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This paper reports results from a fiscal analysis of
Pennsylvania SB 299, a proposal to expand the state’s
two tax-credit scholarship programs. Pennsylvania
currently has two programs in operation, the
Educational Improvement Tax Credit (EITC) Program
and the Opportunity Scholarship Tax Credit (OSTC)
Program.

Based on switcher rates of 60 percent to 90 percent,
the Commonwealth of Pennsylvania’s EITC and OSTC
programs generated the following fiscal effects between
2002 and 2019:

e Under current BEF funding, the EITC and
OSTC programs combined generated estimated
cumulative net savings for the state and school
districts worth between $3.0 billion and $5.0
billion, or between about $4,000 and $6,800 per
scholarship. These estimates represent $1.1 billion
net revenue reduction for the state ($1,500 per
scholarship) and cumulative net savings for school
districts worth between $4.0 billion and $6.0
billion.

e Had BEF funding been enrollment-based, the
fiscal impacts would have been distributed more
evenly between the state and school districts than
under current BEF funding. Both the state and
school districts would have experienced net fiscal
benefits. The state would have incurred cumulative
net savings estimated between $240 million and
$900 million (up to $1,250 per scholarship). School
districts would have experienced net savings
estimated between $2.7 billion and $4.0 billion (up
to $5,600 per scholarship).

Based on switcher rates of 60 percent to 90 percent, the
projected fiscal effects of SB 299 from FY 2020 to FY
2022 follow:

. Under current BEF funding, the EITC and OSTC
would generate an estimated netrevenue reduction
for the state worth between $144 million and $225
million each year over the period, or about $2,000
per scholarship.

. Under current BEF funding, the EITC and OSTC
would generate estimated net savings for school
districts worth between $500 million and $1.1
billion each year over the period, or up to $10,000
per scholarship.

. If BEF fundingis enrollment based, then the EITC
and OSTC would generate estimated net savings
for the state worth between $20 million and $140
million each year over the period, or up to $1,300
per scholarship.

. If BEF fundingis enrollment based, then the EITC
and OSTC would generate estimated net savings
for school districts worth between $340 million
and $730 million each year over the period, or up to
$6,800 per scholarship.



This paper reports results from a fiscal analysis of
Pennsylvania SB 299, a proposal to expand the state’s
two tax-credit scholarship programs. Pennsylvania
currently has two programs in operation, the
Educational Improvement Tax Credit (EITC) Program
and the Opportunity Scholarship Tax Credit (OSTC)
Program. Under the current law, the tax credit limit for
the EITC and OSTC are $160 million and $50 million,
respectively. The proposal would potentially expand
these two programs by creating an escalator for tax
credit limits to increase under certain conditions.
Beginning in FY 2020, for any fiscal year in which the
total aggregate amount of tax credits for the prior fiscal
year is at least 90 percent of the total aggregate amount
of all tax credits available for the prior fiscal year, then
the tax credit limit would increase by 25 percent.

This paper is organized as follows. First, it provides
context to help policy makers and stakeholders
evaluate the fiscal costs and benefits of the state’s two
tax-credit scholarship programs and their expansion
under SB 299. It then explains the data and methods
used to conduct a fiscal analysis of the programs and SB
299. Next it reports results from the analysis. Finally, it
provides concluding thoughts.

This section discusses previous analyses of private
school choice programs, the size of the state’s two tax-
credit scholarship programs programs in the context of
the state’s K-12 public education system, and the state’s
current school funding scheme.

Previous Analyses of Private
School Choice Programs

To date, there have been 50 analyses of private school
choice programs already in operation. Forty-five of
these analyses found that these programs generated
net savings for taxpayers and public schools, four
found those programs were cost-neutral, and just one
analysis estimated a very small net cost.!

Lueken (2018) estimated the overall fiscal effects
on taxpayers and school districts for 10 tax-credit
scholarship programs in seven states.? Pennsylvania’s
EITC program was one of the 10 programs included
in the analysis. Depending on assumptions about
students switching from district schools and number
of students receiving scholarships from multiple
scholarship organizations, he estimated that the EITC
generated overall savings from FY 2002 to FY 2014
worth between $700 million and $1.7 billion, or up to
almost $6,000 per scholarship student.

EITC and OSTC Programs Share of
Public K-12 Enrollment and Costs

Table 1 reports the participation and costs of the EITC
and OSTC programs combined as a share of the state’s
total K-12 public school enrollment and costs for the
period 2002-2017.

