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Executive Summary

Asthe Colorado legidature seeks to improve education for al studentsin the state
through vouchers or tax credits, Colorado can learn lessons from its sister states about the
various forms such legidation can take—and in the process find a plan that works best

for this state.

This paper defines what is meant by vouchers and tax credits and gives a broad overview
of such programs where they are currently administered.

Ten states currently offer some variety of educational tax credit, tax
deduction, or voucher.

Five states provide some form of K-12 vouchers for alimited and designated
segment of the population.

Four states allow individuals atax credit for selected educational expenses
incurred in the education of their children in grades K-12.

Three states allow individual or corporate tax credits for donations to school
tuition organizations (STOs) or public schools.

Minnesota is the only state that provides atax deduction for K-12 educational expenses
and tuition for all families residing in the state with students in grades K-12.



School Vouchers

School vouchers have a designated dollar value that may be applied toward full or partial
payment of tuition or fees at the participating public or private school of the parents
choice. Vouchers are similar to the G.I. Bill and Pell Grants, which are scholarships
funded by the government and given to post-secondary students for use in the religious or
non-religious school of their choice.

Florida

Maine

Cl

Opportunity Scholar ships go to families with children in schools that receive an
F on the state report card for two years out of afour-year period, for usein any
participating private school or another public school receiving a C or better.?
Scholarships are equal to the amount of the state’ s share of an eligible student’s
educational expenses.® For example, if more money is spent on a special
education student in public school, that increases the amount of the scholarship.
Participating private schools agree to accept the scholarship as full tuition. If
tuition is less than the amount of afull scholarship, the state is refunded the
difference. In 2001-2002 the average scholarship amount awarded was $3,500 to
$3,900. Asof thefall of 2002, 600 students attend private schools with this
scholarship.*

The M cKay Scholar ship, distinct from the Opportunity Scholarship, offers
students with disabilities who are attending schools not meeting the student’s
individual performance goals the option to attend another public school or an
eligible private school.> In 2001-2002 the average amount awarded was $5,547.
Asof the fall of 2002, 8,200 students participate in the program.®

Students residing in school districts without a public school may attend a public
school in another school district or non-religious private school at a state and/or
town expense of up to $6,305. Public funds may be used for some non-tuition
educational expenses in religious schools.” In the fall of 2001, 8,252 students
attended public schools outside of the district in which they reside and 5,933
students attended private schools with public funds.?

eveland, Ohio
Students residing in the Cleveland Municipa School Didtrict in grades K-8 are
eligible to receive scholarships to attend a qualified public, private secular or
religious school of their choice. Depending on afamily’sincome, the state’s
contribution is either 75% or 90% (the state pays up to $2,250) of tuition that
cannot exceed $2,500. Priority is given to low-income families.” In the 2001-
2002 school year 4,523 students participated in the program.’® On June 27, 2002
the U. S. Supreme Court ruled the program constitutional .



Vermont

- Students residing in school districts without a public school may attend a public
school in another school district or approved non-religious private school at
school district expense (so-called “tuitioned students’).™* In 2001-2002,
approximately 7,147 students attended public and private schools outside of their
school district under this law.*?

Milwaukee, Wisconsin

. The Milwaukee Parental Choice Program provides the opportunity for 15%"
(approximately 15,000 students) of the Milwaukee school district students with
family income at or below 175% of the poverty level to receive vouchers.** The
value of the voucher is equal to the Milwaukee per-pupil state aid or private
school tuition, whichever isless. In 2001-2002 the voucher was valued at $5,553
and available for use in a private secular or religious school. If more students
apply at a particular school than there are open spots, students are selected by
lottery.™ As of January 2002, 10,789 students participated in the program.*®

Individual Tax Creditsfor K-12 Educational Expenses

Individual tax credits, for educational expenses, reduce the tax liability of an individual.
Credits may be dollar-for-dollar or a percentage of expensesincurred. A refundable tax
credit allows the individual to receive arefund for the tax credit even if he does not owe
taxes or the credit exceeds the amount he owes. A nonrefundable tax credit does not
refund any excess credit to the taxpayer for the tax year. For example, if Cynthia owes
$200 in taxes and her tax credit is worth $250 because of educational expenses she
incurred for her child, a state with a refundable tax credit would send her a check for $50.
If shelived in a state with a nonrefundable tax credit, she would not receive a $50 refund.
Some states allow the individual to carry forward the remaining credit to the next tax
year.

Arizona
A dollar-for-dollar tax credit of up to $200 for the individual or $250 for a
married coupleis alowed for fees paid to public schools for extracurricular
activities or character education programs. The credit is nonrefundable, but may
be carried forward for no more than five consecutive years.'’

