually. Moreover, the guidelines take
family size into account. As discussed below, this
measure would also ensure greater savings

to the commonwealth due to Massachusetts’
funding formula.

Scholarship tax credit amount: We propose a tax
credit worth 90 percent of taxpayer donations to
scholarship organizations. In order to maximize
the number of students that the STC program
can aid, the credit amount should be as high as
possible while still producing fiscal savings.

A smaller credit could hurt fundraising, but
previous research has indicated that setting the
tax credit amount at this level would not
significantly impact the fundraising efforts of
scholarship organizations.”

Average scholarship cap: As discussed above, a
cap on the average scholarship amount rather than
the total amount gives scholarship organizations
greater flexibility to tailor scholarships to the
financial situation of individual families. The
scholarships are intended to bridge the gap
between what families can afford and the cost

of tuition, therefore the average scholarship cap
should be as high as possible without sacrificing
fiscal savings. Based on the estimates discussed
in Section 3.5 below, we propose an average
scholarship cap starting at $4,100 per student and
rising with inflation. According to Private School
Review, the median tuition for private schools in

Massachusetts was $12,175 during the 2013-14
school year.”* However, the tuition that most low-
income students face is much lower. In the five
lowest-income cities among the commonwealth’s
ten most populous cities (Springfield, Fall River,
New Bedford, Brockton, and Lynn), the median
tuition was $4,470 for kindergarten, $4,173 for
grades 1-5, $4,510 for grades 6-8, and $9,125 for
high school. (See Appendix A.) Moreover, these
figures do not include the tuition aid that such
schools offer low-income families. The proposed
scholarship amount would likely cover a significant
portion of tuition at many schools.

Total credit cap: Total credit caps are often
imposed to limit the impact of the program

on public school funding, since states like
Massachusetts provide funding to public schools
based in part on enrollment. If enough families
accept scholarships and leave the public school
system, the budgets of some public schools have
the potential to decline. If lawmakers decide to
impose a total credit cap, the scholarship program
should include an “escalator” provision that
automatically raises the cap over time.

Scholarship programs without an escalator often
remain stuck at the same maximum funding level
for several years, despite growing demand and
the fact that the real value of the scholarships
diminishes over time due to inflation. Because
Florida’s STC program includes an escalator
provision, it has more than doubled in the last
five years.”

3.5 FiscaL ImpacT oF ProPOSED
STC ProGgram

What is the fiscal impact of an STC program

as described above? 'The design of an STC
program would determine several important
factors that influence the fiscal impact on the
commonwealth such as the number of low-income
and other recipients, amount of the scholarship,
the percentage tax credit, etc. However, the
consequences also depend on two important
assumptions:*

* 'The geographic distribution of scholarship

recipients.

*The financial impact also depends on overall growth in enrollment across districts and inflation.
However, the impact of these factors on total state aid is much greater than the impact on an STC.
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* 'The share of recipients who would not have
attended public schools.

The first element can be modeled based on existing
data. For example, low-income scholarship
recipients are probably more likely to come from
districts with more low-income students. Statistics
on household income around Massachusetts are
certainly not a perfect predictor of the number of
students who would receive scholarships. Other
factors such as the availability of nearby private
schools and the satisfaction with public schools
would most likely also affect the number of
parents who apply for scholarships. However, it is
not clear how to adjust for these other factors and
our estimates are based on the distribution

of income.

'The second element — the share of scholarship
recipients who would not have attended public
schools — is difficult to predict. The reason that
these “non-switchers” are important is that the
commonwealth’s savings rely on a reduction

in public school enrollment. If a student uses

a scholarship to leave homeschooling, or if the
student would have attended a private school
without the scholarship, the state does not realize
any savings.

'The best basis for estimating the number of
non-switchers is probably the experience of the
scholarship program in Washington, DC.>*
During the first two years of the program
approximately 30 percent of eligible applicants
were non-switchers.”