In 2002, 17,350 scholarships were awarded to students
who applied to the EITC and OSTC programs. This
participation represents 1 percent of the state’s 1.8
million students enrolled in the public school system
during this year. As these tax-credit scholarship
programs expanded, the number of scholarships
as a percent of public K-12 enrollment increased to
2.8 percent of K-12 students enrolled in public and
private schools. During this period, while the number
of scholarships awarded increased by about 32,000,
public school enrollment declined by 6 percent, or
more than 100,000 students statewide. Thus, although
the EITC and OSTC might explain some of the decline
in public K-12 over the period, it can potentially explain
only one-third of this decline.

The share of tax credits awarded via the EITC and
OSTC as a percentage of the state’s total expenditures
on its K-12 public school systems is even smaller, just
0.1 percent. In FY 2002, $17 million tax credits were
disbursed to taxpayers for donations to private school
scholarship organizations (SOs) via the EITC and
OSTC programs, representing just 0.1 percent of the
state’s $19.8 billion K-12 budget that year. In FY 2017,
this share increased slightly to 0.3 percent, with almost
$104 million in tax credits disbursed to taxpayers
compared to $30.5 billion in expenditures for K-12
public schools.



Pennsylvania EITC and OSTC share of K-12 enrollment and costs
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2002 17,350 1,821,627 0.9% $17,000,000 $19,809,907,000 0.1%
2003 20,208 1,816,747 1.1% $19,800,000 $20,808,760,000 0.1%
2004 25,875 1,821,146 1.4% $25,200,000 $22,285,582,000 0.1%
2005 26,701 1,828,089 1.4% $26,100,000 $21,462,670,000 0.1%
2006 29,638 1,830,684 1.6% $28,900,000 $22,096,979,000 0.1%
2007 36,540 1,871,060 1.9% $35,800,000 $23,601,794,000 0.2%
2008 44,334 1,801,971 2.4% $43,500,000 $24,659,665,000 0.2%
2009 44,893 1,775,029 2.5% $43,700,000 $28,173,293,000 0.2%
2010 38,646 1,785,993 2.1% $37,800,000 $29,187,094,000 0.1%
2011 40,876 1,793,284 2.2% $40,100,000 $29,961,876,000 0.1%
2012 45,100 1,771,395 2.5% $44,500,000 $29,204,053,000 0.2%
2013 35,849 1,763,677 2.0% $73,661,006 $31,332,091,000 0.2%
2014 45,879 1,755,236 2.5% $85,472,003 $30,381,783,000 0.3%
2015 49,813 1,743,160 2.8% $108,210,621 | $31,495,115,000 0.3%
2016 41,886 1,717,414 2.4% $93,476,448 $29,492,243,000 0.3%
2017 48,977 1,719,418 2.8% $103,724,463 | $30,495,441,765 0.3%

Author’s estimates based on data from: Pennsylvania Department of Education; Pennsylvania Department of Community and Economic Development; National Center for

Education Statistics, U.S. Department of Education; EdChoice

K-12 Public School Funding in
Pennsylvania

Revenue for public schools comes from three sources:
local (55 percent), state (37 percent) and federal
plus other sources (8 percent).® In Pennsylvania,
nearly all of school funding is based on factors other
than student enrollment.* Federal revenue is mostly
based on census track data or other factors instead of
student enrollment while local revenue is based on
a district’s property wealth. State revenue for public
schools in most states is based on student enrollment.
In Pennsylvania, however, most state funding for
school districts is based on factors other than student
enrollment. This lack of student enrollment as a main
factor in state funding is due to a “hold-harmless”
provision which guarantees that each district receives
at least the same level of state funding that it received
the previous year, independent of any change to the
district’s enrollment.’

Basic Education Funding (BEF) comprises the largest
portion of state revenue, or 52 percent in FY 2017.6
There has been discussion over the years about making
this portion of state funding for public schools in the
Commonwealth student-centered.” While a discussion
of the merits of school funding reform is beyond the
scope of this paper, the current funding arrangement
has important implications for the present fiscal
analysis and how fiscal effects from school choice
programs are distributed among state taxpayers and
school districts.