[llinois

- A nonrefundable tax credit is available for 25% of education-related expenses,
including tuition, books, and lab fees that exceed $250. The maximum amount of
credit an individual can claim is $500, for educational expensesin public, private
secular or religious school, or homeschool '8



lowa
lowa taxpayers, regardless of income, may claim atax credit of 25% of the first
$1,000 spent on each dependent’ s elementary or secondary educational expenses,
including non-religious tuition, textbooks, and/or extracurricular activities.”

Minnesota
Families with income up to $33,500 may receive a refundable tax credit of 75%
of educational expenses, up to $1,000 per student with a maximum of $2,000. A
reduced credit is available to families with income that exceeds $33,500, but not
more than $37,500. Allowed expenses include tutoring, books and materials for
non-religious classes, but not tuition. Computer hardware and software expenses
up to $200 are also alowed. An education tax deduction is aso available and may
be used for expenses exceeding the credit.

Individual Tax Deductionsfor K-12 Educational Expenses

Individual tax deductions for educational expenses reduce the amount of taxable income
for anindividua before the tax liability is calculated. For exampleif John and Sally have
a taxable income of $50,000 a year and they buy $100 in textbooks for their son, their
taxable income becomes $49,900.

Minnesota

A tax deduction is available for educational expenses of up to $1,625 for students
in grades K-6 and up to $2,500 for students in grades 7-12. Expenses include
private school tuition in Minnesota or surrounding states, tutoring, textbooks and
materias for non-religious classes. Computer hardware and software expenses of
up to $200 are also allowed. Taxpayers with students in grades K-12 in public,
private, or home school qualify regardless of income.”

I ndividual Tax Creditsfor Donations

Individual tax credits, for donations to school tuition organizations (STOSs) or to public
schools, reduce the tax liability of an individual. Credits may be dollar-for-dollar or a
percentage of the donation. A refundable tax credit allows the individual to receive a
refund for the tax credit even if he does not owe taxes or the credit exceeds the amount he
owes. A nonrefundable tax credit does not refund any excess credit to the taxpayer for the
tax year. For example, if Lucy owes $500 in taxes and her tax credit is worth $250
because of educational expenses she incurred for her child, a state with a refundable tax
credit would send her a check for $250. If she livesin a state with a nonrefundable tax
credit she would not receive a $250 refund. Arizona alows the individual to carry

forward the remaining credit to the next tax year.



Arizona

- A dollar-for-dollar tax credit of up to $500 for an individual or $625 for a married
couple is alowed for donations to organizations that provide scholarships for
students to attend private or religious schools. The credit is nonrefundable, but
may be carried forward for no more than five consecutive years.*

A dollar-for-dollar tax credit of up to $200 for an individua or $250 for a married
coupleis alowed for donations to a public school for support of extracurricular
activities or character education programs. The credit is nonrefundable, but may
be carried forward for no more than five consecutive years.?

Corporate Tax Creditsfor Donations

Corporate tax credits, for donations to school tuition organizations (STOs), reduce the tax
liability of acorporation. Credits may be dollar-for-dollar or a percentage of the

donation. A refundable tax credit allows the corporation to receive a refund for the tax
credit even if it does not owe taxes or the credit exceeds the amount it owes. A
nonrefundable tax credit does not refund any excess credit to the corporation for the tax
year. For example, if Sid's Pencil Company owes $100,000 in taxes, the allowable
percentage of credit is 75% for a donation, and Sid’ s donates $200,000 to an STO, the tax
credit is valued at $150,000. A state with arefundable credit would send Sid’s Pencil
Company a check for $50,000. If Sid’s were located in a state with a nonrefundable tax
credit, the company would not receive a $50,000 refund.

Florida

- Dollar-for-dollar corporate tax credits are allowed for donations to non-profit
STOs. The credit may not exceed 75% of the company’s tax due for the tax year
and no one company may donate more than $5 million to any one STO. Thereisa
$50 million cap on the total amount of tax credit the state awards within a fiscal
year. Low-income students qualify to receive scholarships of up to $3,500 to use
for private school tuition, textbooks, and/or transportation. At least 75% of the
scholarship for a private school must be used for tuition. Students who transfer to
apublic school outside of the district in which they reside may receive a
scholarship of up to $500. %

Pennsylvania

- Corporate tax credits are available for donations to STOs that provide
scholarships to students who want to attend private schools. The credit is worth
75% of the donation, which rises to 90% for a multi-year commitment. The credit
is not to exceed $100,000 for any one corporation and there is a cap of $30
million credited throughout the state in a fiscal year. Scholarships go to families
with income of no more than $50,000, plus $10,000 for every additional
dependent.” =
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