'The share of non-switchers in Massachusetts
could be higher or lower than 30 percent. The
Wiashington, DC figure may overstate the number
of non-switchers because the number of eligible
applicants from private schools fell after the first
year. On the other hand, the drop-off could have
occurred because the DC program gave lower
priority to students already in private school — had
it not the number of private school applicants may
have remained strong. At the same time, data
from the Current Population Survey suggest that
20,000 private school students could be eligible for

*22% of eligible applicants (888 out of 4047) were in private schools, although an unknown number
of them may have returned to public school without the scholarships. An additional 11% of public
school applicants chose to attend private school despite losing a sclsolarship lottery.
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the STC, representing 40 percent of the proposed

number of slots.”

'The estimates below evaluate the impact of a
scholarship program based on the following
assumptions:

* 50 percent of scholarships go towards low-
income students (those eligible for free and
reduced price lunch).

* 50 percent go towards non-low-income
students with family income up to 200
percent of poverty line.

* The STC phases in such that it allows 50,000
scholarships by the 5th year.

* 30 percent of the students are non-switchers
who would have attended private school
without a scholarship.

As stated previously, an STC program would have
very little impact on the required local contribution
in cities and towns. However, if large numbers

of students left for private schools, municipalities
could choose to adjust their spending.

Table 3 summarizes the financial impact of

an STC program with these parameters. The
estimates are based on assumptions meant to
reflect past experience: 2 percent annual inflation,
3 percent growth in local revenue, flat enrollment,
and 25 percent of target aid and 15 percent of the
reduction in excess effort being funded each year,
with no minimum aid.*

Most importantly, it also assumes that 35,000 of
the scholarships are awarded to “switchers” from
public schools and 15,000 are awarded to students
who would not have attended public schools, and
that participation from both groups phases in
gradually over 5 years. It is possible that students
already in private school would move more quickly
to apply for scholarships, which would reduce

savings in the initial years.

By FY2019, 50,000 students would receive
scholarships and the annual savings to the
commonwealth would be approximately $222

*Inflation and enrollment growth determine the overall growth in the foundation budget, while

growth in local revenue affects the need for state aid. The impact of these assumptions
is discussed in the appendix. See http://www.doe.mass.edu/finance/chapter70/ to compare
these figures with past experience.
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TABLE 3. IMPACT OF STC FOR 50,000 OF STUDENTS

FY15
Students 10,000
Savings ($m) 41
Savings per scholarship $4,100

million, or $4,400 per student. The impact
of changes in the number of non-switchers is

discussed in Appendix B.

Based on these estimates, an STC program could
provide scholarships starting at an average of
$4,100 per student and remain revenue neutral for
the commonwealth while growing with inflation
each year.

4. CONCLUSION

'The overwhelming consensus of high-quality
research is that educational choice programs
increase student achievement, graduation rates,
and college matriculation, and parents of students
in such programs report very high levels of
satisfaction with their chosen schools. Educational
choice also benefits students who remain in the
public schools because of increased competition.

'The model scholarship tax credit program
proposed in this paper would expand educational
opportunities for tens of thousands of low-income
children while remaining revenue neutral or saving
money for the state and only minimally impacting
school districts. The program would grant tax
credits to individual and corporate taxpayers
worth 90 percent of their donations to qualified
scholarship organizations. The scholarship
organizations would provide scholarships worth
as much as $4,100 on average to students with a
family income that is no more than 200 percent
of the federal poverty line. By the fifth year of

the program, 50,000 students would be eligible
for scholarships.

A scholarship tax credit program would help
provide low-income families with a level of
opportunity that is more like their higher-income
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FY16 FY17 FY18 FY19
20,000 30,000 40,000 50,000
84 130 173 222
$4,200 $4,300 $4,300 $4,400

peers who already have a plethora of educational
options. Low-income families often have no choice
but their assigned public school. A scholarship

tax credit program would allow these families to
choose the school that best meets the individual
needs of their children.
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AprPENDIX A: PosTED TuiTioN AT PRIvATE ScHOoOLS IN THE PoorREST HALF OF THE
TeN Most PoruLous CiTiESs IN MASSACHUSETTS

'The following table contains tuition information from all the K-12 private schools® in the five cities with the
lowest income per capita’’ among the ten most populous cities®® in Massachusetts: Springfield, Fall River,
New Bedford, Lynn, and Brockton. The sample does not include day care, adult education, or special education
schools.