In Pennsylvania, when students leave a district, “hold
harmless” places the state on the hook for funding
those students’ previous school districts at the same
level as the prior year, even though the districts are
no longer obligated to educate students who leave. In
addition, education costs will decrease for districts
when students choose to leave them. Thus, students
redirected from districts will continue to generate a
reduction in revenue for the state while at the same
time representing a fiscal benefit for the districts — not
only do costs go down, but districts will continue to



receive state funding as if those students were enrolled
in them. The state, on the other hand, will incur the
fiscal burden of both providing tax credits for taxpayers
who donate to the EITC and OSTC and funding the
state’s hold-harmless law.

In short, the choice programs provide a great deal for
school districts but comes with a hefty bill for the state.

Given the ongoing discussion on this issue, the present
analysis estimates the net fiscal impact of SB 299
under two scenarios: 1) an environment where no state
funding for K-12 is student-based (which is close to the
current situation) and 2) an environment where all
BEF funds are based on student enrollment.

I now turn to the fiscal analysis of SB 299 to study its
potential fiscal effects on the EITC and OSTC programs.

Data

Whenpossible,Iuseddatareported onthe Pennsylvania
Department of Education’s (PDE) website. For data
that the PDE does not report on its website, I used
financial data from the National Center for Education
Statistics (NCES) in the U.S. Department of Education
(USDOE). These data are reported annually by all
state education agencies, including PDE, to the
USDOE. Participation data for the EITC and OSTC
programs are collected annually by EdChoice from
the Pennsylvania Department of Community and
Economic Development. Missing data were filled in
with information obtained from the Commonwealth
Foundation.

Methods and Assumptions

The present analysis estimates the fiscal effects of the
OSTC and the private school segment of the EITC
only. The EITC also has pre-kindergarten and public
school segments, which are not included in the present
analysis.

A proper fiscal analysis of any private school choice
program weighs both the cost of the program to
taxpayers and the savings associated with reduced
education costs for public schools that have fewer
students to educate. The net fiscal impact of a tax-credit
scholarship program on taxpayers and school districts
can be characterized by the following general formula:

Net Fiscal (Savings from students

Impact = | redirected from public schools

Tax credit
disbursements

An important factor for estimating the fiscal effects of
a tax-credit scholarship program on school districts is
variable costs. Variable costs are those that districts can
adjust in the short-run when enrollment changes. The
analysis uses data from the USDOE to estimate short-
run variable costs.” I cautiously estimate that roughly
55 percent to 60 percent of total education costs for
Pennsylvania public schools are variable in the short
run.'®

Anotherimportant factorin the analysisis assumptions
about the switcher rate. Switchers are students in the
EITC and OSTC who would enroll in their residentially
assigned district school without financial assistance
from the tax-credit scholarship programs. They
represent fiscal savings for school districtsand the state.
The analysis generates a range of estimates based on
60 percent and 90 percent switcher rate assumptions."
This range of assumptions about switcher rates is likely
cautious for a number of reasons.

First, switcher rates tend to be high in private school
choice programs, as demonstrated by recent random
assignment studies of programs in Louisiana and
Washington, D.C.”> During 2015-16 of the Louisiana
Scholarship Program, about 90 percent of students
who applied for a scholarship, but who did not win the
scholarship lottery, enrolled in public schools. During
both years of the most recent D.C. evaluation, 9 percent
of students who did not win the lottery either returned
to the private school they were previously enrolled
before applying to the program or moved from a public
school to a private school, even though they did not
receive a scholarship in the lottery. These findings
suggest that about 90 percent of those who wish to
access a choice program are truly switchers from public
to private schools and would be enrolled in a public
school if the choice programs did not exist.



The present analysis’s range for switcher rates is
also likely cautious because private schools face
strong incentives to attract new students and expand
enrollment. In addition, SOs are arguably mission
oriented around maximizing student participation in
tax-creditscholarship programs given that many private
schools tend to be mission-oriented themselves.'

In projecting the potential fiscal effects of SB 299, the
analysis makes the following additional assumptions
for both programs:

* Each student receives one scholarship (i.e., there is
no scholarship stacking);!*

* Taxpayers receive 90 cents in tax credits for every
one dollar donated to SOs;®

* Total tax credits approved equals 90 percent
of total tax credits available, thereby activating
the escalators under SB 299 which increase the
programs’ respective tax credit caps by 25 percent
starting in FY 2021;

* The average scholarship award amount increases
by 5 percent;'¢

* School costs (including variable costs) grow at 1
percent each year;"”

* BEF funding increases at 2 percent annual rate. '

Please note that the estimates reported in this paper
may differ from estimates from other fiscal analyses.
For example, estimates discussed below differ from
Lueken (2018), who analyzed the EITC in that paper.
The present analysis uses different data, some different
assumptions, a different time period, and it includes
the OSTC in the analysis.

State Fiscal Effects

The fiscal effect on the state is the difference between
savings generated by students redirected from public
schools and the amount of tax credits disbursed to
taxpayers for donations to private school scholarship
organizations.

I estimated the state’s net fiscal impact under two
different scenarios:

1. staterevenue is not based on student enrollment at
all, and

2. all BEF funding is based on student enrollment (I
also refer to this scenario as simply “enrollment-
based funding” throughout this analysis).

Under the first scenario, there is no offset for the state,
meaning that the fiscal impact on the state equals the
number of tax credits awarded for donations to SOs. Under
the second scenario, there would be an offset for the state.

District Fiscal Effects

The fiscal effect on school districts will be the difference
between variable cost savings generated by students
redirected from public schools and the reduction in
revenue associated with those students.

Fiscal Alignment

It is instructive to first examine the fiscal alignment
between costs for public K-12 schooling and costs for
the private school choice programs. Figure 1 displays
the fiscal alignment between costs for K-12 public
education in Pennsylvania and the state’s two tax-
credit scholarship programs between 2002 and 2016.
The solid blackline displays the trend for total spending
per student, the thick dashed red line shows estimates
for districts’ average variable costs per student, the
dotted blue line displays the average BEF allocation
per student, and the thin dashed green line shows the
average amount of tax credits disbursed to taxpayers
per scholarship.

Note the gaps between the cost for incentivizing
donations for private scholarships and public school
costs. In FY 2016, the average tax credit awarded per
scholarship was nearly $15,000 less than the statewide



average cost to educate a student in a district school. This
suggests that the EITC and OSTC programs generated
significant cost savings, though it’s not possible to
determine the distribution of savings simply by looking
at this difference.

Average variable costs for districts is roughly $11,000
per student. When students choose to leave district
schools, districts would be able to offset any reduction
in revenue from students leaving by this amount, on
average. In Pennsylvania, revenue for school districts
would be reduced by a relatively small amount because
of hold harmless. As a result, the amount of resources
that districts retain for fewer students mean that
students who remain in district schools have access
to more resources per student, more so than it would
under enrollment-based funding,.

Under enrollment-based funding, where all BEF
funding would be determined by students, state
revenue for a school district would decrease by about
$3,300 on average when a student chooses to leave. If

all state revenue were enrollment-based, then districts’
revenue from the state would decrease by about $6,500,
on average, when a student leaves.” The district would
have $11,000 with which to offset this reduction, a net
benefit of about $4,500 to $8,000.

Because of hold harmless, awarding incentives to
generate donations for private school scholarships
reduced state revenue, on average, by about $2,200
per scholarship in FY 2016. Under enrollment-based
funding, the state would incur net savings worth about
$1,000 for each student choosing to leave a district
school via one of the tax-credit scholarship programs.

The fiscal effects of the tax-credit programs to date on
the state and school districts will depend on the number
of scholarships awarded to students who switch from
district schools. The fiscal analysis accounts for this
important factor.

Fiscal Alignment of Public K-12 and Tax-Credit Scholarship Programs in Pennsylvania,

SY 2001-02 to SY 2015-16

$20,000
$18,000
$16,000
$14,000
$12,000
$10,000

$8,000

$6,000

DOLLARS PER STUDENT

Est. avg. variable cost savings per scholarship student

Total spending per pupil, public K-12

$17,172

$10,717

Avg. BEF allocation per student
$4.000 (state savings per scholarship student if BEF was enroliment-based)

[ @ @ @ @ @ L @ L L $2,

42 > 3 ) (e} A
Q Q Q Q QO Q
Q {1/0 Q (1/0

v

v

) Q
Q \
O DY

N 2 ¢l
\Y \% \Y \Y
> D M

SCHOOL YEAR ENDING

-@- Total Spending per Pupil
-@- Avg. BEF Allocation Per Pupil

-@- Average Variable Costs per Pupil
-®- Avg. Tax Credits Awarded to Taxpayers per Scholarship

Author’s estimates based on data from: Pennsylvania Department of Education; Pennsylvania Department of Community and Economic Development; National Center for

Education Statistics, U.S. Department of Education



Fiscal Effects to Date

Table 2 and Table 3 summarize the results of the fiscal
analysis by reporting a range of estimates, starting
in FY 2002, for fiscal effects of the EITC and OSTC
on the state and school districts. They also report
estimates under current BEF funding and enrollment-
based funding. Table 2 reports estimates based on a 60
percent switcher rate assumption, and Table 3 reports
estimates based on an assumed 90 percent switcher
rate. Table Al and Table A2 in the appendix include
additional details about estimated costs and savings
under current BEF funding and enrollment-based
funding and are based on a 90 percent switcher rate
assumption.