Where possible, the sample uses the tuition that low-income families would actually pay, including all posted
annual fees (e.g. — activity fees and technology fees but not specific sport fees or one-time admissions fees)

as well as tuition breaks based solely on income. In many cases, however, the school only informs potential
students that “financial aid is available” without specifying an amount. In such cases, the sample uses the
publicized tuition, therefore the tuition amounts in the sample are upwardly biased relative to the actual
tuition that low-income families would pay.

Schools often tailor financial aid based on the income and financial situation of a particular family, sometimes
through third parties such as FACTS Tuition Management. Likewise, though schools often offer tuition
breaks for parishioners or families with multiple enrolled students, the sample only includes the tuition
offered to a single child from an unaffiliated family. Kindergarten tuition assumes five full days, without
extended hours.

SPRINGFIELD

Comments

Financial Aid

Tuition*®

Academy Hill Kindergarten $11,950 Yes
" 1-5 $13,100 Yes
! 6-8 $13,500 Yes
Cathedral High 9-12 $9,300 Yes Pa;iziiic;z(elrogt:]it;org;:ﬁf)o.
Commonwealth Academy 9-12 $8,000 Unknown

Pioneer Valley Christian | Kindergarten $8,150 Yes
" 1-5 $8,700 Yes
i 6-8 $9,900 Yes
" 9-12 $11,300 Yes
Pioneer Valley Montessori =~ Kindergarten $9,880 Yes
" 1-6 $10,800 Yes

St. Michael’'s Academy K-8 $3,850 Yes Sibling and parishioner discounts.
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FALL RIVER

School

Grades

Tuition®®

Financial Aid

Comments

Antioch

Bishop Connolly
High School

East Gate Christian
Academy

Espirito Santos

Holy Name School

Holy Trinity School

St. Michael School

St. Stanislaus

Kindergarten

$4,688

$4,663

$4,963

$9,125

$4,550

$4,775

$5,300

$3,600

$7,225

$7,755

$3,700

$3,500

$3,975
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Unknown

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Unknown

Includes annual fees of $275.
Sibling discounts (10% second
child, 15% subsequent children).

"

Includes annual registration/re-
enrollment fees (averaged).

Includes $150
curriculum/resource fee.

Includes $225
curriculum/resource fee.

Includes $300
curriculum/resource fee.

Parishioner tuition: $3,300.
Scholarships also available for
students with serious illnesses.

Includes fees for extracurricular
activities, technology, and parents’
association dues.

]

Includes $250 fundraising
obligation and $150 academic
fee. Parishioner discount of $300.
Families contribute 8 hours of
community service.

Includes $400 fundraising
obligation and $275 book fee.
Fundraising fee waived for
additional children. Parents must
volunteer 8 hours.
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NEw BEDFORD

School Grades Financial Aid Comments
All Saints Catholic School K-8 $3,725 Yes
Includes $150 annual registration
Holy Family-Holy Name Kindergarten $4,470 Yes fee and $320 fundraising
obligation.
" 1-8 $4,070 Yes "
Mgy Brem Sl 5.8 s 0 Yes All low-income students receive

full scholarships.

Includes technology/materials fee

Nazarene Christian of $225. 3rd child: 25% discount.

- Yes
Academy K-6 4275 4th child: 50% discount. $100
parishioner discount.
Includes technology/materials fee
f $250. 3rd child: 25% discount.
" . Yes °
7-12 R 4th child: 50% discount. $100
parishioner discount.
Our Sister’s School 5.8 $13,000 Yes All low-income families receive
! scholarships.
St. James St. John's School = Kindergarten $4,100 Yes lelloelzs S%OO fundralsmg
obligation.
" 1-8 $3,850 Yes "