Under current BEF funding and assuming a switcher
rate of 60 percent (Table 2), the combined state and
district net cumulative fiscal effect of the EITC and
OSTC programs from FY 2002 to FY 2019 was about
$3 billion in savings, or over $4,000 per scholarship.
This reflects a cumulative net benefit of $4.0 billion
for school districts (about $5,500 per scholarship) and
a net revenue reduction of $1.1 billion (about $1,500
per scholarship) for the state. Had these programs
operated under enrollment-based funding for BEF, the
distribution of fiscal effects would have been more even,
with both the state and school districts experiencing
cumulative net savings worth $238 million ($330 per
scholarship) and $2.7 billion ($3,700 per scholarship),
respectively.

Under current BEF funding and assuming a switcher
rate of 90 percent (Table 3), the combined state and
district net cumulative net fiscal effect of the EITC
and OSTC programs from FY 2002 to FY 2019 would
have been an estimated $5 billion in savings, or $6,800
per scholarship. This reflects a cumulative net benefit
of $6 billion for school districts and a cumulative net
revenue reduction of $1 billion for the state. Had these
programs operated under enrollment-based funding,
the distribution of fiscal effects would have been
more even, with both the state and school districts
experiencing cumulative net savings worth about $900
million and $4.0 billion, respectively.

Projected fiscal effects under SB
299

The next segment of the analysis projects estimates
for the fiscal effects of SB 299 on the state and school
districts from FY 2020 to FY 2022. Results are reported
in the bottom panels of Table 2 and Table 3 for 60
percent and 90 percent switcher rates.

Under current BEF funding, the state would incur
a net revenue reduction equal to the amount of tax
credits disbursed to taxpayers for donations to SOs,
worth between about $144 million and $225 million
annually (roughly $2,000 per scholarship). If 90
percent of scholarships are awarded to switchers,
then districts would incur net fiscal benefits each year
estimated between $760 million and $1 billion (roughly
$10,000 per scholarship). If 60 percent of scholarships
are awarded to switchers, then districts would incur
net fiscal benefits each year estimated between
$500 million and $730 million (roughly $7,000 per
scholarship).?

Under enrollment-based funding, the fiscal impact of
SB 299 would be more evenly distributed. Based on 60
percent or 90 percent switcher rate assumptions, the
state would incur estimated net savings worth between
roughly $20 million and $140 million each year (up
to $1,300 per scholarship). Despite experiencing a
reduction in BEF revenue, school districts would
continue to experience significant net fiscal benefits
from reduced costs, estimated at between $340
million and $730 million each year (up to $6,800 per
scholarship).

Under current BEF funding and enrollment-based
funding, the combined estimated fiscal effects of SB 299
would be between an estimated $360 million and $870
million annually, or up to about $8,100 per scholarship.
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SB 299 would add escalators to the EITC and OSTC
programs and expand educational opportunity for
families and children in Pennsylvania by increasing the
potential for these programs to serve more students
and improve the likelihood of creating better matches
between students and the type of school they attend.

A common concern among skeptics of taxpayer funded
programs such as the EITC and OSTC is that it would
harm students and increase taxpayer costs. Overall, the
ETIC and OSTC programs have generated significant
fiscal benefits for taxpayers and school districts during
their lifetimes. The question of how these benefits are
distributed among different taxpayers and schools,
however, is complicated.?? This is obscured by the
fact that nearly all dollars for public K-12 that flow to
districts in Pennsylvania are allocated based on factors
other than student enrollment.

Overall, expansion of the EITC and OSTC program
would generate significant fiscal benefits. Under
the current K-12 funding system, the state would
incur a net revenue reduction while districts would
disproportionately experience fiscal benefits from
expansion of the program. If the state were to switch
to an enrollment-based funding model for the BEF
components of its K-12 system, then SB 299 could
generate significant fiscal benefits for both the state
and school districts.
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