LYNN

School Grades Tuition®? Financial Aid Comments

North Shore Christian Sibling discounts ($6,900 for 2nd

School K=5 37,650 ves child, $6,150 for 3rd and beyond).
p Sibling discounts (57,890 for 2nd
9= SR = child, $7,040 for 3rd and beyond).
. Parishioner tuition: $3,980 for first
St. Pius V Elementary K-8 $4,510 Yes child. Sibling discounts.
St. Mary’s High School 6-8 $7,600 Yes Includgs $1.50
annual registration fee.
u 9-12 $11,600 Yes IncIud.es $1.50
annual registration fee.
The Hathaway School Kindergarten $5,175 Unknown SE7fmentin (e el

for 9 months)
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BROCKTON

School Grades

Financial Aid

Comments
Cardinal Spellman

Includes $175 comprehensive fee
High School 9-12 210,935

Yes and $160 technology fee. Sibling
discounts.
Trinity Catholic Academy K-8 $4,695 Yes Sibling discounts.
Brockton-Ar.ea Seventh- K-8 $2.430 Unknown $270/month (tuition column
Day Adventist Academy

for 9 months)

'The combined tuition statistics exclude Nativity Prep School, which does not charge tuition.

COMBINED TUITION STATISTICS

Kindergarten Grades 1-5 Grades 6-8 High School
Average Tuition $5,199 $6,032 $5,905 $8,635
Median Tuition $4,470 $4,173 $4,510 $9,125
Lowest Tuition
(excluding $0) $2,430 $3,500 $2,430 $4,400
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APPENDIX B: SENSITIVITY ANALYSIS

'The estimates above depend on many assumptions; below we will explore the impact if the assumptions prove
to be incorrect. The assumptions fall into several categories — (1) variables affecting the entire state such as
inflation, growth in local revenue, statewide enrollment growth, etc.; (2) the distribution of scholarships; and
(3) the number of non-switchers — scholarship recipients who would not have attended public schools.

'The estimates in Table 3 assume 2 percent inflation and flat enrollment. Higher inflation or faster enrollment
growth would both increase savings, but the exact impact is impossible to quantify. They both raise the
foundation budget and the potential savings from each scholarship student. However, they would also
significantly raise the overall cost of Chapter 70 aid, which would make it less likely the state would fund
target aid.* On balance the impact is probably positive — higher inflation or faster enrollment growth would
increase the savings. Similarly, lower inflation or slower enrollment growth would reduce the savings from an

STC program.

Growth in local revenue drives faster growth of the required local contribution, which in turn would reduce
the amount of foundation aid. With less foundation aid, the savings from providing a scholarship would also
decline. The cost model assumed local revenue growth of 3 percent per year, which is roughly in line with
recent changes to the required local contribution. If municipal revenue grows more slowly, the cost savings
from scholarships would rise.

'The distribution of scholarships can have a relatively large impact on the savings and the net cost of the
program. The savings from each scholarship range from zero to more than $17,000. The estimates assume
that scholarships are given out across the state in line with enrollment patterns—e.g. if 1 percent of the low-
income students in the state attend a district, 1 percent of the low-income scholarship recipients would come
from that district. Changes in the location of scholarship recipients could either raise or lower the savings
from the program.

One item of particular importance is the number of scholarship recipients who would not have attended
public schools. Table 3 was based on the assumption that 15,000 scholarships would be used by students who
would not have attended public schools — this includes both students already in private schools as well as
students who would go to a private school even if they did not get a scholarship. Changes in these estimates
have a large impact on the financial model, as illustrated in Table 4.

TABLE 4. IMPACT OF CHANGES IN THE SHARE OF NON-SWITCHERS

Share of Non-Switchers 10% 20% 30% 40%
Number of Non-Switchers 5,000 10,000 15,000 20,000

Initial Savings Per Scholarship | $5,300 $4,700 $4,100 $3,500

Because the number of students switching out of public school has important implications for the state’s
savings and the net cost of the program, the STC could be structured to guarantee a certain percentage of
scholarships were offered to switchers or otherwise provide incentive to direct scholarships towards switchers.
Alternatively, the program could make scholarships less generous for non-switchers. The more easily the STC
allows non-switchers to participate, the lower the cap on scholarships would have to be to ensure that the
program is revenue neutral.

*The state could also lower the target shares for each district rather than funding a smaller share of the gap, but the end result would still be less aid and less savings from scholarships.
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